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About CAO

CAOG6s mission is to s eeffectige inependentfreaourse,medhanignsane d, and
to improve the environmental and social accountability of IFC and MIGA.

CAO (Office of the Compliance Advisor Ombudsman) is an independent post that reports directly
to the President of the World Bank Group. CAO reviews complaints from communities affected
by development projects undertaken by the two private sector arms of the World Bank Group, the
International Finance Corporation (IFC) and the Multilateral Investment Guarantee Agency
(MIGA).

CAOO Lompliance function oversees investigations of | F C/ M| eééwa@msental and social
performance, particularly in relation to sensitive projects, to ensure compliance with policies,
standards, guidelines, procedures, and conditions for IFC/MIGA involvement, with the goal of
improving IFC/MIGA environmental and social performance.

For more information about CAO, please visit www.cao-ombudsman.org.
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Executive Summary

Background

This report provides the analysis and findings o
investment in Lydian International Ltd. (fthe companyd and its Amulsar Gold Project, a gold
mi ning project |l ocated 170 km south of Armeni ads

IFC first invested in the company in 2007 to finance exploration activities and feasibility studies

forLydi anés miner al resour ce pr op e Mhisiingial iniestimeito s ov o,
was followed by eleven supplemental investments between 2008 and 2015. IFC has invested

$16.4 million since 2007 and held equity shares in the company until May 2017. In May 2017, IFC

sold all of its shares and is now no longer an investor in the company. In December 2015, the

company announced that it had entered into agreements related to a $325 million construction

financing package for the Amulsar Gold Project with two main lenders. The total financing
requirement to fund construction of Amulsar is estimated to be $395 million.

At the time of finalizing this report, construction of the Amulsar mine had commenced. CA OO0 s
investigation process, however, deal s with the period of | FCbs inv
shortly before construction started.

| FCb6s i nvest weascohsidérad arLegrlyf €gaitg investment as IFC bought equity in the
company prior to the company having defined a resource within its license area at Amulsar. | F C6 s
stated goal in participating in early phases of mining project developments includes having a
positive impact on the environmental and social (E&S) performance of companies working in
countries where the management of E&S impacts of mining is challenging from a regulatory
perspective. IFC emphasizes the value it adds in these contexts as a long-term partner.

This compliance investigation was triggered in response to two complaints submitted in April and
July 2014 by community members living near the mine area, with the support of local and national
NGOs. The complainants raise a broad range of environmental and social concerns, including
concerns about the future environmental impacts of the project such as impacts on water, dust,
seismic risks, radioactive risks, biodiversity; social impacts such as the adequacy of the land
acquisition process, impacts on the tourism sector in the nearby spa town of Jermuk, risks of
social impacts on the community of Gndevaz (including health, livelihoods, well-being of the
community), and concerns related to consultation and stakeholder engagement; as well as
allegations that IFC did not ensure client compliance with IFC environmental and social
requirements.

Summary of CAO’ s Anal Fimdings and

CAO has assessed IFCO performance in relation to a range of community concerns regarding

the E&S impacts of the Amulsar mine. CAO finds that the majority of these concerns were the

subject of appropriate supervision by IFC. CAO acknowledges IFC6 support to the client in

preparing an Environmental and Social Impact Assessment (ESIA) that addressed the risks and

potential impacts of the mine in a manner that, overal,l, meet s t he requirement
Sustainability Framework and reflects good international industry practice. This is a significant

achievement for an investment in a junior mining company working in a challenging country

context.

At the same ti me, this report identifieosftehortcorl
project as relate to a number of the issues raised in the complaints. CAO f i nds t hat | FC
investment E&S review of the project was not commensurate to risk. In particular, CAO notes a

lack of early expert scoping of E&S risks and an overestimati on of t he <cl| iaacht 6s <co
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capacity to address E&S risks associated with the project in the exploration phase. Given the

complexity of the project, acknowledged gaps in client capacity, and its lack of E&S track record,

CAO finds that a more detailed and structured E&S actionplanwas needed at the poi
engagement.

Weaknesses i-imvestménCréview fpanstated into problems during the initial years of

supervision. CAO finds that I FC did not effective&bBy supe
mitigation measures during the period between 2007 and 2013. In particular, the requirement to

develop an Environmental and Social Management System (ESMS) for exploration activities was

not completed in a timely manner. As a resul t, |l FC did not have ass
exploration activities were being carried out in accordance with its E&S requirements. Similarly,

IFC lacked assurance during this periodt hat t he c | BE&S asseSsmenbworg \was breigg

conducted to IFC standards.

From 2013 onward, however, CAO notes a marked advanceinl FC6s supervision of
The result was significant improvement in client E&S performance, particularly through the
development of an exploration phase ESMS and an international standard ESIA.

This report considers a range of specific environmental and social concerns raised by the
complainants. From an environmental perspective these include:

1 Risks of ground and surface water contamination

M Seismic risks

1 Radiation risks

1 Risks of contaminated dust deposition

1 Risks of impacts on rare and endangered species

In relation to each of these issues, CAO findst h a't | FCO6s review of t he E
commensurate to risk.

I n relation to project impacts on biodiversity, h
early exploration was insufficient.1 n t hi s context, | FC obseloratiend i n 20

activities had negatively impacted tier one critical habitat for the population of a critically-

endangered plant, Potentilla porphyrantha. During the post-2013 period, however, CAO finds that

| FCb6s supervision was ¢ o mmemtieudevalopmenttobappropriae and r
action plan items designed to minimize, mitigate and offset potential impacts of the project on

biodiversity as required by the IFC Performance Standards on Environmental and Social
Sustainability, including in relation to Potentilla porphyrantha.

Specific social concerns addressed in the report include the following:

9 Land acquisition and livelihood restoration

1 Potential impacts of the project on the brand of the nearby resort of Jermuk

1 Impacts of the project on the village of Gndevaz

1 Consultation and engagement processes, access of concerned stakeholders to public
hearings, and whether complaints have been registered and addressed

Regarding land acquisition, CAO finds that IFC provided appropriate guidance to the client in

relation to a land acquisition program that prioritized negotiated purchases. CAO also finds that

| FC6s supervision provided reasonabl e assurance
Performance Standards in relation to livelihood restoration planning, which is required when

projects cause physical or economic displacement.

In relation to the resort town of Jermuk, CAO notes well-documented community concerns
regarding potential adverse impacts of the project on tourism. While Jermuk was not initially

CAO Compliance Investigation Report i IFC Investments in Lydian International, Armenia 7



considered to be within the area of influence of the project, CAO finds that IFC took appropriate
measures to ensure that this was the case when the client prepared its international ESIA. Further,
CAO finds that IFC assured itself that the risks of project-related environmental impacts on
Jermuk were low.

As noted in the project ESIA, the reputation of Jermuk as a spa town is associated with wellness,
fresh air, and tranquility. Project impactsd for example, those from blasting, visual disturbance,
and more general perceptions that arise from the mine's proximity to the townd were not subject
to an assessment that took Jermuk's reputation as a tourist center into consideration. At the date
of writing this report, an assessment of impacts onJ e r mu k 0 |s abtousnddstination had
been undertaken only in relation to the issue of labor influx and not in relation to the broader

potential iimpacts associated WwsardsultitCA@ findsthatiFG s

pr ox.i

does not have assurance that potential impactsonJ er muk 6 s br and &avelment ouri st

assessed and mitigated in accordance with the requirements of PS1.

CAO also finds shortcomings in | FCds approach

of Gndevaz. Gndevaz is the village most significantly impacted by the project because of the
location of project infrastructure on its lands and the proximity of the village to the mine.

to t

CAO finds gaps i n | FCOoprocessiprelationitcstheaisks and impadiseof ES1 A

the project on Gndevaz, and the potential for mine development to affect the well-being of the
community as a whole, and that of vulnerable groups in particular. These risks relate to social
cohesion, socioeconomic inequality, and potential impacts from induced poverty as the village is
predicted to experience labor influx, land/livelihood loss, inflation, and social change due to the
presence of mine workers and new economic beneficiaries. The ESIA and management plans
have captured or addressed many of these impacts on a discreet basis, and are recognized by
CAOQO as achieving a good international standard in this respect. In addition, CAO recognizes
potential positive impacts for the community, such as an increase in procurement of locally based
goods and services and investments in community projects. Nevertheless, CAO finds that
changes to the project design after 2013 led to a significant increase in potential adverse impacts
on the residents of Gndevaz. These changes required assessment of the risks and impacts of the
various project components on the town and its peopled with associated consultation, mitigation,
and monitoring measuresd beyond those which are contained in the current ESIA. This report
also notes gaps in IFC guidance on how to ensure that a full and integrated assessment of the
social impacts of a project is undertaken.

In relation to consultation and stakeholder engagement, CAO f i nds t hirvdstmént-Cds pr

review was not commensurate to risk. IFC did not include in the E&S Action Plan sufficient
requirements (deadlines, need for adequate expertise, documentation, and reporting) to ensure
that implementation of the ¢ | i ePullicddGonsultation and Disclosure Plan (PCDP) would be
consistent with the objectives of Performance Standard 1. CAO al so noinigas
determination that the project had broad community support (BCS) was not supported by social

t hat

analysis or expert opinion. However, CAO notes that | FC i denti fi ed gaps i n

performance during supervision and has worked with the client to bring it into compliance. CAO

finds that throughout its supervision of the

with E&S requirements in relation to consultation and stakeholder engagement processes, and
implementation of a grievance mechanism.

Conclusion

In light of the findings contained in this report, CAO will keep this investigation open for monitoring,
and will issue a monitoring report no later than one year after publication of this investigation.

Project-level findings that will remain open for monitoring are:
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T CAOb6scoonpl i ance finding in relation to the asse
a tourist center; and

1 CA OO0 s -campliance finding in relation to the assessment of project impacts on the people
of Gndevaz.

CAOQO will monitor the situation until actions taken by IFC assure CAO that IFC is addressing
findings of non-compliance.
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Overview of CAO’s Compliance Process

CAOb6s approach to its c¢ompOpeativmaeGuideinesdMarcle 2013%

When CAO receives an eligible complaint, it first undergoes an assessment to determine how

set (0]

CAOshould respond. I f CAOOG6s c ompllcoaductan appraisalot i on i s

| FCb6s/ MI GA6s invol vement ivhether dnanveptigabign ésavarrarded.d
CAO6s compliance function can also be triggered

Vice President, or senior management of IFC/MIGA.

CAO compliance investigations focus on IFC/MIGA and how IFC/MIGA assured itself/themselves
of a projectbds E&S ogseof d CQAOmamplaree invastigationpisutoe gnsure
compliance with policies, standards, guidelines, procedures, and conditions for IFC/MIGA
i nvol vement, and t her e knwironmama and seciat (B&S) performancet

In the context of a CAO compliance investigation, at issue is whether:

1 The actual E&S outcomes of a project are consistent with or contrary to the desired effect of
the IFC/MIGA policy provisions

1 Afailure by IFC/MIGA to address E&S issues as part of the appraisal or supervision resulted
in outcomes contrary to the desired effect of the policy provisions

In many cases, in assessing the performance of a project and implementation of measures to
meet relevant requirements, it is necessary to review the actions of the IFC client and to verify
outcomes in the field.

CAO has no authority with respect to judicial processes. CAO is neither a court of appeal nor a
legal enforcement mechanism, nor is CAO a substitute for international court systems or court
systems in host countries.

Upon finalizing a compliance investigation, IFC/MIGA is given 20 working days to prepare a public
response. The compliance investigation report, together with any response from IFC/MIGA is then
sent to the World Bank Group President for
website (www.cao-ombudsman.org).

In cases where IFC/MIGA is found to be out of compliance, CAO keeps the investigation open
and monitors the situation until actions taken by IFC/MIGA assure CAO that IFC/MIGA is
addressing the noncompliance. CAO will then close the compliance investigation.
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|. Background to IFC’s Investments in Lydian International

A. IFC’s Investments in Lydian International

Lydian International Limited (it he c @mp a My h gis anlexpleratibnbcompany that is

transitioning to being a mining company, based in the United Kingdom and listed on the Toronto

Stock Exchange (TSX). The company is focused on its Amulsar Gold Project in Armenia ( it h e

pr oj.dhketAmdlsar Gold Project is managed by Lydian Armenia CJSC, a subsidiary of Lydian

International (Geoteam CJSC until August2016, al so referred to as )ithe co
a 100-percent owned Armenian subsidiary of Lydian. IFC first invested in the company in 2007 to

finance exploration activities and feasibility studies o f Lydianbés miner al resou.
Kosovo, Armenia and Turkey. This initial investment was followed with eleven additional

investments or warrants exercises between 2008 and 2015 (see Appendix A).

At the time of writing this investigation report, construction of the Amulsar mine had commenced.

CAOb6s investi,haveveroche aplrso cveistsh t he period of | FCb6s
2016, before construction started. A bankable feasibility study (BFS) and a national environmental

impact assessment (EIA) were completed in July 2014, and a mining license was granted to the

company in November 2014. An international environmental and social impact assessment

(ESIA) was disclosed in May 2015 and updated in June 2016 to reflect changes due to value
engineering.* Construction works for the project started in October 2016.

In December 2015, the company announced it had entered into agreements related to a $325
million construction financing package to be provided by Orion Mine Finance (Orion) and
Resource Capital Funds (RCF). The total financing requirement to fund construction of Amulsar
is estimated to be $395 million, consisting of initial capital costs of $370 million plus an estimated
$25 million for financing and other costs during the construction period.?

IFC has invested $16.4 million since 2007 and held equity shares in the company until May 2017.
In May 2017 IFC sold all of its shares and is now no longer an investor in the company. The
European Bank for Reconstruction and Development (EBRD) is a shareholder in the company
and holds 6.5 percent equity.?

B. IFC’s Early Equity Business

|l FC6s investment in Lydian is considered an early
company prior to the company having defined a resource at Amulsar. This section summarizes

key aspects of tole&léqaity rmipng investroemts as it relates to the current

complaint, including its scope and stated purpose.

| F Crairsing group provides equity and loan financing for mining companies. The investment
strategy i ncl ud e s endrdnmentaleandcsecialt(E&S)Ipdlickes, sstandards, and
procedures to manage the risks and costs associ aft
focuses on two lines of business:

1 Mining companies implementing large-scale projects. Thes e companies seek | FC
to mitigate and manage governance, political, and E&S risks.

1 Junior companies carrying out mining or exploration activities that have made potentially
significant discoveries. IFC supports companies that typically have little internal technical

1 Amulsar Gold Project. ESIA, May 2016. http://goo.gl/gsbEjl.
2 Lydian International website. December 1, 2015. http://goo.gl/kOwyVn.
3 See https://goo.gl/kv87yc
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capacity in E&S management by offering E&S advice and preparing them to raise debt
financing once the construction stage is reached.

A mining project progresses through several phases, including exploration, pre-feasibility,

feasibility, construction, operation/mining, and eventually closure and reclamation. The project

moves from one phase to the next only after it meets certain criteria and shows sufficient promise

to justify additional work and investment. During the exploration, pre-feasibility and feasibility

phases, economic, technical, social and environmental information is developed and usually

progresses through several iterations to adjust for changing risk profiles that may affect project

viability.

|l FC6s stated goal in participating in early phas:

impact in terms of technical as well as E&S guidance in countries where industrial-scale mining
is not robustly regulated and supervised in terms of E&S performance.

Many junior companies do not proceed to mine construction. Instead, they typically sell their

interest or form joint ventures with more established mining companies. IFC states that it invests

in junior companies once a deposit has been discovered and there is a strong probability that a

mine will be constructedd and thus the deposit willbe commerciallyviable. | FC6s r ati onal e
equity instruments to finance projects at early phases isto influenceitsclients 6 E &S per f or mar
and strengthen their capacity and commitment to comply with the IFC Sustainability Framework.*

IFC emphasizes the value it adds as a long-term partner. It seeks involvement throughout the
project cycle to provide further equity and debt as the mining project progresses.®

In relation to early equity mining investments, CAO has consideredl FC6s engagement wit
in relation to the identification and mitigation of actual E&S risks and impacts that arise during the

exploration phase of projects. CAO has also considered IFC6 s a p p r o apoténtiak futuret h e

impacts of mine construction and operation, and whether these have been assessed as required

by | FCés Performance Standards. This may include
mitigation measures, depending on the stage of development of the project in question.®

4 Debt instruments, rather than equity, are usually employed following detailed feasibility studies for mine construction,

after an assessment and an evaluation of the risks, and once a more defined reserve position has been proven. Ibid.

SA1 FC i n hti/goé.oVNi8duOD).

SCAO has received sever al complaints in relation to | FCbs apry
presenting issues similar to those raised by the complainants in this case. See, for example, CAO Investigation of IFC

Investment in Minera Quellaveco SA, Peru, August 2014 (http:/goo.gl/aNauwB); and CAO Investigation of IFC

Investment in Eco Oro, Colombia, June 2016 (http://goo.gl/8yfxIK).
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[I. Background to the CAO Compliance Investigation

A. The Complaints

Lydian-01 Complaint

Afirstcomplaint( t h e AOly dd cammpwassubmittédxo CAO in April 2014 by two residents
of Gndevaz and Jermuk, in Vayots Dzor province, with support from nine nongovernmental
organizations (NGOs) and individual representatives. The complainants highlight concerns about
potential future impacts of the project on the environment and surrounding communities. Issues
raised include criticisms of the national EIA process conducted by the company and alleged
vi ol at i on Perfarhancé BSt@ridards on Environmental and Social Sustainability
( Ferformance Standardso and national regulations.

Lydian-02 Complaint

A second complaint ( t he &0y dé¢ @ mpwaa lodgedowith CAO in July 2014 by 148
residents of Gndevaz raising concerns about project impacts on livelihoods, the environment, and
community health. These issues overlap significantly with the issues raised in the Lydian-01
complaint. However, the Lydian-01 and Lydian-02 complaints were brought to CAO on behalf of
different individuals.

A more detailed summary of the issues raised in the complaints is presented in section Il of this
report.

B. CAO Assessment of the Complaints

The purpose of CAOO sissessment stage is to clarify the issues and concerns raised by the
complainants, to gather information on how other stakeholders see the situation, and to determine
whether the parties prefer to initiate  C A @ispute resolution or compliance role.

In the <course of C AL@dian-01 aamplairg, scamglainantst ojpted not to
participate in a CAO facilitated dispute resolution process. As a result, CAOb sompliance function
was triggered.

During CAO0&6s a slydian-82ncemplaint,dahe comgiamants and the client agreed to
attempt to resolve their i ssputeeesoluton functiont’Althoughu pp or t
dispute resolution was initiated in February 2015, the complainants subsequently determined that

their needs were more likelyto be me't t h r ocangplanceE farotivrs As a result, the

Lydian-02 complaint was transferred to CAO® sompliance function in August 2015.8

C. CAO Compliance Appraisals

In April 2015, CAO released a compliance appraisal report in relation to the Lydian-01 complaint.®

CAO concluded that the complaint raised substantial concerns about a range of potential or actual

E&S impacts of the project. CAO also identified questionsre gar di ng | FC6s review ar
of its E&S requirements in relation to the project and thus decided to conduct a compliance
investigationof IFC6 s per f.or mance

7 CAO. Assessment Report, Lydian-02, February 2015. http://goo.gl/YXyiCz.
8 CAO. Conclusion Report, Lydian-02, August 2015. https://goo.gl/XCVu8s
9 CAO. Compliance Appraisal Report, Lydian-01, April 2015. http://goo.gl/wimmlp.
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CAO released a compliance appraisal report in relation to the Lydian-02 complaint in October

2015.1° The Lydian-02 appraisal built on the Lydian-01 appraisal, given that there were several

overlapping issues. Through the Lydian-02 appraisal, CAO identified additional questions
regarding | FCb6bs review and supervision of its E&
particular with regard to land acquisition (Performance Standard 5). In this context, CAO decided

to consider the issues raised by both the Lydian-01 and Lydian-02 complaints together. Thus the

two cases were merged for the purpose of this compliance investigation.

D. Compliance Investigation Methodoloqy

This compliance investigation was conducted in accordance with the CAO Operational
Guidelines!and with the Terms of Reference pub(sdeshed or
Appendix B).'? From January to August 2016, the CAO investigation team, including CAO staff

and two expert panelists, reviewed | F Cpdogect files, interviewed IFC staff with direct knowledge

of the project, and conducted a field visit to Yerevan, Gndevaz, and Jermuk, in Armenia.

The CAO team met with:

1 The IFC project team and management
1 Lydian International and Geoteam management and staff
T The ¢ ompl regreseatatives NGOs and individuals)
1 Residents of Gndevaz (approximately 40 individuals, both signatories and non-signatories of
the complaints)
T Lydianés Corporate Liaison Committees in Jermuk
9 Civil society organizations (CSOs)/NGOs and independent experts who have not been

involved in the CAO complaint process, but have knowledge of the project and of the mining
industry in Armenia more generally

Interviews were conducted both in person and by phone. Relevant secondary material was
gathered using Internet searches. Secondary materials were also provided by some of the
interviewees.

CAO doesnotevaluatel FCb6s E&S pwith theobenefa of birelsight. Rather, the criteria
appliedtoeach requirement i s whether | FCbs actions we
judgment and care in the application of relevant policies in the context of contemporaneously

available sources of information and considering the evolution of the project. CAO makes no

findings, adverse or otherwise, in relation to the performance of the client.

This compliance investigation covers | Buyde, perf or
prior to commencement of construction of the mine.

E. Applicable IFC Policies, Performance Standards, and Procedures

I FC's Role and Objectives

IF C @806 Policy on Environmental and Social Sustainability (fi t Bustainability Policyd sets out
its commitments to sustainable development in the following terms:

Centralt o | FCbs devel opment mi ssion are its efforts t
advisory services in a manner that @o no harméto people or the environment. Negative impacts

10 CAO. Compliance Appraisal Report, Lydian-02, October 2015. http://goo.gl/RxQYpt.

11 CAO. Operational Guidelines, 2013. http://go0.gl/2z8UD6.

12 Terms of Reference for CAO Compliance Inv e st i g at i lovastmertt in Ly&iad dngernational Ltd, Armenia.
http://goo.gl/ND6g4M.
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should be avoided where possible, and if these impacts are unavoidable, they should be reduced,

mitigated or compensated for appropriately. In particular, IFC is committed to ensuring that the

costs of economic development do not fall disproportionately on those who are poor or vulnerable,

that the environment is not degraded in the process, and that natural resources are managed
efficiently and sustainably. I FC believes the <clie
about matters that directly affect them plays an important role in avoiding or reducing harm to

people and the environment (para. 8).

The Sustainability Pol i c yole$andredpangibilitees s particutareis | FC ¢
states that:

In its operations, IFC expects clients to manage the social and environmental risks and impacts of

theirproect s. This entails the clientds assessment of t
of measures to meet the requirements of the Performance Standards. An important component of
the clientds management of its soeialiaentdtdsnengagm

with the affected communities through disclosure of relevant project information, consultation, and
informed participation (para. 10).

Applicable Requirements

| FC6s early equity investment i n ttheedFCdPolioypopa ny was
Environmental and Social Sustainability and Performance Standards on Environmental and
Social Sustainability, together referred to as the Sustainability Framework (2006). Through the
Sustainability Policy, |I'FC commits to fAensure that
consistent with therequireme nt s of t he Perf ormance Standardso (p

The Performance Standards establish standards that the IFC client is expected to meet
throughout the life of I F Cilvestment. Clients are also required to comply with national law.3

IFC implements the commitments set out in the Sustainability Policy through its Environmental
and Social Review Procedures (ESRP), which are updated periodically. The Lydian investment
was approved under ESRP version 1.0.1* It was supervised under the subsequent updated
versions of the ESRP.

A key outcome of | FCés support was the preparatio
finalized i n 2016. The international ESI A was p
Performance Standards of 2012. Using the updated standards for the ESIA represented good

practice and was consi stent with the requirements of | FCO
assessment of | FCO0s r evi ewtothé2012l5estaipabildyjFeameworlE S1 A t h

CAO notes that since July 2016, IFC has incorporated a new procedure within its ESRP,
describing processes for E&S appraisalphagedd supe
development projects (ESRP 13). While CAO acknowledges the relevance of this new procedure

to early equity investments, this report does not consider it as this investigationa s sesses | FCO s
performance before implementation of ESRP 13.

13 |FC. Policy on Social and Environmental Sustainability, Introduction, April 2006.
14 |FC. Environmental and Social Review Procedures, version 1.0, April 30, 2006.
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[1l. Issues Raised by the Complaints

The complaints and the CAO assessment report raise a broad range of environmental and social

i ssues regarding the project, as well asGivenoncerns
the complexity of these complaints and the number of issues raised, CAO has summarized the

compl ai nant sd c dagariesfasfellowsn t hr ee ca

A. IFC Policies and Processes

1 Generally, IFC has not ensured that the project was processed in compliance with its
requirements, including the IFC Environmental and Social Sustainability Policy and the IFC
Performance Standards on Environmental and Social Sustainability.

B. Environmental Issues and Quality of Analysis in the ESIA Process

1 Risks of groundwater contamination affecting the spa waters of Jermuk and increased risk
due to fracturing from pits and other blasting activities.

1 Risks of water pollution from the mine operations to the Vorotan and Arpa Rivers, to Kechut

and Vorotan reservoirs, as well as to the Lake Sevan catchment.

Seismic risks to the security of the heap leach facility (HLF).

Potential for uranium to be present in mined material, causing broad radioactive contamination

and additional radiation risks from radon.

1 Risks of deposition of contaminated dust on agricultural land and on the village of Gndevaz
due to prevailing wind direction.

1 Presence of Armenian fRed Bookospecies of Flora and Fauna at the mine site.'®

C. Social Issues, Quality of the ESIA, and Consultation Processes

Transparency and adequacy of consultation for the land acquisition process.

Whether negotiations to purchase lands from Gndevaz residents were done under duress
because of the threat of expropriation.

1 Risks of impacts to the tourism sector in Jermuk from negative perceptions of mining with
respect to health tourism, resulting in damage to the brand.

Failure to include Jermuk in the area of influence of the project.

Risk of a range of social impacts on the Gndevaz community and its population from the
location of the project facilities, including impacts on health, livelihoods, and well-being of the
community.

1 Adequacy of processes of consultation and engagement, access of concerned stakeholders
to public hearings, and concerns about whether complaints have been registered or
addressed.

= =

=a =4

CAO notes that some issues raised related to the prospective design, development and operation

of the mine rather than to specific actions taken during the exploration stage. However, CAO

considers that these issues remain relevant to the extent that they were or ought to have been

addressed in the EIA and the ESIA prepared by the company as part of the project, particularly

given that construction of the mine was expected to commence imminently at t he ti me CAC(
investigation was carried out.

15 The Armenian Red Book is a comprehensive information source on the conservation status of plant and animal
species in Armenia. It was prepared using the criteria of the IUCN (International Union for Conservation of Nature) Red
List of Threatened Species.
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V. Description of the Amulsar Gold Project

This section provides an overview of the Amul sar Gol d Project, |l argely

environmental and social impact assessment (ESIA).1®

As shown in Map 4.1, the Amulsar project is located 170km south of Armenia’s capital Yerevan
on the border between the provinces (Marz) of Vayots Dzor and Sunnik. The Amulsar licenses
cover a total of 65km?. Lydian Armenia has been carrying out geological exploration in the
Amulsar area since 2006.’

Map 4.1. Project Location
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Source: Lydian International.

The ESIA notes that the Amulsar gold and silver deposits are located on the ridge peaks of
Amulsar Mountain, with most of the mine infrastructure proposed on the west side of the mountain
at lower elevation. Once in operation, the mine will utilize conventional open pit mining technology,
with the extraction of gold and silver through a heap-leaching process followed by conventional
recovery and smelting to Doré bullion.8

The Amulsar project is described as involving the following main phases:*°

1 Exploration: This phase has been ongoing since 2006. It consists of exploratory surveys and
techniquesd including surface mapping, exploration drilling, and analysis of soil
geochemistryd used to define the geological resource to support future mine development.
There will be continued and ongoing exploration at the site during the mine construction and
operation activities to identify possible additional ore.

1 Construction: This phase will comprise the construction of the infrastructure required for the
operation of the mine, processing of ore, and refining of precious metals, including ancillary

16 Amulsar Gold Project, ESIA, May 2016. http://goo.gl/gsbEjl.

17 See Lydian corporate website: http://www.lydianinternational.co.uk/.

18 Amulsar ESIA, Chapter 3, Project Description, June 2016. https://goo.gl/nm5Twj.
19 bid.
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infrastructure such as maintenance workshops and site offices. The early works, in the pre-
construction phase, commenced in Q3:2016.

1 Operations: The operations will comprise production of gold and silver through the phased
mining of ore and barren rock from the open pits, together with the processing of ore, and
placement of barren rock in the storage facility.

1 Closure: The closure phase includes post operation activities, which consists of the
reclamation of the open pits, barren rock storage facility (BRSF), and the heap leach facility.
Topsaoil stockpiles established during construction will be used during site reclamation and
closure. Infrastructure will be dismantled and disturbed areas will be restored to grasslands
or other habitats similar to those now present within the project footprint.

Once constructed, some of the main project components will include:?°

9 Three open pits (Artavazdes/Tigranes and Erato)

1 A BRSF located on the north side of Amulsar Mountain, approximately 3.8km from Tigranes
pit and 2.6km north of Erato

A crushing and screening facility

A 5.8km-long covered, ground level, overland conveyor to transport ore from the crusher to
the crushed ore stockpile at the truck load-out facility near the HLF

An HLF located approximately 6.8 km to the west of the crushing plant

Haul roads and access roads

Maintenance workshops

Waste water treatment facilities

A worker accommodation camp with space and infrastructure sized to accommodate between
500 and 920 workers during the construction phase

=A =4 =4 -4 =9 = =4

The closest village to project facilities is Gndevaz, which in 2014 had a population of 899 and is
located approximately 1km from the future HLF. The BRSF will be located approximately 7km
from the spa town of Jermuk, which in 2014 had a population of more than 7,500 and represents
a major tourist attraction in the region. Jermuk is located 10km from the Erato pit and 11km from
the Tigranes/Artavazdes pits.!

Mining and associated operations are anticipated to commence in Q1:2018 following construction
of the haul roads, BRSF, mine processing, and ancillary facilities, together with the HLF and
associated infrastructure. The project components occupy 609 hectares (ha). This area, along
with the area immediately adjacent to the project footprint, is likely to be disturbed as a
consequence of construction: the combined subtotal of disturbed land is estimated at 930ha.
There is an additional restricted area (either fenced for safety reasons or temporarily restricted
during blasting in the open pits) of 383ha.??

The peak workforce to be employed during construction is estimated at approximately 1,300
people. The total workforce during mine operations is estimated at 657 employees.??

Map4.2showk ey pr oj ect component $ocal sarmunamgs (Villagestowmns)
rivers and water courses, roads, tracks, water reservoirs, and the like).

20 |hid.

21 Amulsar ESIA, Chapter 4.12, Environmental and Social Baselinei Demographics, May 2016 and Chapter 3, Project
Description, June 2016

22 Amulsar ESIA, Chapter 3, Project Description, June 2016.

23 |bid.
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Map 4.2. Amulsar Project Site Layout
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V. CAQ’s Observations of the Gndevaz Community

To provide context for the assessment, this section describes the community of Gndevaz. The
village of Gndevaz is worthy of special consideration because it is the community located closest
to the project infrastructured in particular, to the heap leach facility. It is also acknowledged as
the community that will experience the greatest direct impact of the project, both positive and
negative. This information is drawn primarily from the project ESIA and associated documents.

This section also draws on observations made during C A O dngestigation field visit. During the
field visit, the investigation team met with a group of approximately 10 representatives of the
complainants. The CAO team also met with several individuals who sold land to the company,
and spoke informally with more than 20 additional residents. These observations and exchanges
do not provide a representative sample of the perceptions of community members. Nevertheless,
concerns about the overall impact of the project on traditional livelihoods and social structure were
evidentdur i ng CA@ddevaz i sit to

Based on the design of the mine up until 2013, relatively minor impacts on Gndevaz were
anticipated. Some village land at the top of the mountain was identified as potentially impacted.
Impacts from transportation because the village is close to the main road along which all four
access points to the mine site are located were also expected; one access point is south of
Gndevaz and one is directly opposite the village.

Following successive siting changes from 2013 to 2015 made in order for the company to meet
changes in the Armenian regulatory requirements, Gndevaz will also be close to the heap leach
facility (HLF) and the adsorption, desorption, recovery (ADR) plant. The conveyor system,
transport routes, and other facilities making up the project footprint will run through the
communityés | ands from the mount ai ntndgrthedcornenmt
design, most of the land impactsd and therefore the social impacts and potential health risksd

and a fair amount of uncertainty over closure affect Gndevaz more than any other community. It
will also be the closest community to the construction camp and there will be impacts from broader
social changes associated with the mine.

In 2015, Gndevaz had 211 households and a total population of 899.% As a rural community, it is
primarily dependent on agricultural production. Similar to rural communities across Armenia, it is
poor but has a relatively educated population and high levels of literacy. Economic activities in
2010 included almost equal dependence on agriculture and various kinds of public payments.
Gndevazbs empl oyment f i gur e sthefcommuni OmMayor, weses
approximately 23 percent in agriculture and less than 10 percent each in the public sector or other
businesses.?® There are limited employment opportunities in the community, which is clear from
baseline information, with 37 percent of respondents indicating in 2011 that they were
unemployed. It should also be noted that more than 16 percent of the population consists of
pensionersd more than the other rural communities and higher than the national average. The
baseline information notes a high degree of dependence on pensions as well as other state
benefits, indicating a vulnerability to inflation.?’

Conversations during the CAO site visit indicated tensions between those in favor of the mine and
those opposed, and evidence of social fractures between groups. Some residents mentioned

24 This includes information drawn from both the baseline and impact chapters on demography, economics, livelihoods,
land use, community health, traffic/transport, and ecosystem services.

25 Amulsar ESIA, Chapter 4.12, Environmental and Social Baseline i Demographics, May 2016. https://goo.gl/uwMJtT.
%pData sourced from fAVillage Passportso collected and
27 Amulsar ESIA, Chapter 4.12, Environmental and Social Baseline, Livelihood Activites and Employment
Opportunities, May 2016. https://goo.gl/7iKV1R.
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employment opportunities as a positive aspect of the project. Others mentioned divisions between
groups and fear that those fleft outdof the benefits would be worse off due to the construction of
the mine. Several residents also mentioned their fear that the community as a whole would
become impoverished and abandoned, and that those who sold land had the finances to move to
Yerevan but that those who had not sold would have to stay. Alternatively, residents expressed
concerns about the transformation of their community into an industrial town.

According to the 2010 household surveysci t ed i n t he comparBpetcentof oci al
agricultural production in Gndevaz is consumed rather than sold. Much in evidence in the
community were the gardens, orchards, and even small-scale fields that dot the land within the

village around each residence. It appears that a fair amount of food security is currently provided
bycommuni ty ownmprbdeatian Gather than purchasing of food. People live in close
relationship to the health of the land, and during the CAO visit, residents of Gndevaz expressed

concern that they would be negatively affected by the pollution associated with mine development

and by radiation. This was a prevalent concern, even among residents generally in favor of the

mine.

The social baseline also identified that apricots are highly prized in Gndevaz and were reported
by local people to be highly valued in the national and international market. In spite of that value,
60 percent of those surveyed in 2010 reported a monthly income of less than $210 during the
apricot harvest season. Gndevaz also has a large number of livestock. Local residents expressed
concern about the markets for their products, and in particular concern about losing the fbrando
value that they currently have in the market. Several residents, including complainants, were
concerned about health impacts associated with the absorption by livestock or bees of heavy
metals in the dust, or of cyanide gas.

Beyond the specific issues raised by different individuals and echoed in other conversations, CAO
observed several other points that affect perceptions of both the company and the information
provided by the company.

First, community members in general were highly distrustful of the government and expect that
there are levels of corruption and personal benefit either at the national level or at other levels,
down to the village authorities. Studies and findings provided by national organizations or experts
were greeted with similar distrust, whereas international expertise was viewed as more credible.

Second, the lack of experience with international standard mining projects and ESIAs has meant
that the iterative process and the changes in project designd some due to political issues and
some to financial/engineering constraintsd has reduced the credibility of the process for some
observers. The nearly 10 years of exploration and the extensive changes to the project design
have created doubt and credibility challenges for the company.

In this context, CAO found during its discussions that local residents on all sides of the debate
about the mine, including the companyb6s @Gatmmuni t
have criticized the project were doing an important job in raising concerns. Residents expressed
concerns about most of the issues raised in the complaintsd confirming that the concerns are
shared by directly-affected community members, and that, at the time of the CAO visit, these

concerns had not been fully resolved. CAO not es | FCO06 obsepvatiesns framoits t ha't
supervision visits differ from those that villagers of Gndevaz shared with CAO. CAO also notes
|l FCbs position that villagersd vi esnetsimedbly alle r ol e

community members.
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VI. IFC Environmental and Social Appraisal and Supervision of Lydian
International/Amulsar Project

When financing a project, IFC first conducts an appraisal aimed at assessing the full business
potential, risks, and opportunities associated with the investment. Once the project is approved
and IFC has invested, the investment is monitored throughout the project cycle to ensure
compliance with applicable IFC policies and standards.

The purpose of this section isto assessIFC6s perf ormance at these two

cycle between 2007 and 2016 in general terms. Thesect i on di scusses | FCbs in
the project and CAOO sonclusion that it was not commensurate to risk, and particularly that early
scoping of E&S issues was lacking. We a k he s s e s i-imvestménCréview tpanskated into
problems during the initial years of supervision. From 2013 onwards, however, CAO notes a
mar ked advance in | FCds supervision of the projec

client E&S performance, in particular through the development of an exploration phase ESMS
and an international standard ESIA.

More specific issues raised by the complainants are dealt with in section VII.

A. IFC’s Environmental and Social Review of the Project

Pre-Investment Requirements

At the pre-investment stage, IFC reviews the E&S risks and impacts of a proposed investment

and agrees with the <client on measures to mitig
Environmental and Social Sustainability Policy and Performance Standards on Environmental

and Social Sustainability.

As required by the 2006 Sust ai nability Policy, | FCbs E&S revi
nature and scale of the projectd and fAicommensur at
and i mpactso (para. 13). I n conducti ngsassbessed E&S r e
by the client and the fAthe commitment and capacit
15) . | FC al so consi derrdso tihne rcelliaetn tdahsentiakpribafoek irsescuoe
of the Sustainabil ity tfhankte new business activitytthattdnfoCbhe does n
expected to meet the Performance Standards over a

The 2006 ESRP? requires that IFC identify E&S issues of concern in relation to any direct
investment, gain an indication of sponsor management capacity, identify the magnitude of
impacts, and identify the Performance Standards to be applied. It is anticipated that the client
ESMS will be reviewed and any need for external expert support to the client identified.

| FC6s rmante Standard 1 (PS1) sets out the | FC ¢
environmental assessment and management systems. It requires that the client have an ESMS
(para. 3) and an appropriate social and environmental assessment process based on an accurate
project description and appropriate social and environmental baseline data (para. 4). It requires
that project risks and impacts are analyzed in the context of the project area of influence and are
relevant to key stages of the project cycle including pre-construction (para. 5). PS1 further
indicates that a full-scale or limited/focused ESIA may be required (para. 8) along with clear

A

organizational structures and responsibilities withinthecli ent 6 s or gani zati on (par

28 ESRP 3, para.3.2.3, version 1, April 2006.
2% |FC Environmental and Social Review Procedures, Version 1.0, April 30, 2006.
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PS1 also requires that compliance with national law is addr essed through the ¢
Assessment (para. 4) and ESMS (para. 14). This includes collecting baseline data on compliance

with national law (para. 4), addressing any gaps through an Action Plan (para. 16), and monitoring

and reporting on compliance (paras. 241 26).

Il FC' s Environment dnvestment ReGen i a l Pr e

IFC completed its appraisal of its initial investment in Lydian in May 2007. At the time of | F C0 s
appraisal, Lydian was proceeding with proposed exploration projects in Kosovo, Turkey and

Armenia. The pur pose of | F © &Guppoit eavheoktheseeerptoratioraventures,

including feasibility studies, environmental and social impact assessments, and other preparatory

activites. Th e ¢ omp any Gswhemli&C fimst ivestediwas on its project in Kosovo, which

was the most advanced pr o] eTha Amulsar ptoject was anneprig n'y 6 s p
stage prospect with limited work having been undertaken on site.

At the time of heABas GdldrProjecsvwasmam af a joirit-venture agreement

with a major international mining company (Newmont). | FCés ear |l y docadthatnt at i o1
the investment was drawing upon lessons learned from other IFC investments. It stated that the

sponsor had a proven industry track record, was striving to employ E&S best practice, and was

willing to address key E&S issues at the exploration stage.

| FC conducted E&S appraisal visits to the company
2007. While an IFC E&S Specialist visited the Kosovo sites,onl y a member of | FCO6s
staff visited the Amulsar project site. Never t hel es s, | FC6s board documen
undertaken a full physical apprai sal opefty /B& S i ssu
conclusions of | FCbs appraisal visit to the Amul

communities and would not have any negative impacts on the environment.

IFC disclosed an Environmental and Social Review Summary (ESRS) and Summary of Proposed

Investment (SPI) for the investment in May 2007.%° The ESRS states that, while all Performance

Standards are applicable to this investment, only PS1 to PS4 would be immediately relevant,

given project risks during exploration. The ESRS notes that the relevance of PS5 (Land

Acquisition and Involuntary Resettlement) and PS8 (Cultural Heritage)f or each of the co
prospects would be determined upon completion of the mine feasibility study. It further notes that

it he si t eevigw of prdest infarmation suggest that there will be no impacts related to
biodiversity and naEwirddédnaocestoarsepp  PtSGtheédE88s conc
impacts of the Amulsar project is, however, lacking.

The project was categorized B, meaning that it was expected to have limited potential E&S risks

and impacts that were few in number, largely reversible and readily addressed through mitigation

measures. | FC6s rationale for a B categorization rel:@
at the time and on the fact +that | FC6s i nvest mer
properties, including feasibility studies, environmental and social impact assessments, and other

preparatory activities.

Board documentation pertainingt o | FC6s i ni noteathat IFQ vad sonducted &
detailed E&S assessment and concluded thatthe c 0 mp a prgjdets in Kosovo and Armenia had
broad community support (BCS). CAO notes that IFC did not disclose information about the
methodology used to assess BCS.

IFC also noted that the client, while wishing to implement its projects in line with good industry
practice, was a junior company at an early stage of development with limited internal management

30 IFC Investment in Lydian Resources Company Ltd., Environmental and Social Review Summary, May 2007.
http://goo.gl/3gx7hs.
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capacity and was therefore actively seeking IFC guidance on how to address E&S issues and
build up its internal E&S management capacity.

At the same time, IFC noted that the involvement of Newmont as the largest investor in the
Amulsar project should provide comfort regarding the capacity of the company to manage E&S
issues as well as assurance that the project would be developed in line with industry best
practice.®

An environmental and social action plan (ESAP) was prepared by IFC and agreed with the
company prior to investment.3? Relevantly, the ESAP included the following requirements for the
company with respect to the Amulsar Project:

9 Hire an experienced consultant to oversee E&S management and baseline work (6 months
after investment).

91 Develop a corporate ESMS for exploration activities with a mutually acceptable time frame for
implementation, and allocate adequate E&S staff (one year after investment);

1 Carry out environmental and social baseline studies at Amulsar in compliance with Armenian
laws and IFC requirements.

9 Carry out an independent Health, Safety, Environment, and Community (HSEC) audit of
Lydian assets, including a review of EIA/SEA commitments, the ESMS implementation, and
site rehabilitation plans, and check compliance with national laws and IFC requirements; and

1 Report annually on progress regarding public consultation and community development.33

As presented to the Board, IFC anticipated that the company would comply with all IFC
requirements by 2008. IFC also noted that the Amulsar project had a potential to develop into a
world class open pit gold mine.

The project was approved by the IFC Board in June 2007. The shareholders agreement, signed
in July 2007, required the company to comply with the ESAP and submit annual monitoring reports
(AMR) to IFC on its activities.

CAO' s Assessment of | FC' s Perfor mance

CAOfindss hor t ¢c o mi npgeinvestment RS tewew of the Amulsar project. In particular,
CAO notes the absence of E&S information from the client and lack of a site visit by an IFC E&S
specialist. In this context, expert scoping of E&S risks at Amulsar would have been appropriate.
E&S scoping would have identified key risks and provided a framework for the development of
the ESIA and baseline studies.

CAO al so notes an overreliance by I FC on stadatement
Given the complexity of the project, acknowledged gaps in client capacity, and its lack of E&S

track record, a more detailed and structured action plan would have been appropriate at the pre-

investment stage.

Inthiscontext CAO finds that | FC6s E&S review did njot mee
to risk.

1 n March 2010, Lydian announced that it would buy out N

http://goo.qgl/e510l3.

32 |FC investment in Lydian Resources Company Ltd., Environmental and Social Action Plan, May 2007.
https://goo.qgl/bRIFSS.

33 |bid.
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As a consequence ofthes hor t ¢ o mi n g sinvestment E&S desiewpQA® finds that IFC
did not have sufficient basis to conclude that the company would be in a position to comply with
all IFC requirements by 2008, as presented to the Board.

Thus, CAO f i nds t h atewwaE roHcemplait &ith requirements of the Sustainability
Policy (2006), para. 17.

With regards to categorization of the investment, CAO notes that IFC considered exploration
impacts, and requested that the client develop an ESMS for exploration activities and hire an E&S
consultant. Inthiscontext,andgi ven t he early stage of the project
CAQO finds that a B categorization was appropriate.

B. IFC’s Environmental and Social Supervision of the Project

General Supervision Requirements

Following approval and investment, IFC monitors the project to ensure compliance with the
conditions in the investment agreements and applicable IFC policies and standards.

As set out thepumpdseof ERS RuPervisidn is to develop and retain the information
needed to assess the status of compliance with the Performance Standards, general and sectorZ
specific Environmental Health and Safety (EHS) Guidelines, and the Environmental and Social
Action Plan (ESAP or Action Plan)oagreed with the client.*

The 2006 Sustainability Policy f ur t h er s ftaacleet $ails ttohcantply With its social and
environmental commitments, as expressed in the Action Plan of legal agreement with IFC, [IFC
will] work with the client to bring it back into compliance to the extent feasible, and if the client fails
to reestablish compliance, exercise remedies when appropriated(para. 26).

|l FC' s Supervision of the Project

| FC6s supervision of its i nve sandisedocumented inlannebi an con
revi ews of t he c oepotaoadfsité supedididr sisita n d

In December 2007, IFC made an additional investment of $1.242 million in the company.

| FCOssitdsumdr vi si on vi sit to Armenia took mlace i |
relation to this visit reported that the client had hired an experienced E&S consultant, that an

ESMS was in development, and that environmental and social baselines for the project had been

commenced. The report noted that a flora inventory had been commenced and that the presence

of Caucasian Brown Bearhadbeen r eported i n the durtleeareportedd Cés do
that a key issue for the company was difficulty in engaging with local stakeholders, who do not

show much interest in the possible development of a mine in their area. IFC thus recommended

that all community meetings and outcomes be carefully documented. At this point, IFC considered

that exploration results were promising and a decision to proceed with further development was

expected in mid-2009.

The ESAP was updated in January 2009.% It noted that the ESMS for exploration activities was
now expected in May 2009, compared with July 2008 in original ESAP. The revised ESAP also
noted that biodiversity baseline work would extend through the end of 2009. | F C dbservations
attached to the 2009 Action Plan noted the absence of advice about international standards in

34 ESRP 6, para.l, version 5, August 16, 2010.
35 |FC Investment in Lydian International (Project #27657), Environmental and Social Action Plan, January 2009.
http://goo.gl/H3isQO.

CAO Compliance Investigation Report i IFC Investments in Lydian International, Armenia 25


http://goo.gl/H3isQ0

relation to E&S issues, continued absence of an ESMS, and the need to initiate ESIA studies to
international standards as soon as possible. CAO notes, however, that no specific action was
required by IFC at that time to address the shortcomings identified.

A further IFC investment to support continued exploration was approved in March 2009 and

disbursed in May 2009.% IFC documentation related to this follow-on investment noted the

importance of Newmont as a joint-venture partner and that the project could reach production by

2011. It reported that the company was implementing the 2007 Action Plan thoroughly and had

met all targets, although t his anal ysi s wa s not suppor
documentation. The ESRS for the follow-on investments highlighted potential challenges with

community relations and noted that the ESMS for exploration activities at Amulsar was still under
development.®’ It further noted that baseline biodiversity work was underway and had identified

several plants listed in the Armenian fRed Book.&®

An August 2009 site supervision visit by IFC staff noted that the project should hire experts in

relation to international standards to coordinate baseline studies and that E&S baselines and

ESIA work should be undertaken according to the IFC Performance Standards because this

would likely be a requirement for future international financing. Specifically on biodiversity, IFC

advised Lydian that baseline studies needed to reference international as well as Armenian

standards. IFC documentation also reported the need for the company to scale up and formalize

community engagement. At this point, IFC further advisedt he company to reconsi de
area of influence, including potential impacts on the nearby spa town of Jermuk.

In April 2010, IFC made an additional investment of $1.772 million in the company.

In October 2010, an IFC site supervision visit to Amulsar noted the engagement of an international
consultant to prepare the ESIA in accordance with international and IFC standards, and
recommended a thorough review of all baseline studies for adequacy. Following this visit,
anticipated completion dates for the ESMS, the Stakeholder Engagement Plan (SEP), and
baseline studies were further delayed. For reasons that are not made clear in the IFC
documentation, the requirement for Lydian to undergo independent HSEC audits against IFC and
national standards was dropped from the ESAP at this point.

From the early stages of the project, | FC noted concerns regarding the
with communities around Amulsar, especially as consultation had mostly been with village mayors

and not with the wider communities. IFC also raised questions regarding the methodology applied
bythecompany to identify communities within the proj
urged the company to refine its stakeholder engagement process.

In November 2010, IFC made an additional investment of $3.188 million in the company.

After an October 2011 supervision visit, IFC noted that the company had recently developed a
stakeholder engagement plan (SEP). At this point, IFC also reported that the company had
decided to include Jermuk in all its stakeholder engagement activities, following concerns raised
by the mayor of Jermuk. IFC further emphasized the urgent need for increased support from an
international E&S consultant with experience in the application of the Performance Standards and
Environmental, Health, and Safety Guidelines.

36 |FC Investment in Lydian International (Project #27657), Summary of Proposed Investment, January 20009.
https://goo.gl/rfCQSB.

87 |IFC investment in Lydian International, Environmental and Social Review Summary, January 20009.
http://goo.gl/a58vxi.

38 The Armenian Red Book is a comprehensive information source on the conservation status of plant and animal
species in Armenia. It was prepared using the criteria of the International Union for Conservation of Nature (IUCN) Red
List of Threatened Species.
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In December 2011, IFC made an additional investment of $1.952 million in the company.

In September 2012, the company released its first Feasibility Study for the Amulsar project. It
noted at the time that an international ESIA was expected to be publicly disclosed in November
2012.

In March 2013, IFC made an additional investment of $1.901 million in the company.

In June 2013, following a supervision visit, IFC questioned the HLF location selection process. It
was unclear to IFC whether the alternatives analysis that led to the selection of the site adequately
considered social impacts. IFC noted that there was no evidence of any agreements with
communities and/or private land owners for the installation of this infrastructure. IFC further noted
that the project was significantly behind in its development of an ESMS for exploration,
representing a significant non-c o mp | i anc e e@forindnce ISlarddrds. AP a result, IFC
noted exploration activities had permanently impacted populations of a critically endangered
plant, Potentilla porphyrantha. This was identified by IFC as a serious compliance issue.

A continuedemphasisi n | FC6s dapemensabhon from 2007 to 201.
lack of an adequate ESMS for exploration activities, as required per the ESAP. In July 2013, as

a result of ongoing def i cisterE&S perrmaneeywhichdrelatedtot he pr
the lack of an ESMS, IFC urged the company to address this issue as a condition for further

financing.*®

Later in 2013, | FC6s supervision documents ackno
ESMS. IFC also noted thatthegover nment of Armenia rejected the
application because of the selected HLF location.

In March 2014, IFC made an additional investment of $1.543 million in the company.
In April and July 2014, the two complaints were filed with CAO.

Upon revision of the project design, an updated national EIA was approved by the government of
Armenia and a permit was granted in late 2014. In October 2014, the company disclosed an
updated Feasibility Study for the project. It identifies important impacts on biodiversity and
endangered cultural heritage features and notes that mitigation measures would be proposed in
the international ESIA.

| FC6s documentation following a supervision vVvisit
developing an ESMS for construction activities, because the company at the time was planning
to start mine construction in 2015.

In March 2015, IFC made an additional investment of $1.084 million in the company.

In May 2015, the company disclosed an international ESIA for the Amulsar project, as required
by IFC to comply with the Performance Standards and good international industry practice. An
independent review of the ESIA was carried out by an Independent Environmental and Social
Consultant (I ESC) on behalf of the companyds curr

IFC conducted a site visit in October 2015. The objective of this visit was to carry out an appraisal
of the Amulsar project anticipating a potential IFC investment for construction of the mine.
Following this visit, IFC and the company agreed to an interim Action Plan, which had to be
implemented as a condition for IFC to remain a shareholder in the company and to move forward
with the new investment. The interim Action Plan included items in relation to corporate
governance, land acquisition, and livelihood restoration, the development of an ESMS for

39 |n its letter to the client, IFC noted deficiencies in relation to soil management and erosion control, soil restoration,
footprint management, land access and related consultation, waste management, fuel and hazardous waste
management, biodiversity management, traffic management, and environmental monitoring.
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construction, and the need to update the project ESIA to reflect changes in project design
following a value engineering study.

The company disclosed an updated ESIA in May 2016, and received approval from the
Government of Armenia for amendments requested to its mining right. Subsequently, the
independent review of the ESIA was updated by the IESC and completed in May 2016.4

As relevant to the issues raised in the complaint

documentation that it has reviewed the projectd s c omp | i a n c daw asi partof ita B&S i
supervision. IFC reported to CAO that its practice in such cases is to rely on permits that are
granted by sovereign governments and that it does generally not undertake additional
assessments.

In July 2016, IFC disclosed a Summary of Proposed Investment*? and an Environmental and

Social Review Summary®® foraf urt her i nvestment to p atruttionc
financing arrangement. IFC, however, subsequently decided not to proceed with the investment

in the construction phase and the disclosure was removed from | F Cwielssite.

At the time of writing, the company had started construction works for the project.

onal

i pate

CAO" s Assessment of | FC' s Perfor mance

CAO finds that |l FC did not effectively sup
requirements from 2007 to 2013: in particular, requirements to develop an ESMS for exploration
activities and to carry out independent HSEC audits. As a result, early E&S analysis was not
developed in a timely manner and client performance did not meet IFC requirements.
Shortcomings in | FC&ds supervision of the p
impacts during exploration, as described later in this report.

While IFC was aware of these issues and raised them with the client, noncompliance in relation
to the management of E&S risk in clientds ¢
over a period of more than six years. During this period, IFC made nine additional investments in
the company. It was not until 2013 that IFC made it clear to the company that further investments
would be contingent on the development of an appropriate ESMS for exploration phase activities.

A

In this context, CAO f i ndsssupersigion b fFCbHhe cl i ent 6s dearingtheo
period 20071 13 did not provide assurance of compliance. IFC's commitment of additional funds
to the project during this period was inconsistent with the requirement under the Sustainability
Policy that IFC consider remedies in response to ongoing noncompliance.

| FCO6 s s u pféhe prajestimproved significantly from 2013 onward. The result has been a
clear i mpr ovement in the | evel o f. in pantieularc throughnthed
development of an exploration phase ESMS.Fr om t hi s point on CAO
the client exploration activities provided adequate assurance of compliance.

Commencing in 2010, CAO also notes significant inputs from IFC in relation to the development
of the international ESIA. Althought hi s report i dentifies some
of the E&S performance and ESIA process (see section VII), CAO acknowl
contribution to the development of a bankable project that reflects good international industry

ervise

roj ect

X pl or

rati on

S E&S
finds

i mpor
edges

practice in many respects.

40 See http://www.geoteam.am/en/publications.htm.l.

41 Knight Piésold, Independent Review of the Amulsar Project Environmental and Social Impact Assessment v10, May
2016. https://goo.gl/hQ51t5.

42 |FC, Summary of Proposed Investment, Amulsar Gold Project (#37084), July 29, 2016.

43 |FC, Environmental and Social Review Summary, Amulsar Gold Project (#37084), July 29, 2016.
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VIl. Analysis of Environmental and Social Issues Raised in the
Complaints

This section assesses| FC6 s p e rif relation dorthe eoncerns raised by the complainants
regarding the project E&S risks and impacts against] FC6 s p ol i c jarsdsprocedutes n

A. Analysis of Environmental Issues Raised in the Complaints

1. Assessment of Potential Future Environmental Impacts at Amulsar

The complaints allege that the project will result in environmental damage in a number of ways.
They further allege that the risk of such impacts has been inadequately addressed by the
company. The issues raised by the complainants are wide ranging. CAO has therefore
synthesized the environmental matters raised into the following categories:

1 Risks of groundwater contamination affecting the fspadwaters (thermal springs) of Jermuk,
and increased risk of contamination due to fracturing from the pit and other blasting activities.

1 Risks of water pollution from the mine operations to the Vorotan and Arpa Rivers, to Kechut

and Vorotan Reservoirs, and the Lake Sevan catchment.

Seismic risks to the security of the heap leach facility.

Potential for uranium to be present in mined material, causing radioactive contamination and

radiation risks from radon.

1 Risks of deposition of contaminated dust on agricultural land and on the village of Gndevaz
due to prevailing wind direction.

1
1

A further issue raised by the complainants is the presence of Armenian fRed Booko species of
flora and fauna at the mine site. | FC6s perf ormance i n anayiedini
separate section and more extensively, at every stage of the project cycle, because impacts on
biodiversity were possible during the exploration stage.

Relevant IFC Requirements

The issues raised in the complaints relate primarily to the future potential environmental impacts
of mine development. While individually significant, these issues have a common feature in that
they should be addressed through the project environmental and social impact assessment
(ESIA) process. Thi s section applies the requiremen

t
because these are referenced inthe ESIAandwer e t he basis for | FCoO

Performance Standard 1 requires that the scope of the risks and impacts identification process
will consist of an adequate, accurate, and objective evaluation and presentation, prepared by
competent professionals (para. 19) and will be consistent with good international industry practice
(GIIP) (para. 7). The process may comprise a full-scale environmental and social impact
assessment, a limited or focused environmental and social assessment, or straightforward
application of environmental siting, pollution standards, design criteria, or construction standards,
as appropriate to the project (lbid.).

For each of the issues analyzed below, CAO outlines: (a) the key issues as raised by the
complainants; (b) how these issues are discussed in the ESIA; (c) any gaps identified by the 2016
IESC gap analysis;and(dymeasures incorporated in the cl,i
CAO assesses whether I FC had reasonabl e ass
GIIP as required by PS1.
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A Specific risks of groundwater cont ami nat
Jermuk, and increased risk of contamination due to fracturing from the pit and other
blasting activities

Issues Raised by the Complainants

Two separate questions stem from the issue of groundwater contamination that was raised in the
complaints: (i) whether there is potential for the project to adversely impact the Jermuk spa waters,
and (ii) whether it is possible that vibration from blasting and other activities at the project might
affect underlying groundwater flows to create such an impact at a later point.

ESIA Process and Outcomes

The ESIA identifies the perennial springs at Jermuk used for therapeutic and recreational use as
a highly sensitive receptor that cannot be substituted. They are regarded as being of national
importance.*

The ESIA groundwater baseline identifies the springs as part of the Arpa River catchment but
upstream of the intersection of potential discharge from Amulsar.*® It provides technical analysis
of the composition of groundwater and surface waters in the Amulsar project area and
surrounding the Jermuk Hydrothermal Park to support the conclusion that the spring water is
influenced by different sources, rock types, and groundwater chemistry. It concludes that they are
fed by deep regional springs that are not connected to the project area. The technical analysis
infers resilience to changes in water quality in the project area. It further asserts that it is not
possible for groundwater flow or quality in the project area to influence the quantity or quality of
discharge from the hydrothermal springs. The impact assessment for groundwater resources*®
concludes that the potential impact is negligible. It is understood in the ESIA that the company
has made a commitment to repeat the isotope study during the operational phase of the project.

The ESIA also sets out detailed analysis of vibration impacts (both air overpressure and ground-
borne vibration) from project activities, including blasting. The blasting impact assessment
c onc | ud thereid chnaideredito be no potential for blasting activities to impact upon Jermuk
springwaters. 6 This is based upon*modell ed vibrat

The May 2016 IESC gap analysis does notidentfygaps i n r el at iagsessmemn of
the project risks of groundwater contamination to the Jermuk springs, or contamination due to
blasting activities. It further notes that the company has committed to continued groundwater
monitoring in its Environmental Management Plan (EMP).*8

i on

i on
t he

CAO" s Assessment of |l FC' s Perfor mance

The complainants6concerns regarding groundwater contamination were identified and analyzed
in the ESIA process.

44 Amulsar ESIA, Chapter 6.9, Potential Impacts and Mitigation Measures, Groundwater Resources, Table 6.9.2:
Receptor Sensitivity (Groundwater), June 2016. https://goo.gl/sBEIBd.

4 Amulsar ESIA, Chapter 4.8, Environmental and Social Baseline, Groundwater Resources, June 2016.
https://goo.gl/kPOLJR.

46 Amulsar ESIA, Chapter 6.9, Potential Impacts and Mitigation Measures, Groundwater Resources, June 2016.
https://goo.qgl/sBEIBd.

47 Amulsar ESIA, Chapter 6.7, Potential Impacts and Mitigation Measures, Noise and Vibrations, June 2016.
https://goo.al/YFzjxy.

48 Knight Piésold, Independent Review of the Amulsar Project Environmental and Social Impact Assessment v10, May
2016. https://goo.gl/hQ51t5.
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IFC has worked with the client to review the different versions of the ESIA and took into account
the IESC gap analysis as part of its review.

CAO findsthatlIFC6 s r evi ew of the clientds i ntgmundwateri
contamination was commensurate to risk and resulted in the development of appropriate action

plan items.

A Risks of water pollution from the mine operations to the Vorotan and Arpa rivers, to Kechut
and Vorotan reservoirs and the Lake Sevan catchment

Issues Raised by the Complainants

The Lydian-01 complaint asserts that, according to the Republic of Armenia Law on Lake Sevan,
Kechout and Spandaryan Reservoirs are a part of the Lake Sevan catchment basin as well as
the Arpa and Vorotan River catchment basins. The complaint notes that fany activity having
adverse impact on the Lake Sevan ecosystem is banned in the central zone, [and] in zones of
direct and indirect impact.0 The complaint alleges that these restrictions were neglected by the
national EIA for Amulsar, which did not consider the likely risks to the Lake Sevan ecosystem.
The complainants further allege that mining activities will contaminate the main water resources
of Armenia.

ESIA Process and Outcomes

The ESIA addresses in detail existing baseline surface* and groundwater quality, and identifies
and assesses the wide range of surface and groundwater users, including potable supply, fish
farms, agriculture, and ecosystem services.*® The ESIA evaluates impacts associated with the
pits, the barren rock storage facility, the heap leach facility, the absorption, desorption and
recovery plant, and other associated infrastructure.®!

Hydrogeological and geotechnical investigations were undertaken at the proposed locations of
mine infrastructure and at a number of other locations to provide complete hydrogeological data
for the project area. The Groundwater Study Area was defined as the area formed by the Arpa,
Darb, and Vorotan Rivers because these represent hydraulic boundaries. Jermuk lies outside this
hydraulically-defined area because it is to the north of the Arpa River. Nonetheless, it was included
in the analysis because of the importance of the springs to local and national stakeholders. A
hydrogeological conceptual model for the project area was developed by the international
consultant. Analysis is based upon defined hydrogeological units but recognizes the influence of
man-made features (such as existing mineral exploration adits and the Spandaryani Kechut
Tunnel).>? The surface water baseline investigation was also conducted for the project by an
international consultancy and the study area was consistent with the groundwater analysis.>?

Lake Sevan and its catchment are specifically protected by Armenian law and no activity is
permitted that may negatively impact the Lake and its ecosystem. While most project facility
locations will drain to the Arpa River, downstream of the Kechut Reservoir, and therefore will not

49 Amulsar ESIA, Chapter 4.9, Environmental and Social Baseline, Surface Waters, June 2016. https://goo.gl/4l1hV5R.
50 Amulsar ESIA, Chapter 4.8, Environmental and Social Baseline, Groundwater Resources, June 2016.
https://goo.gl/kPOLJR.

51 Amulsar ESIA, Chapter 6.9, Potential Impacts and Mitigation Measures, Groundwater Resources, June 2016
(https://goo.gl/sBEIBd); and Chapter 6.10, Surface Water Resources, June 2016 (https://goo.gl/IMQ8Gc).

52 Amulsar ESIA, Chapter 4.8, Environmental and Social Baseline, Groundwater Resources, June 2016.
https://goo.gl/kPOLJR.

53 Amulsar ESIA, Chapter 4.9, Environmental and Social Baseline, Surface Waters, June 2016. https://goo.gl/4IhV5R.
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be in the immediate impact zoned of Lake Sevan, the BRSF will naturally drain upstream of the
Kechut Reservoir and lies within the fimmediate impact zoneoof Lake Sevan.>

Surface water quality monitoring has been conducted since 2007 by the company and the Ministry
of the Environment. Monitoring outcomes show the project is dealing with significant naturally-
occurring levels of water contamination.>®

Two groundwater flow receptors are assessed as highly sensitive: the hydrothermal springs in
Jermuk, which are of national importance and cannot be substituted; and the Spandaryani Kechut
Tunnel, which in turn supplies water to Lake Sevan. There is no current planned inflow to the
tunnel from the Spandaryan Reservoir, but there is significant outflow that appears from modelling
to be groundwater from the project area. Groundwater impacts include the total loss of springs
beneath the BRSF and HLF, quality impacts on springs, and impacts on groundwater quality
adjacent to the Vorotan River and in groundwater flows into the Spandaryani Ketchut Tunnel.*®

The ESIA provides detailed analysis of surface water impacts on all identified receptors and
includes a summary of the impacts, magnitude, significance of impact, and scale of significance.
The scale of significance to all surface water receptors during mine operations, based on design
mitigations, is considered not significant. Further analysis is provided of post closure mitigation.
Each of the major project facilities has design engineering and management measures to control
the potential discharge of water during each phase of the mine life specified in the ESIA.®’

The project has a water management strategy to separate noncontact water from contact water,
and to achieve a zero discharge from mine facilities to the groundwater environment. All the
ground and surface water receptor monitoring requirements are captured within the
Environmental Monitoring Plan, which includes standard operating procedures for monitoring and
audit.®®

Water management arrangements are set out in a comprehensive Surface Water Management
Plan, which addresses management issues during all project phases: construction, operations,
and post closure.®®

Overall, the ESIA contends that appropriate design of project facilities and mitigation measures
will ensure that the impact of mine activity on surface and ground water resources will be
eliminated or reduced to acceptable levels. The May 2016 IESC gap analysis does not identify
gaps in rel at i assesstent ot theeproj&cs risisdand impacts on surface and
groundwater pollution from mine operations. It notes that the company has developed a Water
Management Plan with objectives consistent with international standards.

CAO notes that in the context of IFC new investment in 2016, the disclosed ESAP contained a
requirement for the company to develop a plan for a participatory monitoring program in line with
good international industry practice to create awareness about water quality and management
during the construction and operational phase of the project. This action was envisaged as a
requirement before|l FC6s approval %f the investment

54 Ibid.

55 Ibid.

56 Amulsar ESIA, Chapter 6.9, Potential Impacts and Mitigation Measures, Groundwater Resources, June 2016.
https://goo.gl/sBEIBd.

57 Amulsar ESIA, Chapter 6.10, Potential Impacts and Mitigation Measures, Surface Water Resources, June 2016.
https://goo.gl/IMQ8Gc.

58 Amulsar ESIA, Appendix 8.12, Environmental Monitoring Plan (EMP), June 2016. https://goo.gl/LQT6fh.

59 Amulsar ESIA, Appendix 8.22, Surface Water Management Plan (SWMP), June 2016. https://goo.gl/b5viFv.

60 |FC, Environmental and Social Action Plan, Amulsar Gold Project (#37084), July 29, 2016.
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CAO' s Assessment of | FC' s Perfor mance

The issues raised by the complainants were identified and analyzed in the ESIA process. The
ESIA provides analysis of the surface and ground water baselines, the sensitivity of key receptors,
and potential impacts on those receptors. It provides data and mitigation measures to suggest
that there will be no detrimental effects on waters within the Lake Sevan catchment.

IFC has worked with the client to review the different versions of the ESIA and took into account
the IESC gap analysis as part of its review.

CAO finds that | FC6s review of the clientés|interrt
issues was commensurate to risk and resulted in the development of appropriate action plan
items.

A Seismic risks to the security of the heap leach facility

Issues Raised by the Complainants

The Lydian-01 compl ai nt had | pgejsectth ad o efataulétions and visk any
projections for a quake with a magnitude of 1 0 é T h e ry efrthe itail accumulation has

numerous outlets of ground waters, which will spread toxic substances from the tails to the

Vorotan River, then through Vorotan-Arpa tunnel to Lake SevanéExpl osi ves may

l andslip processes with thedir unpredictable conse

ESIA Process and Outcomes

The ESIA recognizes that the proposed mine development is located within a seismically-active
region. It states that there is no geomorphic evidence for faults or other tectonic geomorphology
within the project area, including the proposed sites of the BRSF, HLF, crushing plant, or open
pit. It predicts a very low potential for surface fault rupture within the project area. The ESIA
provides an analysis of historical earthquakes and seismic activity in relation to the project area.
A probabilistic seismic hazard analysis (PSHA) was conducted for the project site, concluding that
a moderate level of seismic hazard exists within the license area.®!

The ESIA methodology involves assessing additional loading placed on key facilities during a
seismic event during their operational phase using peak ground acceleration (PGA) predictions
based on certain earthquake probabilities. The ESIA advises that slopes on key facilities such as
the HLF and BRSF have been designed to be stable under the PGA loading induced by such
earthquakes to an acceptable engineering standard of care for the industry. A further specialist
analysis undertaken by the client, based on engineering design, indicates acceptable pad and
heap stability from an earthquake during operations of M6.4, which has a 10 percent probability
of exceedance within 50 years. Longer-term analysis (covering the period post closure) is based
on a maximum design earthquake of M6.6 with a 2 percent probability of exceedance within 50
years.5?

The May 2016 IESCgapanal ysi s does not identi fassegpragntof i n r el
seismic risks and impacts. It notes that a safety and seismic compliance evaluation of potential
accommodation facilities was carried out, and that the Workers Accommodation Management

61 Amulsar ESIA, Chapter 4.6, Environmental and Social Baseline, Geology and Seismicity, June 2016.
https://goo.gl/PICM32.

62 Amulsar ESIA, Chapter 6.18, Potential Impacts and Mitigation Measures, Community Health, Safety and Security,
June 2016. https://goo.ql/ViclYp.
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Plan (WAMP) makes provision for a detailed analysis to be undertaken for buildings constructed
before 1994.

CAO" s Asseslstne'nd Pdr f or mance

Thecompl ai nant s6 c ocseigne rigks have begraidedtifienl @nd analyzed in the
ESIA.

IFC has worked with the client to review the different versions of the ESIA, and took into account
the IESC gap analysis as part of its review.

CAO finds that | FC6s review of t he c | seisnmctrigks| | nt er
was commensurate to risk and resulted in the development of appropriate action plan items.

A Potential for uranium to be present in mined material causing radioactive contamination,
and additional radiation risks from radon

Issues Raised by the Complainants

The Lydian-01 complaint alleges that open-pit mining activities at Amulsar may also touch

uranium deposits, causing radioactive contamination of the area, particularly affecting Jermuk

resort, Gndevaz, Saravan, and Gorayk villages. It further notesthatt he companyds respo
these concerns is not satisfactory to the complainants. The Lydian-02 complaint also alleges that

as a result of bl asting activities, Aaccording t
rise.o

ESIA Process and Outcomes

Based on stakeholder concerns and historic exploration for uranium in and around the project
area, a radiological study was undertaken by an independent international company specialized
in radiological protection management. The investigation assessed radio-nuclides in dust, gas,
and water (via dust) and assessed their potential impacts on workers, the public, herders/villagers
accessing land, and water use. The outputs from this analysis are included in the ESIA.®® The
impacts are predicted as ranging from negligible to minor/localized. The risk assessment was
undertaken using numerous dust and rock samples, which included both ore and waste rock.
While maximum concentrations were very slightly above reported Armenian maximum levels,
mean concentrations were well below Armenian norms.

A pathway assessment identified the highest risk as coming from direct inhalation of dust or radon
gas. Raised radon levels mean that mine buildings will all be provided with protection measures.
For uranium and thorium, an analysis using dose assessment estimates exposure, irrespective
of pathway, to be well below international and Armenian standards. For water, most levels
measured fall within World Health Organization (WHO) guidelines.®*

The IESC gap analysis does not mention the risks of radioactive contamination from project
activities.

63 Amulsar ESIA, Appendix 6.18.1, Radiological report (Radman 2012). https://goo.gl/JwxYzx.
64 Amulsar ESIA, Chapter 6.18, Potential Impacts and Mitigation Measures, Community Health, Safety and Security,
June 2016. https://goo.gl/ViclYp.
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CAO' s Assessment of | FC' s Perfor mance

An expert assessment of radiation risks was undertaken in response to stakeholder concerns,
and included in the ESIA. It concludes that the potential impact of radiation as a result of the
project is considered to be negligible.

On the basis of the material available, CAO finds that IFC took adeguate steps to supervise the
ESIA process in relation to this issue.

A Risks of deposition of contaminated dust on agricultural land and on the village of Gndevaz
due to prevailing wind direction

Issues Raised by the Complainants

Thelydian-0 2 compl ai nt sareduleoftieeexplosivastresuitiag from the exploitation
of the Amulsar gold mine, the heavy metal dust will spread over the pastures, hay lands and
farmlands, as well as the residential area of the village.o

ESIA Process and Outcomes

The ESIA baseline assessment recognizes the significance of potential health issues from
respirable airborne dust and larger mineral dust particles, which do not pose the same health
effects but generate nuisance dust through soiling of surfaces. The ESIA describes baseline
monitoring of dust levels and other gaseous parameters.®® The baseline monitoring for gaseous
NO. and SO. undertaken in five local communities showed very low concentration, consistent
with what is expected in a rural location with no significant pollution sources. Dust deposition was
monitored at locations near the main project infrastructure locations, with low levels of natural and
potentially man-made sources of dust distributed according to local wind patterns. However, fine
particulate monitoring indicates elevated PM10d particularly in Gndevaz, and to a lesser degree
in Jermukd but low PM. s concentrations. The ESIA recognizes that further monitoring is required
and such is ongoing.

Significant sources of air pollution during the operation of the mine are predicted to be dust
emissions from mining (including blasting), haulage, tipping, conveyor transfer points, crushing
activities, and vehicle exhaust gases.

The ESIA assesses the effects of construction, operation, and closure of the project with regard
to sensitive air quality receptors. It provides a comprehensive analysis of projected dust emissions
from project sources. Assumptions about the level of dust attenuation that can be achieved
through dust suppression measures at various site infrastructure locations are specifically set out
within the ESIA.%® An Air Quality Noise and Vibration Management Plan (AQNVMP) has been
developed and ongoing monitoring techniques and plans are specified. There is an overarching
commitment to best practice methodology to protect workers and off-site receptors.®’

The ESIA recognizes future potential health impacts from specific hazardous chemicalsd such
as cyanide utilized in the HLF and mercury (a byproduct of the HLF)d as well as environmental
exposure to heavy metals. A 50m-buffer zone around all facilities will effectively be flostoto all
activities because vegetation will be fsmothered, ¢ wah adtitenal 368 hectares are identified
as fdisturbedodue to dust (including heavy metal) deposition. It is estimated that 80 percent of

65 Amulsar ESIA, Chapter 4.4, Environmental and Social Baseline, Air Quality, June 2016. https://goo.gl/YXBs59.
66 Amulsar ESIA, Chapter 6.6, Potential Impacts and Mitigation Measures, Air Quality, June 2016. https://goo.gl/EXlog8.
87 Amulsar ESIA, Appendix 8.14, Air Quality, Noise and Vibration Management Plan, June 2016. https://goo.gl/ffhym3.
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dust will be deposited within 100 meters of site infrastructure. Based on available data, the ESIA
concludes that it is not possible to determine if the naturally-occurring heavy metals present in
the soil or parent rock have contributed to any human health effects in the study area. Gndevaz
is approximately 1.0km from the nearest source and the fine particulate levels should have
reduced to a less than 1 percent of emitted levels at this distance.®® A plan was in place to carry
out detailed village biomedical surveys in 2016 before the operational phase to gain additional
data and the company is committed to long-term monitoring of impacts.®® The company also
committed to implementing the cyanide management plan prepared and to ensuring that it is
compliant with the International Cyanide Management Code. This is a legitimate objective at this
stage, which will require further detail and planning in advance of operations.

An assessment of health risks associated with deposition of heavy metals within dust has been
undertaken in the ESIA using appropriate methodologies. The analysis concludes that there is an
acceptable risk to identified receptors (adult or child farmers) within the study area based on metal
concentrations in soil. While analysis suggests that nuisance dust and respirable dustd which
may have health impacts at sensitive receptorsd will be maintained at acceptable levels, this is
dependent on a very high standard of ongoing mitigation of dust emissions at site facilities. Health
impacts from heavy metal exposures are not predicted, although overall risks are deemed
acceptable.”®

Beyond the disturbed zones, the further impacts on vegetation are unknown because their
tolerance to increased dust levels is unknown. There may therefore be future impacts on livestock
grazing, informal herb collection, and cropping that are as yet unspecified. The acceptability of
this situation is therefore predicated on a monitoring and management program that is
participatory and transparent, and that actively manages future impacts that may affect the health
or livelihoods of villagers such as those living in Gndevaz.”*

The IESC gap analysis notes that the Community Health, Safety and Security Management Plan
(CHSSP) addresses relevant requirements. It further notes that a comprehensive air quality
monitoring program is proposed in the AQNVMP, but does not include metals analysis of collected
dustfall. The IESC report recommends adding metals analysis of dustfall to the AQNVMP and the
EMP.2CAO notes that this issue has been EStAded to t

Further, | FC6s 20 16 th& @dekt refuires the client to become a signatory of the
International Cyanide Management Code (ICMC), and obtain ICMC certification for the operation
of the Amulsar Project, by September 2019.7* CAO notes that the client became a signatory of
the ICMC in September 2016. By becoming a signatory, Lydian has committed to following the
Principles of the Cyanide Code, to implementing its Standards of Practice, and to have verification
audits of its operation conducted by independent third-party auditors within one year of its first

68 Amulsar ESIA, Chapter 6.18, Potential Impacts and Mitigation Measures, Community Health, Safety and Security,
June 2016. https://goo.gl/ViclYp.

69  Amulsar ESIA, Appendix 8.15, Community Health, Safety and Security Plan (CHSP), June 2016.
https://goo.9l/0j8UL5.

70 Amulsar ESIA, Chapter 6.18, Potential Impacts and Mitigation Measures, Community Health, Safety and Security,
June 2016. https://goo.gl/ViclYp.

1 Amulsar ESIA, Appendix 8.15, Community Health, Safety and Security Plan (CHSP), June 2016.
https://goo.gl/oj8ULS5.

72 Knight Piésold, Independent Review of the Amulsar Project Environmental and Social Impact Assessment v10, May
2016. https://goo.gl/hQ51t5.

7 Amulsar ESIA, Appendix 8.15, Community Health, Safety and Security Plan (CHSP), June 2016.
https://go0o.gl/0j8ULS5.

7 |FC, Environmental and Social Action Plan, Amulsar Gold Project (#37084), July 29, 2016.
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receipt of cyanide and every three years thereafter. Operations will be certified if found in
compliance with the Cyanide Code.”

CAO'" s Assessment of |l FC' s Perfor mance

The ESIA identifies and analyses the issue of contaminated dust. The IESC gap analysis
confirmed compliance with international standards on this issue, and the client has addressed its
recommendations for additional monitoring activities.

IFC has worked with the client to review the different versions of the ESIA, and took into account
the IESC gap analysis as part of its review.

CAO finds t hat | FCO s review of t hoepotemtiali impadt @f $ i nte
contaminated dust was commensurate to risk and resulted in the development of appropriate
action plan items.

2. Biodiversity and the Presence of Armenian “Red Book” Species

Issues Raised by the Complainants

The Lydian-01 complaint alleges the presence of a number of Ar me niRed@sokdspecies at
Amulsar based on work undertaken by the World Wildlife Fund (WWF). These include a critically
endangered flowering plant (Potentilla porphyrantha) and a variety of important fauna (lizards,
birds, and mammals). It further alleges that the national EIA does not address this range of
concerns, focusing rather on the presence of the Caucasian Brown Bear. The complaint
references the Republic of Armenia (RA) mining code and RA law on fauna advising that any
activity resulting in a reduction of red-listed flora or fauna is specifically banned.

Relevant Requirements

The complainantsbc oncer ns i n rel ation to the pesorgseat 0s i m
number of questions.

First, there are questions as to | FCbés initial re
2006 Sustainability Framework. As noted in | FCé6s 2006 Guidance No

process of E&S assessment involves screening and scoping the project for potential E&S risks
and impacts.”®

Second, there are questions as t o préc€ss shichkwaser vi si ¢
conducted under the 2012 Sustainability Framework.

There are significant similarities between the 2006 and the 2012 Sustainability Framework
requirements. References below are to the 2012 Framework, unless otherwise noted.

5 Lydian Armenia, Press Release, 09.28.2016. https://goo.gl/dYxHgm.

78 |FC, Guidance Notes to the Performance Standards, Guidance Note 17 Social and Environmental Assessment and
Management Systems, GN10 and GN14. Guidance Notes offer guidance on the requirements contained in the
Performance Standards, including reference materials, and on good sustainability practices to improve project
performance. These Guidance Notes are not intended to establish policy by themselves. More recent international good
practice guidance on early stage E&S work for the mining industry also emphasizes the importance of E&S scoping
before any ground based exploration work begins (Eg: Prospectors & Developers Association of Canada (PDAC), e3
Plus: A Framework For Responsible Exploration, Excellence In Environmental Stewardship Toolkit (EES), March 2009.
https://goo.gl/yzgmoY.)
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IFC Performance Standard 6 (PS6, Biodiversity Conservation and Sustainable Management of

Living Natural Resources) sets out requirements to avoid or mitigate threats to biodiversity arising

from client operations. It requires the applicability of PS6 to be established during the E&S

Assessment process, while implementation of the actions necessary to meet the requirements of

this Performance Standard i s managed through the <clientds E&S
outlined in PS1 (PS6, para. 4).

The highest | evels of protecti gdn whndcehr iPhS6l uadpep | hya
significant importance to Critically Endangered or Endangered Species (also known as fRed Listd

species). PS6 para. 17 provides that no project activities may be implemented in a critical habitat

unless four criteria are met:

i. ANo other viable alternatives within the regi
modified or natural habitats that are not critical;
ii.  The project does not lead to measurable adverse impacts on those biodiversity values for
which the critical habitat was designated, and on the ecological processes supporting
those biodiversity values;
iii.  The project does not lead to a net reduction in the global and/or national/regional
population of any Critically Endangered or Endangered species over a reasonable period

of time;
iv. A robust, appropriately designed, and long-term biodiversity monitoring and evaluation
program is integrated into the clientds manage
PS6 further provides that Awhere a cl i enlif,thes abl e
projectdés mitigation strategy will be described

i
achieve net gains of those biodiversity values f o
18). This may be achieved through in situ efforts to enhance and protect habitat or through the
biodiversity offsets (footnote 15).

I FC' s Appraisal and Early Supervision of Biodiver

As noted above, |l FCbs 2007 appraisal of its initial i nNves
IFC E&S staff to the Amulsar site. An IFC representative without E&S expertise visited the site in

May 2007 and reported that the project would not have any impacts on the environment, and that

no natural alpine pastures would be damaged. As a result, the ESRS disclosed by IFC in May

200777 did not identify any issues relating to PS6.

The initial ESAP as agreed between IFC and the client included the requirement for an ESMS,
acquisition of appropriate expertise, independent auditing of E&S issues, and a requirement that
the client carry out E&S baseline surveys for the Amulsar property.”

The ESRS in r el atomiovestment in My 200%notéddHatlbasaline biodiversity
work conducted by Armenian specialists had identified flora on the Armenian Red Book. The
application of PS6, however, was not discussed and no specific action plan items related to PS6
were identified. 7

T IFC Investment in Lydian Resources Company Ltd., Environmental and Social Review Summary, May 2007.
http://goo.gl/3gx7hs.
8 |FC Investment in Lydian Resources Company Ltd., Environmental and Social Action Plan, May 2007.
https://goo.gl/rjiQeekK.
 |FC Investment in Lydian International, Environmental and Social Review Summary, January 20009.
http://goo.gl/a58vxi.
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Documentation from an August 2009 supervision visit by IFC noted that the client should prioritize
the hiring of international expertise to coordinate baseline studies and that E&S baseline and
ESIA work should be undertaken according to IFC requirements.

A gap analysis was undertaken by international consultants in June 2010 to review the status of
the project against international ESIA requirements. Flora and fauna were regarded as a low to
medium risk issue at this point, although the potential presence of protected species and the need
for further quantification and field verification were noted.

Documentation from the October 2010 supervision visit noted the engagement of the international
consultant to prepare an ESIA to international and IFC standards and recommended a thorough
review of biodiversity baseline studies for adequacy.

On commencement of the international ESIA process, analysis of baseline biodiversity data
identified the need for further surveys of some biodiversity components. In 2012, the presence of
the critically endangered Potentilla porphyrantha was noted, resulting in a census of its presence
by a specialist.

In June 2013, an IFC supervision visit noted that the project was significantly behind in its
development of an environmental, social, health, and safety (ESHS) management system for
exploration. As a resul t, | FC observed that t he
Potentilla porphyrantha populations, representing a significant compliance issue under the
Performance Standards.

From 2013 onward, CAO notes evidence of a significant and ongoing supervision of biodiversity
issues by IFC and the client including more ongoing work on biodiversity and ecosystem services
as well as targeted supervision meetings.

ESIA Process and Outcomes

From 2012 to 2015, additional studies were carried out to address biodiversity at the request of
relevant shareholders (IFC and EBRD) and later lenders (RCF and Orion). The Amulsar Mountain
and its foothills were found to provide habitat for 23 resident raptor species, of which 14 were
listed in the Armenian Red Book, with seven breeding in the project-affected area. Two species
were listed as Endangered in the IUCN Red List: Egyptian Vulture and Saker Falcon. It was
concluded that the project area had a high diversity of bird species, including threatened
populations. It was not, however, rated as critical habitat for the individual raptor species or for
the migratory species that use the project area. Mammal surveys confirmed the presence of a
breeding population of Caucasian Brown Bear on the southern slopes of the Amulsar Mountain.
The area is regarded as important for the species, which is protected under the EU Habitats
Directive. Further analysis on this bear population were undertaken, as were baseline surveys
relating to bats, amphibians, reptiles, invertebrates, fish, and the like. The project area contains
areas of tier one critical habitat for Potentilla porphyrantha. Subalpine meadows in good condition
such as those at Amulsar are rare in Armenia and host a significant presence of regionally-
endemic species.®

Recognizing the significance of biodiversity in the project area, the client adopted a corporate
policy of achieving o net losso of biodiversity in natural habitats and a fnet gaino outcome for
critical habitats. The ESIA undertakes a sophisticated analysis of biodiversity issues and sets out
a mitigation strategy recognizing the requirement to offset losses that cannot be mitigated and
maintain biodiversity values.®!

80 Amulsar ESIA, Chapter 4.10, Environmental and Social Baseline, Biodiversity, June 2016. https://goo.gl/s2Rthz.
81 Amulsar ESIA, Appendix 8.20, Biodiversity Action Plan, June 2016. https://goo.gl/sgskMn.
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The ESIA recognizes that the project infrastructure and its operation will result in a permanent
loss of natural habitat, which cannot be avoided through redesign.®? Translocation of Potentilla
porphyrantha plants from these areas has been undertaken. Research aimed at establishing the
potential for post-project reinstatement has commenced. A fset-asideo is designed to provide
protection to some of the Potentilla porphyrantha plants along with important bear habitat,
although this will have to be linked to forested areas to the west to be effective, requiring bear
(and other mammal) crossing points along the conveyor system. Much reliance is placed on the
potential to offset biodiversity losses through the proposed Jermuk National Park, which the
company has committed to support.8® Establishing no net loss will be challenging, but the client
is pursuing approaches and solutions consistent with current good practice.

Nevertheless, the ESIA notes areas of residual impact on biodiversity that will need to be
monitored, with a review of offset options if necessary. These include impacts on:

1 The tier 1 critical habitat for Potentilla porphyrantha

1 Brown Bear (Ursus arctos) which is listed as vulnerable in the RA Red Book, threatened
throughout the region, and triggers critical habitatu nder EBRD&6s PR6, because
listed in Annex IV of the EU Habitats Directive

1 Lesser kestrel (Falco naumanni) and other bird species in the RA Red Book that breed in the
project-affected area

9 The species-rich subalpine meadows of the area more broadly

The May 2016 IESC Review gives a positive assessment that the biodiversity elements of the
ESIA are largely compliant with relevant requirements. To the extent that gaps are identified,
these relate to the completion of studies on the impact of the project on the Caucasian Brown
Bear and an accompanying Species Action Plan.

The IESC notes the importance of the client making time-bound and resourced commitments to

the biodiversity offset. Considering the Apractic
offset, the IESC also notes the importance of the development of a comprehensive biodiversity

monitoring plan for the site.®*

These recommendations are reflected in the IFC ESAP for the project.®

CAO' s Assessment of | FC' s Perfor mance

Neither | FCOs i itsiedrlysapervisiop pfitha prgeatlidentified biodiversity as an
important issue and IFC did not trigger the application of PS6 to the project. As a consequence,
| FC6s appraisal and eravidé assuranceptiaat theiclent was in d positiom|o t
to meet the requirements of PS6 in relation to critical habitats. The lack of an early E&S risk
scoping study, to inform the ESAP, was problematic. Scoping would have provided opportunity
for screening and scoping potential E&S risks and impacts as envisaged by IFC Guidelines,
including identification of important natural and critical habitats.

Baseline studies undertaken to support the Armenian environmental permitting process did not
meet the needs of an international quality ESIA. This was rectified in late 2010 with the
engagement of international ESIA consultants, after which the significance of biodiversity impacts,
including during exploration, became increasingly apparent.

82 Amulsar ESIA, Chapter 6.11, Biodiversity and Ecosystems, June 2016. https://goo.gl/r5aTll.

83 |FC Investment in Amulsar, Environmental and Social Action Plan, July 2016.https://goo.gl/xQXsbe.

84 Knight Piésold, Independent Review of the Amulsar Project Environmental and Social Impact Assessment v10, May
2016. https://go0.gl/hQ51t5.

85 |FC Investment in Amulsar, Environmental and Social Action Plan, July 2016. https://goo.gl/xQXsbe.
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| FCO6 s meatdghatithe éient undertake independent E&S audits was never fulfilled and was
dropped from the ESAP in 2010. | FC0s assessment of the cliegntods cC
undertake exploration activities in accordance with the requirements of PS1 lacked depth. In this
context, it is notable that IFC did not have assurance that the client had a suitable ESMS for
exploration in place until 2013.

CAO thus finds that | F Créveew and supervision of the project risks to biodiversity during the
period 200771 13 were insufficient.

As a result, IFC did not have assurance that the client was in a position to meet the requirements
of PS6 in relation to critical habitats. | n t hi s context, | FC observed i
exploration activities negatively impacted Tier 1 critical habitat for the population of a critically
endangered species, Potentilla porphyrantha. Once impacts on endangered species were
identified, however, IFC responded by requiring biodiversity assessments and action plans as
required by PS6 as part of the ESIA process.

During the post 2013 per i od, CAO f i nds twhsacommernsSutabeso riskiapdelr vi si o
resulted in the development of appropriate action plan items designed to minimize, mitigate and
offset potential impacts of the project on biodiversity as required by the Performance Standards.

B. Analysis of Social Issues
This section assesses | FCb6s performance in relat:i
compl ainants. These issues relate to the company?o:

guality of the project ESIA, and consultation processes around the project. In particular, the
complainants raised concerns regarding:

1 The transparency and adequacy of consultation for the land acquisition process and whether
negotiations to purchase lands from Gndevaz residents were conducted under duress
because of the threat of expropriation

9 The risk of impacts to the tourism sector in Jermuk from negative perceptions of mining with
respect to health tourism, damage to the fbrand, and failure to include Jermuk in the initial
area of influence of the project

1 The risk of impacts on the Gndevaz community and its population from the location of the
project facilities and impacts on health, livelihoods, and well-being for the community

1 The adequacy of processes of consultation and engagement, access of concerned
stakeholders to public hearings, and extent to which complaints have been registered or
addressed

1. Land Acquisition and Livelihood Restoration

Issues Raised by the Complainants

The Lydian-01 complaint alleges that information about land acquisition in Gndevaz was unclear
as to what was to be constructed on the land. The Lydian-02 complaint alleges that land
acquisition was done under duress because of threat of expropriation by the government. It also
alleges that information on land acquisition has not been clear and that there has been
manipulation of the sellers through acts such as collecting ownership certificates without advising
owners as to why they were being collected. CAO& sompliance appraisal found that the complaint
raised issues concerning the projectd approach to land acquisition: specifically, whether owners
are being dealt with in a transparent manner . F
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investigation site visit that sale of land was not freely negotiated because negotiations took place
under threat of expropriation.

Relevant Requirements

This section applies the requirementsof | FC6s 2012 Sust aibecausethesetang Fr a me \
referenced in the ESIAand most of | FCbs supervision of Lan
Restoration activities in the discussion that follows was carried out under the 2012 Framework.

Performance Standard 5 (PS5, Land Acquisition and Involuntary Resettlement) has as an
objective to avoid or at least minimize involuntary resettlement and to mitigate adverse social and
economic impacts from land acquisition or restrictions in land use (PS5, Objectives). PS5 is
specifically directed to the management of involuntary resettlement, which is relevant for
expropriations as well as cases when land sales take place under threat of expropriation (para. 5).

PS5 encourages private sector actors to Ause nego
is an option (para. 3). However, in such instances, PS5 is clear that negotiated settlements must

meet PS5 requirements. Doing so involves provisionofic ompensati on for | oss o
replacemast webstas Aot her assistance to help [dis]|
standards of living or livelihoodsod (para. 9).

In terms of process, two broad issues are key. First, resettlement activities should be implemented
with informed participation of those affected (PS5, Objectives). Second, resettlement should take
place in accordance with a Resettlement Action Plan or Livelihood Restoration Plan, which will
guide the process from initial planning through the collection of socioeconomic baseline data on
persons being displaced to the validation of successful completion (paras. 14 and 15).

| F CPreslnvestment E&S Review

Documentation of | F Cpiesinvestment site visit to Amulsar in May 2007 reported that no land-

related impacts were anticipated as nothing grows on the project site. The ESRS published in

May 2007 indicated that the relevance of PS5 (Land Acquisition and Involuntary Resettlement)

would be iconfirmed upon completion of the mine Fea
investment decision.d® The ESRS states that no impacts to food security or loss or scarcity of

farmlands are expected and that there is no agricultural land and no privately held land within the

license area.

I FC' s Supervision

The project as initially defined was located within the Vorotan Valley, affecting primarily land
owned by the community of Gorayk. Minimal if any infrastructure was located within the Gndevaz
administrative area until 2013.

After a supervision visit i n 2 0dvr@munitledwei@ r frdno ¢ U me n
the explorationsite. Fol | owi ng another site visit thatherd2r§ 09, I
traditionally rented land in the area from the fmunicipalitieso for grazing their animals. The
companyO0s a crotconsideiects haveam impact on the traditional land users based

on the assertions that herders were not affected by exploration activities. After this site visit, IFC

added to the ESAP the need for immediately initiating baseline socioeconomic studies.

t
E

In 2010, IFC identified potential use of the project area by seasonal herders and the need for
social baseline studies to be carried out in relation to PS5 to ensure identification of anyone
potentially affected, including fmomadic herders. -C advised the client to use this information to

86 |IFC Investment in Lydian Resources Company Ltd., Environmental and Social Review Summary, May 2007.
http://goo.gl/3gx7hs.
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inform site selection for mine infrastructure.

The July 2010 ESIA gap analysis identified the need for information on current land use and for

an assessment of a fstand-aloned compensation plan to be included in the Environmental and

Social Management Plan. This issue, however, was not advanced i n | FCO6s super vi
documentation in the years that followed.

In 2011, socioeconomic baseline studies were ongoing. In 2012, a census of seasonal herders
was carried out as part of the baseline studies. This work was further updated in 20147 15 through
focus groups and interviews as part of an ecosystems services review.

In the period 20127 14, the planned location for project infrastructure changed significantly,
including relocation of the HLFO with anticipated impacts on more intensively used lands,
including agricultural plots, hay fields, and apricot orchards belonging to residents of Gndevaz. In
May 2013, IFC noted that the client had hired a dedicated resettlement specialist to lead the land
acquisition process. IFC raised concerns and provided recommendations about compliance with
PS1 and PS5, because of the absence of consultation with potentially affected landowners as
input for the alternatives assessment for the siting decision of the HLF at the new sited and more
generally the lack of information being provided to landowners.

In late 2013, the HLF site was changed again for legal reasons. At this point, the current location
for the HLF was identified and additional studies were undertaken to revise the ESIA. A Land
Acquisition Road Map to guide the process was finalized in May 2014 by an independent expert,
advising that a full Resettlement Action Plan (RAP) was not required.

In October 2014, IFC noted that a Guide to Land Acquisition and Compensation (GLAC)® for
landowners and land users had been disclosed in June 2014 and that consultation regarding
acquisition was underway with 21 landowners. IFC noted concerns about the lack of clear
guidance on the determination of compensation rates and more generally about the alignment of
the process with PS5 requirements. At this point, IFC also stressed the importance of livelihood
restoration in meeting the objectives of PS5 and that the Land Access and Livelihood Restoration
Plan (LALRP) was to be disclosed prior to land acquisition taking place.

In September 2015, IFC conducted a combined supervision and appraisal visit, anticipating a
potential upcoming investment for construction of the mine. IFC noted that land acquisition was
initiated in January 2015, with 141 affected households. IFC interviewed a limited number of
community members affected by the land acquisition process and reported, based on this visit
and the outcome of an independent audit regarding the land acquisition process, fé the general
view that the process was adequate, people had been consulted prior to the acquisition was
initiated and were well informed about the process, valuations were adequate and in line with or
beyond market value, and the individuals who had already received payment were satisfied with
the timing of the transactions. 0

ESIA Outcomes

The GLAC was originally released in July 2014 and an updated version was disclosed in February
2015. The GLAC was developed into a full Land Access and Livelihood Restoration Plan (LALRP)
as part of the ESIA process. The LALRP addresses impacts to herders, Gndevaz landowners,
and other land users affected by the project. The LALRP was disclosed in April 2015 and includes

87 Amulsar ESIA, Appendix 6.16.1, Guide for Land Owners and Land Users i Land Acquisition and Compensation
(2014), February 2015.
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information on the right to expropriation as a last resort should private land acquisition not be
possible.®®

A third-party audit regarding the land acquisition process was carried out in August 2015. The
audit found the companydés | and acquisition
PS5, even though the requirement of PS5 is that the LALRP should have been available prior to
land acquisition taking place.®® The audit addressed the issue of access to information at the time
of land acquisition negotiations and found that sellers interviewed felt that they had good
information and could access the company for answers to questions. The audit identified a gap in
information regarding the land acquisition process in early 2014. However, it noted that when land
consultations and negotiations began in early 2015, sellers had received adequate information
and they felt that they were well informed.

In summary, the ESIA identified the land requirements and addressed potential impacts. In
supervising this process, IFC took reasonable steps to assure itself that land acquisition and
compensation for Gndevaz lands were being evaluated, planned, and executed consistent with
the requirements of PS5, with indications that prices were above market value and considered
fair by sellers. Compensation valuation and prices were disclosed after some negotiations had
taken place. While this may not have been fully consistent with PS5 requirements for transparency
and informed patrticipation, there is no evidence that this led to material shortcomings in land
acquisition outcomes such that would require further action from IFC.

Consultation Processes for Land Acquisition and Compensation

As noted by IFC, there were gaps in consultation with potentially affected landowners during the
alternatives analysis for HLF sites until 2013. The first direct engagement with people affected by
economic displacement took place in September 2013, when a meeting with potentially impacted
herders occurred, according to the 2016 version of the SEP.® The first documented consultation
with Gndevaz landowners affected by the final HLF took place in May 2014 when, according to
the 2016 SEP, the client presented the new project design at a public meeting.%:

A list of consultation and disclosure activities specific to the land acquisition process is provided
in the LALRP®? and further verified by the third-party audit.®> The main documents and their timing
are reported as:

1 Public disclosure in July 2014 of the GLAC in English and Armenian, at the Gndevaz
Information Center, on the ¢ | i ewmelsitie,sand through distribution to 1,000 households in
four communities

Disclosure of the final GLAC in January 2015

Disclosure of the LALRP on April 21, 2015 in English and Armenian, at the Gndevaz
Information Center, and onthec | i evebsit® s

1 A question-and-answer sheet available during early consultations

)l
il

The third-party audit included a detailed review of consultation processes. Consultation was
included as a focus of the audit in part due to concerns from IFC and another lender about the
adequacy of disclosure and consultation around the land acquisition process. The audit found

88 Amulsar ESIA, Appendix 8.23, Land Access and Livelihood Restoration Plan (LALRP), page 7, February 2015.
https://goo.gl/TL7diz.

89 Knight Piésold, LALRP Audit, 2015, pages ES-2,3.

% Amulsar ESIA, Appendix 8.6, Stakeholder Engagement Plan (SEP), June 2016.

91 |bid., page 25

92 Amulsar ESIA, Appendix 8.23, Land Access and Livelihood Restoration Plan (LALRP), page 42, February 2015.
https://goo.gl/TL7diz.

93 Knight Piésold, LALR Audit, 2015.
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that, although the project was initially not fully compliant due to the failure to disclose information
prior to the commencement of land acquisition, the objective of adequately informing stakeholders
was eventually met through consultation and disclosure of the GLAC.** CAO notes that, according
to the audit, IFC had emphasized the need to disclose the LALRP prior to initiating land acquisition
activities.®

Accordingto | F C6 s E3RBlafd ESAP, the Livelihood Restoration Plan (LRP) was to be
fenhancedobased on initial experience in providing livelihood restoration activities and disclosed
to affected communities.®® CAO notes that PS5 requires not only disclosure but also consultation
and informed participation of affected people. Given the concerns raised by complainants and
previously by IFC about the adequacy of consultation processes, CAO notes that it is incumbent
on IFC to ensure that the LRP is updated with appropriate consultation and participation on the
part of the affected communities.

CAO" s Assessment of | FC' s Performance
Overall PS5 Compliance

The client could have pursued land expropriation but chose, consistent with PS5 objectives, to
acquirelandt hr ough negoti ated agreements. Whenlasdh
acquisition were identified early in the process, IFC worked with the client to address these, with
a focus on ensuring outcomes consistent with the objectives of PS5.

ortcor

CAO finds t hat | FCO6 s supervision provided redheonabl e

substantive requirements of PS5.

Engagement, Consultation, and Information Disclosure Relative to Land Acquisition

Uncertainties in project land acquisition needs caused by changes in the location of project
infrastructure resulted in a significant period of uncertainty for the client as well as for affected
communities. IFC identified the need for stronger consultation, including in relation to land
acquisition in 2013 and 2014. IFC worked with the client to address these issues in supervision,
including through a third-party audit of the land acquisition process, which was conducted in 2015
and concluded that consultation and disclosure requirements had been met.

CAO finds t hat | FCO6s supervision provided
consultation and disclosure requirements of PS5.

2. Impacts on Jermuk Tourism

Issues Raised by the Complainants

The Lydian-01 complaint alleges that the project will have adverse impacts on the economy of
the spa town of Jermuk, located 12km from the mine site. Parts of the Jermuk tourism zone, the
complaint states, are as close as 2km to 4km from the mine. The complaint notes that Jermuk is
a tourism center known for its hot springs, mineral water, and health facilities. Specifically, the
compl aint states that residents think that t

reasdo

he pr

as a resort. o The ecsomphlaai nthef urotwmedrs elxlcdgsi on fro

94 1bid.
% |bid.
9% |FC, Environmental and Social Review Summary, Amulsar Gold Project (#37084), July 29, 2016.
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the original EI'A meant impacts to the town
to the mine was not being heard.

Relevant Requirements

The compl ainantsd conjceactnds rfegtaurdé ngmp et spron
Jermuk raise issues as the adequacy of | FCb6s
assessment process. The requirements of PS1 are of relevance in this context. In particular, CAO

notes the requirementth at t he clientds E&S assessment consi
soci al ri sks and i mpacts of the projecto (PS1,
objectived (PS1, para. 19) and consistent with
E&S risks and i mpacts are to be assessed in the

para. 8), defined as the area likely to be affected by the project. The definition of the area of
influence should be carried out iteratively with the definition of stakeholders and refining of the
identification of potential impacts.®’

Once impacts are identified, the Amitigat.i
minimization and where residual impacts remain, compensation [or] offset, wherever technically
and financially feasibledo (PS1, para. 14).

| F CApgpraisal and Early Supervision

The issue of the area of influence of the project was not expressly considered during the E&S

review for | FCb6s 200 7As a codseqg@edde, ho eany\s@isecana@mic trisk .

scoping was conducted. Risks posed by the development of a mine to tourist economy, as well
as potential community concerns, were thus not identified and relevant requirements in relation
to these issues were not triggered.

The 2007 ESAP commits the company to carry out baseline studies in accordance with IFC
requirements. Initial environmental baseline work started in 2008 but was aimed at the national
requirements and permitting process and did not include Jermuk in the area of influence. Social
baseline work was not carried out initially because it was not required for the national EIA process.

Following its 2009 supervision visit, IFC recommended that the client initiate the socioeconomic
baseline studies. IFC recommended that the company consider whether Jermuk should be
considered in the ESIA because of potential impacts from visual changes and noise. IFC also
recommended that social baseline work should be carried out at a level to meet IFC requirements.

Documentation from|l FCé s 20 11 vsiunptedrthatiJermuk was still not part of the area
of influence, and that there were growing concerns from the mayor of Jermuk about the potential
impacts of the project on the town. As a result, the client established a Community Liaison
Committee (CLC) in Jermuk and an ESIA update for the mayor. The international ESIA process,
initiated in 2011, included Jermuk as an impacted community.

ESIA Process and Outcomes

Di scussion of the ESI Ab6s as s escmbehrokendnto two pantg.
On the one hand, there are concerns that the project would have an adverse impact on the quality
of the spa waters of Jermuk, in particular through surface and ground water contamination and
radioactive contamination. As noted in section VII.A.1., CAO finds that IFC assured itself that
stakeholder concerns about these issues were responded to and considered as part of the ESIA
process.

97 Guidance Notes to IFC Performance Stanards, Guidance Note 1, G15, July 2007.

CAO Compliance Investigation Report i IFC Investments in Lydian International, Armenia 46

wer e

ect

n

t he

r

e

de

p
g

a
o

C (



On the other hand, there are documented concerns about the potential impacts of the project on
the Abrando of Jer mu kbasadstoudasm.cSach impacts cohutdibe anteipated, e s s
for example, from:

Visual impacts of the project
Impacts from noise and blasting overpressure

Labor influx

= =4 =8 -4 =9

character of the landscape

Negative perceptions related to proximity of the project to Jermuk
A variety of concerns including potential environmental impacts and loss of the natural

The table below summarizes the outcomes of the ESIA in relation to each of these potential
sources of impact.

Source of Impact Residual impact Impact on
impact assessment Jermuk
brand

Visual impact | ESIA includes a The project is identified as having adverse visual | Not
visual and impacts, visible from Jermuk and nearby tourist assessed
landscape impact sites. Recreational users and tourists are
assessment identified as experiencing the most significant
considering the impacts. Visual impacts on tourists are found to
impact of the mine | range from minor to major during operation and
on Jermuk and minor to moderate in the long term (post
nearby tourist sites. | closure). Visual impacts are also noted in the
(Chapter 6.5) ESIA section on ecosystem services (Chapter

6.20).

Noise and ESIA considers Noise impact during construction is considered to | Not

blasting noise impacts of be minor or negligible in all affected communities | assessed
the project. (including Jermuk).

Includes analysis of Blasting will occur up to three times a week.

ar overpressure Blasting noise predictions indicate air

(shock waves) from . .

blasting. (Chapter overpressure of up to 94 deubt_al; in t_he Jermuk

6.7) area. Thls is con5|dered a negligible impact
against international safety standards for use of
explosives. However, all blasts are expected to
be audible.

Labor influx ESIA considers Negati ve c¢ han giewofJermykeasap| Identified
impacts of worker spa town due to labor influx noted as having
accommodationon | p ot e niang-terin effécts in terms of number of
local communities, | visitors arriving in the town and on overall
including Jermuk. economic activity and opportunities for tourist
(Chapter 6.21) sector Tghise &t h .oresfthd most

serious possible impacts which the Project will
have to manage with a suite of measures and
monitor appropriately.o

Negative Though direct Not assessed Not

perceptions environmental assessed
impacts are found
to be unlikely, the
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issue of negative
perceptions of
Jermuk due to the
presence of the
mine is not
assessed.

More general discussion of project impacts on tourism is contained in a number of client
documents.

The first version of the Stakeholder Engagement Plan (SEP v1, 2011) mentions potential impacts
on Jermuk, andthatias a tourism center that relies upon p
concern from the city residents about the visual amenity [sic.] of the project.&®

An early version of the 2013 SEP (v8) mentions stakeholderc oncer ns about the proj
on tourism and on the spa waters of Jer muk. It al
will include measures to reduce negative impacts and promote positive impacts and opportunities

related to tourism.0 This commitment is not present in the final (2016) version.*

The 2016 SEP notes community concerns about negative impacts of the project on tourism. In
response,t he SEP notes the clientds view that Avis
devel opedd and that Ait is unlikely ®hat dust

- o

The ESIA chapter on economic impact also discusses tourism, concluding that the project will
have a positive impact on the town of Jermuk, supplementing tourist income during off seasons,
when hotel occupancy is low. On the other hand, it is acknowledged that the potential of project
spending to crowd out existing tourism activity should be mitigated. Impacts on the Jermuk brand
are not discussed.

The ESIA considered tourism as a valued ecosystem component in the cumulative impacts
assessment (CIA), evaluating the resilience of both the mineral water and the tourism industries
relative to other (non-mine) external impacts. However, the CIA does not consider the potential
cumulative nature of the impacts on Jermuk from the multiple sources of impacts and how that
might affect the brand value as a destination resort.

Finally, the Worker Accommodation Management Pl a n ( WAMP) notes that i
associated with Jermukoés perceived compromised i
destination applies regardless of wHhdowevePthioj ect p
issue is not the subject of assessment in that document.

Specific measures to address directlythep ot ent i al adverse i mpacts to Je
the clientés ESMP are | imited to the foll owing:

T I'dentification of #fAtourism deviavesnpemé®nt 0 as a pot
1 Measures to minimize the impact of labor influx on the status of Jermuk as a tourism
destination®®

98 Amulsar, Stakeholder Engagement Plan, v1, October 2011.

99 Amulsar, Stakeholder Engagement Plan, v8, May 2013.

100 Amulsar ESIA, Appendix 8.6, Stakeholder Engagement Plan, V12, June 2016. https://goo.gl/H5J4{z.

101 Amulsar ESIA, Appendix 8.25, Environmental and Social Management Plan, Worker Accommodation Management
Plan, page 53, June 2016. https://goo.gl/ac8pMH.

102 Amulsar ESIA, Appendix 8.16, Community Development Plan, V2, page 26, June 2016. https://goo.gl/LYGga6.

103 Amulsar ESIA, Appendix 8.25, Worker Accommodation Management Plan, V1, page 53, June 2016.
https://goo.gl/S8FNDN.
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CAO notes that the brand impact is mentioned in the discussion of visual and landscape
assessment by the IESC gap analysis. The IESC also notes that it is critically important that
adequate consultation continues to be undertaken to inform and assess the reaction of Jermuk
residents to a substantial presence of workers which could alter the character and reputation of
the town as a tourism and recreational center. However, these issues were not translated into
specific action plan requirements.%*

CAO' s Assessment of | FC' s Perfor mance

There are well-documented community concerns regarding potential adverse impacts of the
project on tourism. The reputation of Jermuk as a spa town is acknowledged to be associated
with wellness, fresh air, and tranquility. Adverse impacts on perceptions of the town are also
acknowledged as potentially leading to reductions in visitor numbers.1°®

In this context,analy si s of t he pr oj e evasdeguirednVphideclermuk was hob
initially considered to be within the area of influence of the project, CAO finds that IFC took
appropriate measures to ensure that this was the case when the client prepared its international
ESIA.

CAQO finds that IFC assured itself that the risk of project-related environmental impacts on Jermuk
was low, as outlined in section VII.A.1. of this report.

To date, assessmentof i mpacts to Jer mukds bnlyaanmehtioh ta the

issue of labor influx through the worker accommodation impact assessment (WAIA). As a result,

CAO finds that IFC does not have assurance that impacts that may affect Jermuké s b r a
tourist centerd such as blasting noise, visual disturbance, and more general perceptions that

arise from the pr oj e@davélxenmdeguatélyassesged.tt mllowshhat IFC (
does not have assurance that this issue has been treated in accordance with the mitigation

hierarchy.

As a result, CAO finds that IFC6 s s

u ion of the ESIA pr
of the project on J

S
kds brand as a resor

uri sm
been u
as

D wn

ocess
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3. Adequacy of Assessment of Impacts on the Village of Gndevaz

Issues Raised by the Complainants

The Lydian-02 complaint is signed by 148 residents of Gndevaz and identifies as concerns the
impacts to livelihoods from animals not eating contaminated hay, loss of markets for agricultural
goods due to being associated with mining, the risks to human health and the environmental risks
associated with the proximity of the HLF, the deposition of dust with heavy metal content on
pastures, crops and residential areas, and the alleged rise in radioactivity. Concerns regarding

t own

the impacts of labor influx are als o menti oned in CAO6s assessment

complaint.

The CAO team, during its visit to the Amulsar Project area, spoke to over 30 individuals in
Gndevaz that supported, opposed, and were skeptically neutral about the mine. These

104 Knight Piésold, Independent Review of the Amulsar Project Environmental and Social Impact Assessment v10, May
2016. https://goo.gl/hQ51t5.

105 Amulsar ESIA, Chapter 6.21, Potential Impacts and Mitigation Measures, Worker Accommodation, June 2016.
https://goo.gl/DILma8.
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discussions confirmed community concerns in relation to the issues raised in the complaint. A
number of residents expressed fears of impoverishment, loss of livelihoods and abandonment of
the village by those not working for the company or selling land and moving elsewhere. There
were specific concerns about impacts to beekeepers and other informal economic activities, the
|l oss of the Gndevaz Obr andd faloutchangesitothe commuaityd ot h el
way of life from mine developmentd converting it from a farming village into an industrial village.1°®

While it is acknowledged that the project will also bring specific benefits and opportunities to the
area, as identified in the ESIA, it was notable that most of those interviewed by CAO focused on
their fears and concerns rather than on the anticipated benefits. Residents interviewed recognized
that employment and other economic benefits would accrue, but these did not assuage their
concerns that their lifestyle was about to be dramatically changed in ways they did not fully
understand.

To address these aspects of the complaint, this section considers whether IFC had reasonable
assurance that the assessment of project impacts on the community of Gndevaz met
Performance Standards requirements. This section also considers the adequacy of the IFC
Performance Standardsécurrent guidance in terms of requirements for integrated assessments
and cumulative impacts.

Relevant Requirements

The issues raised in the complaints are directly related to compliance with the E&S assessment
components of PS1. At issue is whether there was full consideration of the potential E&S risks
and impacts of the project. In this case, the risk profile for Gndevaz increased significantly due to
changes to the project footprint in a late stage of project planning. As required by the Sustainability
Policy, negative impacts on workers, communities and the environment should be avoided, or if
avoidance is not possible, they should be reduced, mitigated or compensated for as appropriate
(para. 6). In addition, IFC is committed to ensuring that the cost of economic development should
not fall disproportionately on those who are poor or vulnerable (para. 9).

PS1 sets out requirements for the scope of a client E&S Assessment. The client should conduct

an ESIA Athat wil!/ consider in an integrated mann
and impacts of the projecto( par a. 4) . I't should consider ndAal/l re
project and be Aconsistentprwadthi ogeo o(dG it ehAYlE@Iso(apt a roan.a |
consider Aunplanned but predictable developments
impacts that result from the incremental impact, on areas or resources used or directly impacted

by the project, from other e x i st i ng, pl anned or reasomadd).y def i
|l mpacts considered should be those generally reco
concerns and/or concerns from Affected Communitie

Guidance for PS1 clarifies that cumulative impacts can be from one or several projects, including
Afsecondary or induced social impactso (PS1, GN39).
the Guidance Notes provide that Awher e sidale pr oj ¢
elements, aspects and facilities that are likely to generate impacts, the risks and impacts

identification process should include an assessment of the combined effects of the multiple

components associated with the project (e.g., quarries, roads, associated facilities) in the context

of the projectés area of influence" (PS1, GN38).

In the case of Gndevaz, the community is the receptor for the combined impacts of the HLF and
ADR plant, haul roads, the conveyor belt and associated crusher facilities, a relatively closely
located worker accommodation camp, road traffic near the village, and significant loss of or
changeinuseofvi | l age agricultural and grazing |l ands. I m

%For more details, see section V of this report (CAO06s Obser
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of [t hese] mul ti pl e ctedasphe pragjecttindudes precessed af changepire
the local social context.

I FC' s Supervision

IFC identified the need to initiate the socioeconomic baseline studies after its supervision visit in
2009 and recommended that this work take place to the level of an IFC-compliant baseline. Social
baseline work and identification of land users and potential impacts took place initially in 2010.

|l FC6s 2013 supervision visit nooftheHLFtoanackawth si on t
high economic value to Gndevaz community members, raising concerns that consultation with
potentially-affected landowners was inadequate at that time and was necessary as part of the

alternatives analysis. Shortly after this site visit, legal action by the government of Armenia
required a further change in |l ocation of the HLF.
supervision to address client performance gaps relative to community consultation about potential

impacts from siting design, as previously reviewed by CAO in this document.

Foll owing the change in the project footprint, | F
any specific review of or attention by IFC to the changed nature and level of impacts to Gndevaz
due to the <change in sthseupermrojisditondedi ginh.e IcHdG6e nt

management of impacts to Gndevaz was through the review of the adequacy of the ESIA version
9 (disclosed in 2015) and version 10 (disclosed in 2016).

From mid-2013 to mid-2015, as the project experienced ongoi ng changes to desi
supervision documentation focused on the company developing an adequate ESMS to address

current impacts during exploration. At the same time, IFC supported the client in engaging an

Independent Environmental and Social Consultant (IESC) with international expertise to review

the ESIA against international standards.

IFC reported to CAO that it carried out a review of the ESIA version 9 and version 10, that the
impacts to Gndevaz were covered by that review and considered appropriate, and that, in addition
to specific mitigation measures in t hep&ies
overall support to the affected communities. IFC also reported that various meetings and
workshops were held between IFC and the company to address the outcomes of the IESC audits.
However, there is no clear evidence in | FCbs supe
in the nature or intensity of the impacts of the project on the community of Gndevaz were

considered as part of these processes. Supervision has remained ongoing during the period of

this CAO review.

The ESIA Process

At the time the baseline work and impact assessment were designed, the bulk of the project was
located in medium to high alpine areas. Until project redesign in 2013, limited impacts were
anticipated for Gndevaz. The key design changes came in 20147 15, which led to re-siting of
nearly all of the project infrastructure and footprint (other than the mine pits and waste dump) to
lands pertaining to Gndevaz. As a result, in 2014 the project was determined to affect more than
75 percent of Gndevaz households directly through land acquisition and restrictions to access,
with additional impacts expected because of proximity to installations, labor influx, and other
potential environmental impacts.%®

t he ¢

107 Amulsar ESIA, Appendix 8.16, Community Development Plan, June 2016. https://goo.gl/LYGga6.
108 Amulsar ESIA, Appendix 8.23, Land Access and Livelihood Restoration Plan (LALRP), February 2015.
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Additional assessment work was conducted in Gndevaz from 2013 to 2015 to update the baseline
information and the impact assessment relative to actual project design. Of relevance to potential
impacts on Gndevaz, this included:

9 Focus group discussions on ecosystem services, identifying multiple uses of ecosystem
services in addition to grazing, such as foraging, wood collecting, bee keeping, and
recreational use, including hunting and fishing®®

Household surveys for the land acquisition process, covering households selling land**°
Additional surveys of land users (seasonal as well as daily herders) affected by the revised
project design!!t

1 Focus groups in each village to consult on the potential biological set-aside at Arshak!?

= =4

ESIA Outcomes

Final ESIA documentation posted online in June 2016, identifies a range of impacts both positive
and negative that are of particular relevance to Gndevaz, as presented in the table below.!

Potential social and economic impacts on Gndevaz

Positive impacts Negative impacts

Employment 1 estimated 195 locals expected | Livelihood impacts of land acquisition;

to obtain jobs with skills training for life of economic displacement of herders.
project; potentially 390 2-year jobs during

construction.

Increased procurement of locally based Restrictions to access to land, disturbance

goods and services i supply camp, respond | and physical barriers to land.
to increased spending power of locals.

Improved health services. Inflation due to local procurement for goods &
services, & accommodation i same level
prior and post mitigation.

Influx into Gndevaz.

Health impacts from influx, pressure on
services, transportation

Positive and negative impacts to social
determinants of health

Income inequality as outcome of land
acquisition, limited employment capacity

Social ills; crime, sexually transmitted
infections.

The ESIA addresses impacts individually through 23 management plans, which comprise
mitigation measures responding to anticipated impacts. A Community Development Plan!!4

109 Amulsar ESIA, Appendix 6.20.1, Ecosystem Services (https://goo.gl/CdGsF5); and Appendix 6.20.2, Report on
Focus Group discussion (2014) (https://goo.ql/y86zpH)

110 Amulsar ESIA, Chapter 4.17, Environmental and Social Baseline, Livelihood Activities and Employment
Opportunities, May 2016. https://goo.gl/7iKV1R.

111 |bid.

112 Amulsar ESIA, Appendix 8.20, Biodiversity Action Plan, June 2016. https://goo.gl/sgskMn.

113 Adapted from Amulsar ESIA Chapter 6.22 Impact Assessment Summary 1 https://goo.gl/Cpcwzc

114 Target areas for community projects include improved rural environment (pasture management, livestock
infrastructure); local capacity building (agriculture, local co-operatives, SMEs, skills training related to agriculture and
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(CDP) was also developed and envisages additional investments in community projects.
However, IFC reported to CAO that the CDP should not be seen as mitigating impacts on the
Gndevaz community. The objective of the CDP is to provide overall support to the affected
communities in addition to specific mitigation measures.

Community Health and Safety Related to Proximity to the HLF, Dust, and Other Risks

As noted above, the ESIA recognizes future potential health impacts from specific hazardous
chemical substances such as cyanide utilized in the HLF, mercury (a byproduct of the HLF), and
environmental exposure to heavy metals. The ESIA also describes safety and security risks
associated with the worker camp in the vicinity of the village, influx impacts including exposure to
infectious or vector borne diseases, and increased traffic. Given the location of the project, much
of this risk will be borne by the residents Gndevaz. Appropriate mitigation and monitoring
measures have been developed in relation to these impacts, as noted previously in this report.
Nevertheless, remaining uncertainties due to limits to knowledge, plus the mistrust of information,
contribute to concerns and fears for the future expressed by many Gndevaz residents interviewed
by CAO.

Socioeconomic and Cultural Impacts

The social assessments in the ESIA look in general terms at the socioeconomic and other
conditions across the rural communities and Jermuk, without particular attention to impacts
specific to Gndevaz. Gndevaz will suffer a loss of 15 percent of its total land base, but more than
35 percent of designated gardens, 20 percent of other agricultural lands, and 12 percent of hay
lands. The orchards represent the most productive activity in Gndevaz and there are limited
additional orchard lands available.!®

The sections of the ESIA that address Gndev
communities are the health impact assessment (HIA) and the Ecosystem Services Review. There
are impacts and risks specific to this community that set it apart from the other rural communities,
namely:

T Loss of or reduced access to a significant

economic value apricot orchards'?®

1 Potential food security and related nutritional impacts*?’

1 Proximity to the construction workers camp and potential for mixing of this single male
population with the village population, with associated public safety and health risks,
particularly to girls and women?8

1 Potential loss of, or anticipated loss of, brand value for agricultural products because of
proximity to the cyanide heap leach facility*°

Proximity to the construction siteo6srishks¢®tess

1
1 Probable pressures from population influx*?!

livestock); economic development (primarily agriculture and tourism); and education and awareness (healthy lifestyle,
waste management, support for technical education and schools).

115 |bid.

116 Amulsar ESIA, Chapter 6.16, Potential Impacts and Mitigation Measures, Livelihoods, June
2016.https://goo.gl/e GSNKT.

117 Amulsar ESIA, Chapter 6.18, Potential Impacts and Mitigation Measures, Community Health, Safety and Security,
June 2016. https://goo.gl/ViclYp.

118 |bid.

119 Not included in the ESIA.

120 Amulsar ESIA, Chapter 6.18, Potential Impacts and Mitigation Measures, Community Health, Safety and Security,
June 2016. https://goo.gl/V+iclYp.

121 |bid.
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1 Risks of induced poverty due to food, accommodation, and land price inflation for those not
benefitting directly!?2

1 Social tensions from increased inequality and social change within the community, including
potential decline of the traditional population base, loss of social cohesion, and decline in
community or individual well-being*??

The analysis of social impacts associated with demographic change recognizes the stresses put
on social capital and well-being from an increase in economic inequality, which the ESIA identifies
in the case of employees versus traditional residents.?*

The client has adopted a social policy to promote good social management, and commits to

managing social impacts and to establishing sustainable relationships with stakeholders. The

ESIA includes management plans to address impacts, including the CHSSP. The Community

Devel opment Plan (CDP) is intended to align with |
role of the communi ty devel opment activit #eBoth plans arei t i gat e
extensive and lay out considerable commitments to carry out proposed actions, including the

requirement for considerable staffing to implement programs for the CHSSP. The CDP identifies

a range of programs relevant to the projectds i mpe
framework, i.e. without an implementation plan, budgets, or programming details, and is not

targeted at mitigating impacts on Gndevaz.'?

In the absence of an integrated approach to the impacts to this community, the risks and impacts
have been addressed within the ESIA at the level of each distinct impact, with 23 distinct
management plans to individually address mitigation measures.

Cumulative Impacts

The ESIA includes a chapter on cumulative impact assessment (CIA). The CIA addressed

i mpacts of the pr oj ec tvaluadedosystédmcompenenatsov({({ VEE}y bDd
by the client and preparers of the ESIA. VECs are the environmental and social attributes that are
considered important to affected people as well as to experts.?” A number of the VECs identified

for the CIA are associated with impacts to Gndevaz, including high-quality grazing lands, natural
habitat, foraging, and daily herding. Cumulative impacts on Gndevaz community per se, as the
fireceptor, 0 ar eeexception ® this B the assbssmedtrof cumulative impacts to
Gndevaz residents from the cumulative losses of a number of ecosystem services, which taken
together represent a specific additional risk to livelihoods and food security. The CIA states that

fé seasonal herders, local herders and villagers without livestock all depend on multiple
ecosystem services, not all of which were identified as priority services when considered on an
individual basis. Risks of cumulative impacts are particularly high fort h e s e ¢ $pacfic . 0
measures were recommended to consult further and monitor the actual level of cumulative loss.

The ecosystem services recommendations were integrated into the Biodiversity Management
Plan, as recommended in the IESC gap analysis.'?°

122 Amulsar ESIA, Chapter 6.13, Potential Impacts and Mitigation Measures, Economics, June 2016.
https://goo.gl/xDXmADO.

123 Not included in the ESIA.

124 |pid.

125 Amulsar ESIA, Appendix 8.16, Community Development Plan, June 2016. https://goo.gl/LYGQgas6.

126 |pid.

127 |FC, Good Practice Handbook on Cumulative Impact Assessment and Management, August 2013.
https://goo.gl/lyS15MS.

128 Amulsar ESIA, Chapter 6.20, Potential Impacts and Mitigation Measures, Ecosystem Services Review, June 2016.
https://goo.gl/ldWC14.

129 Knight Piésold, Independent Review of the Amulsar Project Environmental and Social Impact Assessment v10, May
2016. https://go0.gl/hQ51t5.
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There was no consultation with directly-affected communities, including Gndevaz, as to whether
the VECs considered were those that the affected communities/people would have prioritized. It
is notable that there were no social or economic VECs identified for Gndevaz, while the tourism
economy of Jermuk was identified as a VEC.

The CIA process assesses predicted cumulative impacts on each identified VEC and comes to a
determination of the impact to the sustainability or viability of the VEC due to the cumulative
impacts and describes proposed actions based on the impacts associated with the Amulsar
project. The responses to discreet cumulative impacts identified in the CIA appear appropriate
and consistent with good international industry practice.

What is not discussed in the CIA or elsewhere in the ESIA, however, is the potential for the project
of having multiple impacts which affect the overall resilience of the Gndevaz community in terms
of social cohesion, social capital, or the vulnerability of specific groups. These issues and related
social dimensions of well-being were no t identified as VECs. I
consultation on VECs as central to the process of CIA.**° Because there was no consultation on
the VECs, IFC and the client cannot be assured that the identification of the VECs was appropriate
or complete.

CAO' s Assessment of | FC' s Perfor mance

CAO finds gaps in | FCébs approach to the sup
concerns of the population of Gndevaz, and the potential for the combined impacts of mine
development to affect the well-being and resilience of the community as a whole.

The ESIA and management plans have captured or addressed many of these impacts on a
discreet basis and the HIA, Ecosystem Services Review, and LALRP, among others, are
recognized as achieving a high international standard. In addition, CAO recognizes potential
positive impacts for the community.

Nevertheless, CAO finds that changes to the project design after 2013 led to a potentially
significant increase in impacts on the residents of Gndevaz. These changes required assessment
of the combined or cumulative risks and impacts of the various project components on the town
and its peopled with associated consultation, mitigation, and monitoring measures, beyond those
which are contained in the current ESIA.

CAQO thus finds that IFC lacks assurance that project impacts on the community of Gndevaz have

been subject t o an integrated assessment w hii

as required by PS1 (para. 7). This is a prerequisite for the development of mitigation plans as
required by PS1 (para. 15).

CAQO also finds gaps in IFC guidance associated with the Performance Standards in that it does
not elaborate on how to ensure that a full and integrated assessment of the combined or
cumulative social effects of a project is undertaken.

130 |FC, Good Practice Handbook on Cumulative Impact Assessment and Management, August 2013.
https://goo.gllyS15MS.
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4, Consultation and Engagement Processes, Access of Concerned
Stakeholders to Public Hearings, and Extent to Which Complaints
Have Been Reqgistered and Addressed

Issues Raised by the Complainants

The Lydian-01 complaint alleges that the company has not conducted adequate public
consultations, that complainants have been intimidated, and that IFC would not respond to their
concerns. The Lydian-02 complaint alleges that the concerns of complainants are not being
registered, specifically at the Gndevaz public hearings, and that information from the company is
manipulative.

The complaints about information disclosure and consultation associated with the land acquisition
and site selection processes (both related to PS5) are addressed separately in section VII.B.1.
This section focuses on the issues of the adequacy of consultation and whether complainants
were able to participate in, and have their concerns registered and addressed, through the
consultation and ESIA process, including the adequacy of the companyb s  @nce peogess.

Relevant Requirements

The 2006 Sustainability Fr ameinvestment ravew land early
supervision. However, | FC6s supervision of
until disclosure of the ESIA is assessed against the 2012 Sustainability Framework.

Pre-investment, the 2006 Sustainability Policy requi
E&S assessment to identify risks and potential impacts of a proposed investment. Effective
engagement is central to the objectives of the Sustainability Policy, which requires IFC to ensure
that free, prior, and informed consultation of the affected communities has taken place, both

t o

I FC

consul

res

through review of the clientds document anthe n

project is anticipated to have significant
community engagement enables the informed participation of the affected communities, leading
to broad community support (BCS) (para. 20).

I'n relation to | F®81ls(20@h reduies teeuclieatrtor ¢agyi ootneffective
stakeholder engagement during the life of the project, and to inform and consult with affected
communities and stakeholders more generally. Consultation should include information on both

I F

as W
mpact

ri sks and opportunities, and should be Aconducted

and accessible inf®Wyrmationdo (PS1, par a.

In relation to the ESIA process, the 2012 Performance Standards require that the client carries
out effective consultation: it should begin early in the ESIA process and continue on an ongoing
basis; be free of external manipulation, interference, coercion, or intimidation; enable meaningful
participation; and be documented (PS1, para. 30). PS1 further requires that, for a project with
potentially significant adverse impacts on affected communities, the client will conduct an
Informed Consultation and Participation (ICP) process. ICP involves a more in-depth exchange
of views and information and an organized and iterative consultation, leading to the client
incorporating into their decision-making process the views of affected communities on matters
that affect them directly, such as mitigation measures (para. 31).

PS1 requires that the client establish a grievance mechanism to receive and facilitate resolution
of affected communitieso concerns a b oguidvance
mechanism should be scaled to the risks and adverse impacts of the project and use an
understandable and transparent consultative process that is culturally appropriate (para. 35).
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| F CPreslnvestment E&S Review

Prior to investing, IFC considered that the client had a strong commitment to consultation and

community engagement. Notably, the project was presented to | Fb@ad Board
community support (BCS)d although no social analysis had been conducted at this stage. This

statement was derived from an observation of the investment staff who visited the project as part

of | FCO s oféhp Amulgar st |

| FC6bs 2007 ESRS i ncl ude 8ubltt Cansultation and Risclostire $trategy c | i e nt
(PCDS), which set out corporate commitments to consultation and disclosure in line with the

requirements of PS1. IFC noted that the client had a Public Consultation and Disclosure Plan

(PCDP) for its most advanced prospects, which included Amulsar; however, this was not publicly

disclosed. The ESRS stated that the client was committed to community engagement and

consultation activities in line with Performance Standards requirements.**! At the same time, IFC

noted that the client had limited internal E&S resourcesandwasa ct i vely seeking | FCQG
on how to address E&S issues and build up management capacity.

The ESAP that was agreed between IFC and the client at this point included a requirement for
the client to report annually on progress regarding public consultation and community
development. More specific actions to support implementation of the PCDP were, however, not
included.*3?

Il FC' s Supe6Genéera Engagenoeht Processes

| FCO s oftheciiestvs e n g awitk communities is evident in supervision documentation
from 2008 onward. An IFC supervision visit in 2009 involved a more in-depth review of community
engagement. At that time, four communities had been defined as directly impacted by the project:
Saravan, Gorayk, Gndevaz and Kechut. |1 FC0s 2009 supe

A

clientds approach t o Inparticutay ibspdcified thenngea tpe me n t

9 Scale up and formalize the community engagement process

1 Expand consultation beyond village heads

1 Expand consultation to other communities, with IFC identifying Jermuk as well as downstream
communities as potentially impacted

T Ensur e t hat rigvanee mechanismmwa®dsscloged and available to all four impacted
villages and to workers

9 Hire a Community Liaison Officer (CLO), as agreed.

Noting the need for the client to develop a more formalized ESMS, IFC also observed that the
client was not implementing its PCDP. CAO notes that | F Cguervision did not specifically
consider client performance against the requirements of the PCDP that had been prepared and
thatwassupposed t o ¢ uappdoach to boasultation aaddisdosure. The delinking of
| F Cgupgervision from the PCDP allowed | FC& s e v a tliena peifoormancentb remain
informal and ad hoc, rather than ensuring that structured, formalized, and planned consultation
and disclosure activities were carried out.

IFC first reviewedthe c | i ent 6 s gr i dovAmulsaein 20@9@nd gnovidedmuidance
on improving its functioning, accessibility, and scope.

| FC6s documentation f olih 200M inddgatech adwnceseir commsunity N~ v i S i
engagement, with the hiring of a CLO, establishment of the first Community Liaison Committees

131 |FC Investment in Lydian Resources Company Ltd., Environmental and Social Review Summary, May 2007.
http://goo.gl/3gx7hs.
132 | pid.
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(CLCQ) in the rural villages,**® improved promotion of the grievance mechanism to communities,
and production of a monthly newsletter. However, IFC continued to recommend a more structured
approach to consultation and disclosure, in relation to the ESIA process and more generally. As
a result, IFC and the client agreed that the client should contract an E&S specialist familiar with
IFC requirements to support the development of its approach to E&S issues including community
engagement.

Following this supervision visit, IFC noted that the PCDP had not been updated and required that
the client replace the PCDP with a Stakeholder Engagement Plan and a Community Investment
Plan. The updated ESAP mentions the ongoing absence of formal procedures or ability to submit
anonymous complaints as gaps in the grievance mechanism.

In the 2010 scoping study conducted by the external ESIA consultant, 12 of 28 (40 percent) of
the actions identified under heading of socioeconomics were targeted at addressing gaps in
stakeholder consultation.

Discussion of the functioning of the client grievance mechanismisc over ed in | FCés r ev
clientds r ep @01l and @012 as islidendificatiam of concerns from consultation

meetings. Notes on community concerns were first included in client reporting in 2011 and include

cyanide use, dust, noise, radiation, visibility, and water. IFC documentation also reports such

concerns for the first time in 2011. The CLCs are reported as functioning as an additional

mechanism to channel community grievances to the client for resolution.

Af ter | FCb6s 20 1twoiremgraated totheidevelopmeantoi partjcipatory monitoring

programs were added to the ESAP, including involvement of representatives from Jermuk in the

process.| FC6s documentation | at er infoomatordcentehimGndevadze c | i et
in 2013, local liaison assistants were hired, and the client developed a website in Armenian as

well as a monthly newsletter.

No complaints were recorded by the client in 20107 12, but the client reported two grievances in

2013, received through the existing grievance mechanism (suggestion boxes). These were

reported as having been resolved. No verification of this is documented, andthec | i ent 6 s r epor
to IFC does not identify the nature of grievances. IFC6 slocumentation does not include any

review of the effectiveness of the grievance mechanism per se.

After the CAO complaints were submitted in 2014 and against a backdrop of ongoing negative
press, IFC6 s s u p edocurmesitationn while stating that the company was progressing on
stakeholder engagement though increased focus and increased resources, observed that
community support may be fragile. However, this did not lead IFC to require additional outreach,
verification of opinions of the broader community, or development of different engagement
processes to bring new information into the stakeholder analysis.

CAO notes that the clientdés reporting of meetings
group representing the Lydian-01 complainants (Ecolur) in 2010. However, engagement with civil

society outside the project area was not included in the Stakeholder Engagement Plan until
development of the Broad Stakeholder Engagement Action Plan in 2014.13

ESIA Process and Outcomes

18] FC6s documentation notes that these CLCs, which include co
a monthly basis to provide updates on the project and discuss any concerns from the communities.

134 Knight Piésold, Independent Review of the Amulsar Project Environmental and Social Impact Assessment v10,

pages 5i 45, May 2016. https://qoo.gl/hQ51t5.
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In parallel to the general engagement process, two additional formal consultation processes were
carried out. The international ESIA consultation program resulted in ten meetings between 2011
and 2016.1* Meanwhile, 12 national-level EIA public hearings that were held at various stages of
the projectobés devel,agreg@radtby teetnationtlireguiptory procesdfdr the

granting of permits during the development of the project. As noted 1in | FCb6s

documents, early public hearings are likely to have suffered from the lack of consultation
experience of the project team and absence of expertise that was later incorporated both as staff
and as external consultants.

The intent of the ESIA consultations, in addition to informing affected people about the potential
risks and impacts, is to identify concerns and integrate them into the ESIA so that they are
assessed adequately. As identified in the assessment of environmental-related complaints in
section VII.A.1. of this report, the ESIA process picked up, assessed and provided findings in
relation to the key environmental concerns identified in the complaints. Where required, the ESIA
developed appropriate mitigation measures.

CAO notes, however, that the cumulative impact assessment was carried out as a desktop study
and was not accompanied by any stakeholder engagement and consultation to ensure that the
process had captured the priority valued ecosystem components as identified by the affected
communities. This issue is discussed in the previous section on Gndevaz.

CAO notes that there are indications that the concerns raised by critics were identified by the
company in the course of the ESIA consultation process, with the exception of specific issues
identified previously in this report. Specific responses to questions raised in meetings are found
in community newsletters and in printed material available at the Gndevaz Information Center,
providing further confirmation that the company has in many cases registered and responded to
issues and concerns raised. Further, in the meetings held by the CAO investigation team with
complainants, complainants mentioned attendance at public meetings and various questions they
had raised at that time.

CAO' s Assessment of | FC' s Perfor mance
IFC’s Pre-Investment E&S Review

CAO finds that IFC did not include in the ESAP sufficient requirements (deadlines, need for
adequate expertise, documentation, and reporting) to ensure that implementation of the PCDP
would be consistent with the objectives of PS1. CAO also notesthat| FC6s asser
project had broad community support was not supported by social analysis or expert opinion.

CAQ finds that | F C 6 s-invgstment review of issues related to consultation was not
commensurate to risk, thus being noncompliant with the requirements of the 2006 Sustainability

Policy.
IFC’s Supervision of the Client’s General Consultation and Engagement Process

The shortcomingsinl F C 6 snvgstment review contributed to gaps later identifiedi n t h e
approach to consultation, including non-implementation of the PCDP dur i ng I F
supervision of the project.

However, IFCi dent i f i

ed gaps i n t he ugelvision and bas wopkedrwitho
the client to bring it into compliance. I n

135 Three additional hearings were scheduled for review of the final ESIA, and took place after the CAO site visit and
after the ESIA documentation was finalized.
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needtobr oaden the reach of the cl i ennodtse scolnksa
raising questions as to the quality of the information being shared, and pushing for improved
capacity through use of external support.

CAQ thus finds IFC comp |l i ant wi t h i ts supervision r
community engagement and consultation activities.

IFC’s Supervision of the Client’s Grievance Mechanism

While CAO notes that IFC should have been more proactive to ensure inclusion of and

responsiveness to alll perspectives, Cppropriafei
oversight of the companyds grievance mechan
was hired. | FC provided advice to the clien

CLCs represented an effective mechanism that was culturally appropriate and functioned in
addition to the formal process for channeling community concerns and getting responses.

CAO finds that | FC took adeguate steps to
compliant with the requirements of PS1.

IFC’s Supervision of the ESIA Consultation Process

CAQO finds that across the range of consultation activities, IFC has worked with the client to ensure
that concerns from stakeholders were captured by the ESIA process and included in the final
ESIA. In particular, CAO notes that environmental concerns raised during the consultation
process were picked up and addressed in the ESIA, as presented in section VII.A.1.

CAQO finds that IFC took adequate steps to supervise and provide guidance to the client in relation
to consultation and stakeholder engagement around the ESIA process.

ds an o lc

equire

nds t
sm wh
t i n r

ensur e
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VIIl. Conclusion and Observations

This report considers IFC6 performance in relation to a range of community concerns regarding
the E&S impacts of the Lydian Amulsar mine in Armenia.

CAO finds that the majority of these concerns were the subject of appropriate supervision by IFC.
CAO notes IFC6 support to the client in preparing an ESIA that addressed the risks and potential
impacts of the mine in a manner that reflects good international industry practice. This is a
significant achievement for an inexperienced client working in a challenging country context.

At the same ti me, this report i dentifies shortcol
project.

CAO finds t {neestmentiE&Draview af the project was not commensurate to risk. In
particular, CAO notes a lack of early expert scoping of E&S risks and an overestimation of the
client 6s @mumapacityoeaddress E&S risks associated with mining projects in the
exploration phase. Given the complexity of the project, acknowledged gaps in client capacity, and
its lack of E&S track record, CAO finds that a more detailed and structured E&S action plan would
have been appropriate.

Weaknesses i n | F drivestment review translated into problems during the initial years of

supervision. CAO finds that I FC did not effective&bBy supe
requirements during the period between 2007 and 2013: in particular, the requirement to develop

an ESMS for exploration activities. Similarly, during this period IFC lacked assurance that the

cl i &S a8sessment processwasbeing conducted to | FCés standards

From 2013 onward, however, CAO notes a marked advance in | F C 6 pervison of the project.
The result was significant improvement in client E&S performance: particularly through the
development of an exploration phase ESMS and an international standard ESIA.

This report also considers a range of specific environmental and social concerns raised by the
complainants.

From an environmental perspective these included:

1 Risks of ground and surface water contamination

9 Seismic risks

I Radiation risks

1 Risks of contaminated dust deposition

9 Risks of impacts on rare and endangered species

I n relation to each of these issues, CAO finds th

was commensurate to risk.

I n relation to project i mpacts on biodiversity ¢
supervision was insufficient. As a result, IFC did not have assurance that the client was in a
position to meet the requirements of PS6 in relation to critical habitats. In this context, IFC

observed in 2013 that the <clientds e¥Xkegl aitcalti on a
habitat for the population of a critically endangered species, Potentilla porphyrantha.

Specific social concerns addressed in the report include the following:

9 Land acquisition and livelihood restoration
1 Potential impacts of the project on the brand of the nearby resort of Jermuk
1 Impacts of the project on the village of Gndevaz
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1 Consultation and engagement processes, access of concerned stakeholders to public
hearings, and whether complaints have been registered and addressed

Regarding land acquisition, CAO finds that IFC provided appropriate guidance to the client in
relation to a land acquisition program that prioritized negotiated purchases. CAO also finds that

| FCbs supervision provided reasonabl e assurance

Performance Standards in relation to livelihood restoration planning, which is required when
projects cause physical or economic displacement.

In relation to the resort town of Jermuk, CAO notes well-documented community concerns
regarding potential adverse impacts of the project on tourism. While Jermuk was not initially
considered to be within the area of influence of the project, CAO finds that IFC took appropriate
measures to ensure that this was the case when the client prepared its international ESIA. Further,
CAO finds that IFC assured itself that the risks of project-related environmental impacts on
Jermuk were low.

The reputation of Jermuk as a spa town is acknowledged to be associated with wellness, fresh
air, and tranquility. Project impactsd for example, those from blasting, visual disturbance, and
more general perceptions that arise from the mine's proximity to the townd were not subject to
an assessment that took Jermuk's reputation as a tourist center into consideration. At the time of
the CAO report, an assessment of impacts onJ e r mu k 6 @s altauristnddstination has been
undertaken only in relation to the issue of labor influx and not in relation to the broader potential
impacts associat ed wi th the t own & s aresatxGAO findsythatt IRC doeh

e

mi ne

not have assurance that potential impacts onJ er muk dés br and abaveabeehour i st

assessed and mitigated in accordance with the requirements of PS1.

CAO finds similars hor t comi ngs in | FC6s approach to t
village of Gndevaz. Gndevaz is the village most significantly impacted by the project because of
the location of project infrastructure on its lands and the proximity of the village to the
infrastructure. CAO finds gaps in | FCbébs approach to t
to risks to and concerns of the population of Gndevaz and the potential for the combined impacts
of mine development to affect the well-being of the community as a whole, as well as that of
particular vulnerable groups. These risks relate to social cohesion, socioeconomic inequality, and
potential pressures and health impacts from induced poverty as the village experiences influx,
land/livelihood loss, inflation, and social change due to the presence of nonlocal workers and new
economic beneficiaries.

The ESIA and management plans have captured or addressed many of these impacts on a
discreet basis, through the HIA, Ecosystem Services Review, and LALRP, among others. In
addition, CAO recognizes potential positive impacts for the community.

Nevertheless, CAO finds that changes to the project design after 2013 led to a potentially
significant increase in impacts on the residents of Gndevaz, such that required an assessment of
risks and impacts, with associated consultation, mitigation, and monitoring measures, beyond that
contained in the current ESIA.

In relation to consultation and stakeholder engagement processes, and implementation of a
grievance mechanism, CAO f i nds t hrwdstmdntré&viéve wap moecommensurate to

risk However, CAO notes that | FC identified gaps

and has worked with the client to bring it into compliance.

In light of the findings contained in this report, CAO will keep this investigation open for monitoring,
and will issue a monitoring report no later than one year after publication of this investigation.
CAO will monitor the situation until actions taken by IFC assure CAO that IFC is addressing its
findings of non-compliance.
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Appendix A. IFC Investments in Lydian International Ltd.

Investment date Currency Costin Io_qal Cost in U.s. dollars
currency (millions) (millions)
Aug-07 £ 1.000 2.024
Nov-07 £ 0.037 0.078
Dec-07 Can$ 1.250 1.242
May-09 Can$ 1.391 1.183
Jan-10 £ 0.047 0.075
Apr-10 Can$ 1.779 1.772
Sep-10 Can$ 0.400 0.389
Nov-10 Can$ 3.253 3.188
Dec-11 £ 1.250 1.952
Mar-13 Can$ 1.954 1.901
Mar-14 Can$ 1.731 1.543
Mar-15 Can$ 1.363 1.084
Total investments 16.430

Note: The company was originally listed on the London Stock Exchange. Hence the initial investments, as well as

related warrants exercises, were in British pounds (£).Because of a move from the United Kingdom to Canada as part
of the company6s | isting on -orhirvesfimentsan coores®hdng warrdbts exérasasge, f ol |

were in Canadian dollars (Can$). The table shows actual cash costs in both the local disbursement currency (£ or
Can$) and U.S. dollars.
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Appendix B. CAO Investigation Terms of Reference

January 8, 2016

€éThe focus of the CAO compliance process is on |F
investment, and whether or not IFC/MIGA complied with its own policy provisions to assure itself

of the environmental and social performance of its investments. CAO does not undertake a
compliance investigation of | FC/ MI GA6s client.

CAO discloses the findings of its compliance investigation in an investigation report to inform the
President and Board of the World Bank Group, senior management of IFC/MIGA, and the public
about its decisions and reasoningé

Scope of the Compliance Investigation

In its 2015 appraisal reports related to the Lydian-01'*¢ and Lydian-02*" complaints, CAO found
that a review of certain aspects of this project which relate to its nature as an early equity mining
investment might better inform the application of policies to this project as well as future projects.

In this context, CAO has decided to consider the issues raised by both the Lydian-01 and Lydian-
02 complaints together. The two cases were thus merged for the purpose of this compliance
investigation.

Gi ven CAOO6s rfoaus dfdhe EAO conipleance investigation is on IFC, and how IFC
assured itself of the environmental and social performance of its investment at appraisal and
during supervision.

The approach to the compliance investigation is described in the CAO Operational Guidelines
(March 2013),1%8 and states that the working definition of compliance investigations adopted by
CAO is as follows:

An investigation is a systematic, documented verification process of objectively obtaining
and evaluating evidence to determine whether environmental and social activities,
conditions, management systems, or related information are in conformance with the
compliance investigation criteria.

As set out in CAGOsCAQ@pwiallsatomeéporta compliance
investment in the client in relation to the issues raised in the complaint. In reaching the decision

to conduct a compliance investigation, CAO noted that IFC has, to date, only funded activities

that are preparatory to the construction of the mine, and that no decision on whether to fund
construction of the mine had beenmade. Nevert hel ess, CAO noted that |F
company had the clear objective of enabling construction of the mine. Subsequent to release of

the CAO compliance appraisals, agreements to finance construction of the mine have been

reached.

Inthe cont ext of | FC6s E&S p odndproceeses, CRGhadidentifiedd nc e St
the following specific questions in relation to the investment to include:

T Was | FCbés definiti on-ineebtmantrexiewpconmmjerswatewdahnd it s
the level of E&S risks and impacts of the project?

136 CAO Compliance Appraisal Report, Lydian-01, April 2015. http://goo.gl/GWpgZm.
137 CAO Compliance Appraisal Report, Lydian-02, April 2015. http://goo.gl/ddr6fv.
138 CAO Operational Guidelines, 2013. http://goo.gl/Hc46c8.
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9 Did the structure of this investment adequately consider the potential long-term E&S
risks impacts of the project and the likely changing risk profile over time?
T Was | FCb6s super vi s i mwdileda the project adequate? vi ng r i sk

The scope of the compliance investigation also includes developing an understanding of the
immediate and underlying causes for any non-compliance identified by the CAOé %°

¥The complete Terms of Ref er enchkttpioosyl/7aWwipg. | abl e on CAObds webs
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Appendix C. Project Timeline

Date Milestones, Events and Documents
2006
-- | Amulsar Exploration License granted
2007
Ma IFC appraisal site visit for initial investment (Kosovo sites and Amulsar site)
y Public Disclosure (ESRS and SPI)
June IFC Investment Review Meeting
Board approval i Project #25924
August First disbursement
November Additional investment
December Additional investment
2008
January Lydian listed on TSX Main Board (Toronto Stock Exchange)
June IFC first supervision site visit
2009
Januar ESAP update
y IFC Investment Review Meeting-Project #27657
March Public Disclosure (ESRS and SPI)
Board approval i Project #27657
May Additional investment i Project #27657
AugUSt IFC supervision site visit
g ESAP update i deadlines extended
2010
January Additional investment
Additional investment
April The Kosovo projectisdropped. Ly di an pur chases New
Armenian joint venture.
May ESIA Gap Analysis carried out by the international consultant
September Additional investment
ESAP update
November IFC supervision site visit
Additional investment
2011
August Project Pre-Feasibility Study released
October IFC supervision site visit
December Additional investment
2012
-- Lydian acquires 100% ownership of Amulsar Gold Project
September First Feasibility Study released
2013
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March Additional investment
June IFC supervision site visit
July IFCletter to Lydiands management reg
2014
March Additional investment
April First complaint received by CAO from 2 residents of Gndevaz and Jermuk,
P with the support of 9 national NGOs
July Second complaint received by CAO from 150 residents of Gndevaz
October Updated F(—;‘&!SIblllj[y' Study released
IFC supervision visit
November Mining rights approved for Amulsar operations
2015
March Additional investment
April CAOQ releases appraisal report in relation to Lydian-01 complaint
May Lydian discloses Amulsar ESIA v9
October IFC Supervision/Appraisal site visit
CAO releases appraisal report in relation to Lydian-02 complaint
November Lydian finalizes value engineering process
Lydian announces $325 construction financing for Amulsar gold mine (with
December : ,
Orion and Resource Capital Funds)
2016
Ma Lydian discloses updated Amulsar ESIA (v10)
y Final IESC review of the ESIA completed
June Government of Armenia approves amendments to mining right
Lydian announces formal construction decision at Amulsar
July IFC discloses SPI and ESRS (Project #37084)
October Lydian starts site earthworks at Amulsar
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Appendix D. Summary of CAO Findings

IFC’s Appraisal and Supervision

Pre-Investment E&S Review

CAO finds t hat | FCo6s E&S review d
commensurate to risk.

In the absence of E&S information from the client and lack of a site visit by an
IFC E&S specialist, expert scoping of E&S risks at Amulsar would have been
appropriate. CAO also notes an overreliance by IFC on statements of
commitment by the clientds manageme
acknowledged gaps in client capacity, and its lack of E&S track record, a more
detailed and structured action plan would have been appropriate.

CAO finds that | FCb6s E&S review was
Sustainability Policy (2006) para. 17.

As a consequence of t he-ingehtmanttE&D raview,c
CAO finds that IFC did not have sufficient basis to conclude that the company
would be in a position to comply with all IFC requirements by 2008, as
presented to the Board.

I n the context of | FCO6 s i n iBbdatagorization\
was appropriate.

Supervision

CAO finds that | FC6s supervision of
period 20077 13 did not provide assurance of compliance. IFC's commitment
of additional funds to the project during this period was inconsistent with the
requirement _under the Sustainability Policy that IFC consider remedies in
response to ongoing noncompliance.

| FC did not effectively #&severalcritidalESAPt
requirements during the period 20077 13: in particular, requirements to
develop an ESMS for exploration activities and to carry out independent
HSEC audits. Shortcomings in | FCb6s

contributed to adverse impacts during exploration. It was not until 2013 that
IFC made it clear to the company that further investments would be contingent
on the development of an appropriate ESMS for exploration phase activities.

| FCb6s super vi s improvedssignifitahtly fro;mr2@l3 ewards.
The result has been a clear i mprove
performance, in particular through the development of an exploration phase
ESMS. From this point on CAO ftinds
exploration activities provided adequate assurance of compliance.
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Environmental Issues

Specific risks of groundwater
contamination affecting the
fspaowaters (thermal springs)
of Jermuk, and increased risk of
contamination due to fracturing
from the pit and other blasting
activities

CAO finds that | FCb6s review of t he
potential groundwater contamination was commensurate to risk and resulted
in the development of appropriate action plan items.

Risks of water pollution from
the mine operations to the
Vorotan and Arpa Rivers, to
Kechut and Vorotan Reservoirs,
and the Lake Sevan catchment

CAO finds thaaf [tFhCed sclrieevntebws i nt er n
potential water pollution issues was commensurate to risk and resulted in the
development of appropriate action plan items.

Seismic risks to the security of
the heap leach facility

CAO finds tvhetw lIoECdherelientodos i
potential seismic risks was commensurate to risk and resulted in the
development of appropriate action plan items.

nt ¢

Potential for uranium to be
present in mined material,
causing radioactive
contamination and radiation
risks from radon

CAO finds that IFC took adequate steps to supervise the ESIA process in
relation to risks of radioactive contamination.

Risks of contaminated dust CAO finds that I FCb6s review of the
deposition on agricultural land potential impact of contaminated dust was commensurate to risk and

and on the village of Gndevaz resulted in the development of appropriate action plan items.

due to prevailing wind direction

Biodiversity and the presence CAO finds that 1 FCO6s review and sup

of Armenian fRed Booko
species

biodiversity during the period 20071 13 were insufficient.

IFC did not have assurance that the client was in a position to meet the
requirements of PS6 in relation to critical habitats.

Baseline studies undertaken to support the Armenian environmental
permitting process did not meet the needs of an international quality ESIA.
This was rectified in late 2010 with the engagement of international ESIA
consultants after which the significance of biodiversity impacts, including
during exploration, became increasingly apparent.

In this context, IFC observed in 2013 thatt he cl i ent 6s exp
had negatively impacted Tier 1 critical habitat for the population of a critically
endangered species, Potentilla porphyrantha.

During the post 2013 peri od, CAO fi
commensurate to risk and resulted in the development of appropriate action
plan items designed to minimize, mitigate and offset potential impacts of the
project on biodiversity as required by the Performance Standards.

Once impacts on endangered species were identified, IFC responded by
requiring biodiversity assessments and action plans as required by PS6 as
part of the ESIA process.
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Social Issues

Land acquisition and livelihood
restoration

CAO finds that I FC8&s supervision p
compliance with the substantive requirements of PS5.

IFC worked with the client to identify and address shortcomings in the
clientdéds approach to I and acquisit
ensuring outcomes consistent with the objectives of PS5.

r

CAO findst h at | FC6s supervision provide

compliance with the consultation and disclosure requirements of PS5.

IFC identified the need for stronger consultation, including in relation to land
acquisition in 2013 and 2014. IFC worked with the client to address these
issues in supervision, including through a third-party audit of the land
acquisition process, which was conducted in 2015 and concluded that
consultation and disclosure requirements had been met.

Impacts on Jermuk tourism

CAOfindst hat | FC6s supervision t he
impactsof t he project on Jer muk

commensurate to risk.

Adverse impacts on perceptions of the town are acknowledged as potentially
leading to reductions in visitor numbers. In this context, analysis of the
projectdbs i mpact on tourism was re
considered to be within the area of influence of the project, CAO finds that
IFC took appropriate measures to ensure that this was the case when the
client prepared its international ESIA. However, CAO finds that IFC does not
have assurance thatimpactsthatmay af fect Jer mukoés
centerd for example blasting noise, visual disturbance, and more general
perceptionsthat ari se from the pr @jhawe bedrs
adequately assessed.

0
0

f
s bran

q

Adequacy of assessment of
impacts on the village of
Gndevaz

CAQO thus finds that IFC lacks assurance that project impacts on the
community of Gndevaz have been subject to an integrated assessment
which considers dall rel evant E&S
This is a prerequisite for the development of mitigation plans as required by
PS1.

CAO finds gaps in | FCdbs approach t
relation to risks and concerns of the population of Gndevaz, and the
potential for the combined impacts of mine development to affect the well-
being and resilience of the community as a whole.

The ESIA and management plans have captured or addressed many of
these impacts on a discreet basis, and the HIA, Ecosystem Services Review,
and LALRP, among others, are recognized as achieving a high international
standard. In addition, CAO recognizes potential positive impacts for the
community.

Nevertheless, CAO finds that changes to the project design after 2013 led to
a potentially significant increase in impacts on the residents of Gndevaz.
These changes required assessment of the combined or cumulative risks
and impacts of the various project components on the town and its peopled
with associated consultation, mitigation, and monitoring measures, beyond
those which are contained in the current ESIA.

CAO also finds gaps in IFC guidance associated with the Performance
Standards in that it does not elaborate on how to ensure that a full and
integrated assessment of the combined or cumulative social effects of a
project is undertaken.

r

o]
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Consultation and engagement
processes, access of
concerned stakeholders to
public hearings, and extent to
which complaints have been
registered and addressed

CAO f i nds t {ingestmdntieBiéwsof igsues related to consultation
was not commensurate to risk.

IFC did not include in the ESAP sufficient requirements (deadlines, need for
adequate expertise, documentation, and reporting) to ensure that
implementation of the PCDP would be consistent with the objectives of PS1.

CAQO finds IFC compliant with its supervision requirements in relation to the
clientdéds community engagement and ¢

IFC identified gaps inthecli ent 6s per formance duri
worked with the client to bring it into compliance. In this context, CAO notes

| FC6s role in emphasizing the need
consultation activities. m@Aw@stiensast n
the quality of the information being shared, and pushing for improved
capacity through use of external support.

CAO finds that | FC took adeguate st
processes were compliant with the requirements of PS1.

| FC6s supervision showed appropriat
mechanism when the Community Liaison Committees (CLCs) were put in
place and the Community Liaison Officer (CLO) was hired. IFC provided
advice to the clientin relationtot he CLO6s function, &
CLCs represented an effective mechanism for channeling community
concerns and getting responses, in lieu of a formal process.

CAO finds that IFC took adequate steps to supervise and provide guidance
to the client in relation to consultation and stakeholder engagement around
the ESIA process.

CAO finds that across the range of consultation activities, IFC has worked
with the client to ensure that concerns from stakeholders were captured by
the ESIA process and included into the final ESIA. In particular, CAO notes
that environmental concerns raised during the consultation process were
picked up and addressed in the ESIA.
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