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MINISTER FOR MINING

15™ February 2007 L

The Leaders ;.

CMCA Core Group SR

C/- Ok Tedi Mining Limited . |
P.0.Box 1 : r |
TABUBIL oo
Westem Province o L o

My dear Leaders, ll ' { L

COUNTERPROPOSALS OF THE CORE GROUP TO THE SHAREHODER'S
ADDITIONAL OFFER TO THE CMCA PACKAGE

Firstly I wish te thank the Leaders of the Core Group for the time and effort spent on
analysing and preparing the counter résponse to fhe sharcholder’s offer. It is important that
we all continue to commupicate and comfribute constructively towards reaching a
consensus outcome that reflects a balance between benefits to the CMCA villages and the
environmental impacts in the region. * -

Once again 1 wish to remind all the _le.'a;ders that the National Government and the Ministry
of Mining is committed to assisting all the parties to find appropriate solutions to the
challenging issues that we now face in the CMCA Region. It is a fact that no one solution
will completely solved all our problems in the affected region. Another hard fact is that we
have to live within our means if we have to sustain foture benefits streams in the region for
the full extent of the pujne life. | *, :

Whilst appreciating the facts and the| sentiments that were well expressed by the Core
Group, the State and the relevant shartholders are also striving to find a balance between
the environmental impacts; henefits to'the communities and the economic viability of the
project. It has been a daunting task for the shareholders, however we are all determined to
arnicably progress forward with these chailenges.. -

Izt Light of the above remarks,‘the State and the felevant shareholders have cansidered the
counterproposals made by the Core Group and would like to respond accordingly. -
i ; HIEEN ! P .

1. The Government offe'r;;réla'ﬁhg' te the 5% of the Western Province People
Fand, el : ‘

a) We understax@élf:t]ﬁt“without 'a yesolution to the pyrite extraction

problem, ARP levels will become unacceptable and the mine will be
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a)

The PNGSDP Oﬂer

a)

forced to clase. Hnwever ‘we request that conditions assoclated with
Bige plpelma be. removec‘ﬂ and that the 5% share of fhe Western
Province’s Fumd be paid regardless from the 2006 wntil mine closure
whenever that may he

The condition attached to the NEC Decigion to allocate half of the 10%

Dividend Trust Fund to the new CMCA. entity is in fact a condition by |

nature. thether the State imposes this condition or not, the dilemmna is that,
the income to' this Trust Fund comes from dividend that is paid out to fne
shareholders when the operation becomes profitable. The fact is that, if the
mine’s Mine Waste Project and the storage of pyrite at Bige Is not
comstructed the mine will close and there will be no more mining operation.
Hence, no ‘profits and no ‘dividends will be paid out to sharcholders
including the 10% Dividend Trust Fund for Western Province. Therefore,
the new CMCA entity would get no dividend payments in 2007 and

thereafter, e¥tept-for half of the 2006 dividends which has already been

committed byithe NEC DEGlSlO]l To he clear, that amount is not conditional
on the Mine W@ste Pro;ect ,; S

We niso n‘eqkiés% ﬂimt iije 5% be paid divectly to the new entity.

As per the NEC Demsmn, ha]f of the 10% Dividend fund including half of

the 2006 d::v:clends will be allocated to the mew CMCA entity for

development pro;ects d.lrectly The allocation of finds to the new CMCA

entity for projects in 'thé' CMCA region will be done in accordance with the
10% Dividend Trust Account Deed of Trust.

»!'f"w Co
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2. The Shareholding — 50% inm*éase in CMCA offer

OTML’s mntributmn to a resolntmn is msufﬁclent and should be
doubled fromfthe currem 2.5% eqmty offer to 5%.

The call to mcrease ﬂle 2 5% equlty of the new CMCA entity to 5% is not
possible. Tlns Would dilute the, shareholding of the other sharcholders
further mcludmg the Natjonal Govemnment and is not acceptable. There are
some other comjplexities sun'oundmg the issue of share and I understand the
Menaging Darectnr of OTML will be presenting you with an alternative
improvement { to th]e CMCA 'Payments in response to your request.

;%1
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We seck ganaramme ﬂmm PNGSDP that the new CMCA entity will
have the ]eadirxg role in the decision making for the funds committed to
the new enn and, if possible, tlmse fund should be paid directly into
the proposed enuty L

As a matter of polmy PNGSDP encovrages communities to take the lead in
developing and talqng ownershp of programs and projects which directly
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affect them and their comrounities. This “leading™ role takes several forms
including providing funding for projects, managing and providing
community iparticipation,r and generally in ensuring successful
unplementahon of pm_] ects and im the sustaining these projects.

FNGSDP mshes to estabhsh and work in paxtnershlp with the proposed new
CMCA enhty, the cuent CMCA Trusts, the Local Level Governments and
Disirict Adwministrations, the Fly River Provincizl Govemnment and the
National Government. It is a requirernent of PNGSDP’s Program Rules that
communities ‘and - commumty organisations such as the proposed new
CMCA entity consent to apy development program or project before
implementation can proceed. This consent will be required in the form of a
Project Fundmg Agreement

PNGSDP also pmpgses to engage in a dizlogue with the proposed new
CMCA ennty to ldentlfy objectives and priorities, agree to specific
programs' and !projects within these priorities, identify the best strategy and
method for ;mplemcntmg ‘the programs and projects, and how such
programs and pro;acts should be ﬁmded

P ': Vi
In cons1denng thig’ matter we should also recognise the role of the National
Government and the Fly Rlver Provincial Govemment as their consent and
partlctpahon mll ni:ea:n that additional funding resources including from aid
agencies, Wﬂl be avmlable t¢' meet development costs as well as
mmntenanca zén G currcnt oosts for these programs and projects.

it piireddon

PNGSDP’s, com:mtm it wlnch wWas conveyed to the CMCAs by the
Minister for Mxmng and which was endorsed by the Natiopal Executive
Couneil is fox a commitment of K 18 million per year or 2.5 % of the net
Dividend recéived by PNGSDP from OTML (not gross dividend) from 2007
to 2013 and that is a commitment of project funding. This K 18 million per
year will therefore also include all projects including those to be
implemented lby PNGSDP’S subsidiary companies like PNGMFL, PNGSEL
and PNGSIL as’ well as'maintenance of the Tabubil-Kiuga Highway if this is
agreed to by all parhes mcludmg the Fly River Provincial Government and
the National Govexmnent ‘There will be no cash payments directly to the
CMCA entity! ; Pa]m:lénts will be made du’ect.ly te project partners who
fmplement the pro;ect AR

_As a sncce;isor ;. enhty for the soclal and economic sustainable

development henaﬂtsﬂof the Ok Tedi Mine, we request that PNGSDP
guarantee tlfe K 18 million per annum [and or more] for the planned 40
years lifespan of the PNGSDPL

The Program | Rules of the Company clearly state that the Board of PNGSDP
is amhorised’ to demde on the allocauon of funding from the Long Term
Fund for susi!mnahla dpvelcpmcnt purposcs at the time of Mine Closure.
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or guarantee ﬁ:mndmg for the proposed new CMCA. entity for the period after
2013 {the cmam: planned date for the Mine Closure).

Having said this, PNGSDP remains commified to continue discussions with
CMCA Cﬂmmumtles, OTML, the Fly River Provincial Government, and the -
National Governftent about ways ix which critical infrastructure and
services in the CMCA comdor area can be maintained.

l

Financing for prujects alrea:ly planned, should Bot come from the 13

. million per apnum committed by PNGSDP. For example, the

PNGSDP’s Board chair has already committed fo maintain and
fmprove the Ilhﬁghway and we wonld amticipate this funding to come
from PNGSD§’S uﬂhen‘ source of funds.

JIF

As we have outlmed ‘above, the K 18 million commitments per year will .

only inchide the confribition made by PNGSDP for projects being
implemented within- the - river corridor areas including those under
implementation by PNGSDP subsidiaries and other entities. If a PNGSDP
submmary ke, PNGSEL is able to develop rural electrification projects
using finds ﬁ'om othier sources, then this would be additional to PNGSDP's
K18 million CGIDmlilIlBI];t i '
Regarding the Teblibil — Kmnga nghway, cu:rrenﬂy this is the responsibility
of OTML. The future mainténance of this Highway after Mine closure and
its funding w:ll ‘need Ii’o ‘be discussed with the Fly River Provincial
Government ancji the Nahonal ‘Govermpent.

Furthermore, VJlﬂl the support that its subs:dla.ty compamw are able to -

provide, espemally PNGSEIL and PNGSIL, PNGSDP airas to secure the
commitment Of aqdlhnnﬂ funding commitments for critical infrastructure
services ﬂomz the Fly River Provincial Government, the National
Coverement, a1d donors such a5 the World Bank, and private investors
(which also need such mfrastructure)

Unused fandi
when it is reat’;ly
dh ’ : '
All funding cé:rmmtted ‘1o the CMCA Cummumties for projects remain
available and accumulate from year fo year. This includes fimding which
has not been committed or spent on projects during the period 2007 to 2013
which would be avallable for p!‘Q]ed'S benefiting CMCA. Comrnunities.

. ould accumulate and be set aside for the new entity

We ask that PNGSDP L pmude additional annowal funds for the
operating expefases of thp npw enhty heyonﬂ m:ma closure.

PNGSDFP has Iat the request of the Govcmmcnt agreed to fund the

consultancy for establishing the proposed new CMCA entity. The question

of finding of the proposed new entity should be considered under the
consultancy. U;:;t_ll then, I?NEESDP is unable to agree to this proposal.
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We ask fhat Govermment estsblish a realistic contingency fund or
insurance fumd for major environmental or health disasters.

The National Government bas approved under the Mining (Ok Tedi Mine
Continuation (Ninth Supplemental) Agreement) Act 2001, more specifically
under the Ok Tedi Mine Closure and Decommissioning Code 2001, a
specific Finanicial Assurance Fund estimated at US$100 miltion. OTML. is
obligated to review this amount to reflect how much it will cost to perform
the Mine Closure Plan and this amount must be acceptable fo the State.
Fuiure Mine Arca Rehabilitation and appropriate environment compliance
mouitoring and mitigation strategies to preveant possible environment
disasters are rélated cost components of the Financial Assurance Fund.

We understiand an additional 1.25% may be available from the Tax
Credit Schelne and request that those monies be comumitted to the
affected corridor. T

B oL
The Tax Credf_i't Scheme (TCS) is a National Government Scheme designed
for the mining companies to assist the host Provincial Governments of
mining development projects to nndertake community impact projects
throughout thie Province including the mine impacted areas. Projects
submitted for fonding under TCS are considered on 2 case by case and no
special allocation of TCS fimding will be made to one particular location.
The new CMCA. entity may .also submit some of its'specific projects for
funding under TCS in the future. Currently, the rate is set at 0.75%, except
for special projects such as the Highlands Highway which is sef at 1.25% as
the highway ?mes several Provinces. .

' o Cod C

We request that Government and OTML identify imcreased contraet
opportunities for Landowner companjes.

This is an 1ss§e forOTMLand the compsny is already addressing it through
its business qﬁyeiqpme'nt programs, targeting CMCA. landowner companies.

N RS B .
In response to the Lower._Oll _E'lfedi’s separate letter my response is as follows:

The compensation regime :ﬁfﬂael;ower Ok Ted1 is now governed by three documents:
The Mining (Ok Tedi Restated Eighth Supplement Agreement) Act 1995, which
creates the system of _gméral compénsation administered by Heduru Limited and
bars further liﬁgatio;ﬂf over environmental claims; '

Lower Ok Tedi Agrk:ément, which pmwdes for additional compensation in the

Lower Ok Tedi; & §; -

fagés of 6




¥ax rreom

¢ Mining (Ok Tedi Mine Continmation {(Ninth Supplemental) Agreement) Act 2001 ,
which gives the force of law to the CMCAs, including the Lower Ok Tedi CMCA.

The effect is that the Lower Ok ‘Tedi villages receive:

o (eneral COmpmsaﬁoni? :
e Lower Ok Todi Agreement compensation

- CMCA Compensatian..

el en CEAwetr e e

The CMCA Compensation 15 basd on enﬁram:uental predictions. Where they are exceeded . -
the CMCAs provide that the parties will negotiate a coirespanding increase in the

compensation to be paid,
* The CMCAs provide that this 1s—ﬂ1esoleavenue to address changes in compensation
paymenis, P o L
P v
1K P b : - i
g BT I - . .

Finally 1 reiterate that the sp‘éc:iﬁp responses above. have been tajlored considering the
difficulties in reaching a balance between benefits ‘to the comumunities, environmental
impacts and the ecanomic viability of the Ok Tedi project. It is a major concern for the
National Govemment and the respective shareholders that a delay in reaching a satisfactory
conclusion on the additional offer made by the shareholders will deny the CMCA
commumities from realising the increased benefits already anmticipated in the review

PIOCESS. ‘ i* _
o 1 .
Yows sincerely, . é SR A

T L
HON. SAM AKOITAL, MP |-
Minister for Mining t

cc:  Rebert Igara, CEO, PNGSDPL- .
Keith Faulkner, MD, OTML . AT LI
Sir Arnold Awmet, Legal Advisor to the CMCA Delegates
Poter Adler (Keystone) .. . . 1
Martin Brash (Tanorama)

b

Beno Bocha, Independent Observers . L
All Delegates —~ CMCA Review Working Group
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