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Message to the Readers
We hereby present the 2006 Social
Report of Siberian Coal and Energy OJSC.
This is the Company's second report compiled
with reference to the international standards
of GRI (Global Reporting Initiative).

develop innovative, safe and competitive coal
mining and processing, and coal-fired power
generation vigorously. SUEK invests in continuous upgrading of skills at all managerial
and operational levels.

The report highlights the activities of
SUEK in the field of corporate social responsibility and discloses the Company's goals and
practical deeds in the area of human
resources and contacts with local communities, environmental protection and improvement of occupational safety.

The objective indicators testify to SUEK
being well on track: in 2006 the Company's
enterprises raised the coal production rates by
6% reaching nearly 90 million tonnes. SUEK
increased its share in the volume of coal produced in Russia and in exports, significantly
strengthening its positions as a leader of
Russian coal mining.

We proactively implement the principles
of corporate social responsibility and sustained development widely pursued by the
international business community. One of the
instruments used for this purpose is the
Social Report whose main goals are:
- to analyze the Company's social performance from the standpoint of
international standards;
- to ensure efficient feedback channels:
use the results of the analysis and
comments received when introducing
modern instruments of social policy
and the best examples of corporate
culture into the Company's practices;
- to conduct a dynamic and constructive dialogue with stakeholders.
SUEK is Russia's biggest coal producer
and a strategic investor in the energy sector.
Our mission is to be a reliable energy supplier for our customers, improving the living
conditions for future generations. Our strategy is aimed at achieving leading positions in
Russian and international energy sectors,
maximizing the synergy between coal and
energy sectors, and ensuring the dominance of
technical and managerial innovations and high
financial stability. The Company plans to
6

The Company implements a large-scale
investment program: in 2006 the investment
volume amounted to USD265 million, a 26%
increase over the previous year. The investment areas include acquisition of up-to-date
tunneling equipment, development of infrastructure for coal transportation, construction
of coal processing facilities. The implementation of the investment programs is expected to
enhance the Company's competitiveness and
efficiency.
In 2006 the Company put considerable
effort into enhancing the efficiency of its corporate governance and the structure of business processes, and into the development and
introduction of corporate standards. SUEK has
started to develop an integrated system of risk
management and to introduce the uniform
ERP system at all enterprises of the Company.
All these undertakings increase the
Company's value and its attractiveness for
investors.
SUEK's achievements and implementation of its long-term plans are based on wellcoordinated and highly productive work of
the Company's employees. Labor relations at

SUEK--rest on the principles of social partnership; the Company takes steps to improve the
quality of life of its employees and their families. In 2006 the wages at the enterprises and
the branch companies grew by more than 15%
on the previous year. The company carries out
housing projects for its employees, and administers social benefit packages established
under the collective contracts and agreements.
In 2006 the Company actively participated in
the development of the Federal Industrial
Agreement for the Russian Federation coal
mining industry, which will be governing the
social policies in the sector through 2010.
SUEK puts much effort into creating
conditions favourable for realizing the potential of each employee. The Employee Code of
Conduct adopted in the reporting year contributed to the formation of positive business
environment at the Company. The system of
employee rewards is being improved consistently. The Corporate University carries out a
range of educational programs for the staff
between the senior management level and
supervising foreman's level.
SUEK attaches paramount importance
to enhancing occupational and industrial safety. The Company's management takes care of
all components of occupational safety: personnel training, deployment of equipment for
monitoring gas levels in mine workings, emergency resilience programs, technical re-equipping and organizational arrangements. The
LTIFR index employed by coal business internationally is included in the incentives of all
key managers at SUEK, which makes SUEK
different from many Russian companies. A

20% decrease in the rates of occupational accidents at the Company in 2006 proves that the
Company is progressing in the right direction.
Regional authorities have repeatedly cited the
Company as a benchmark with respect to
raising the levels of occupational safety.
In 2006 the Company adopted the
Environmental Policy and a five-year
Environmental Àctivities Program. SUEK is
aware of its responsibility for preserving a
stable environmental balance for the current
and future generations. The Company
assumed clearly-defined responsibilities in
terms of reducing and preventing the impact
on the environment and spelled out its goals
with respect to use of natural resources,
nature conservation and environmental safety.
The Company contributes a lot to social
development of the areas where its enterprises are located. SUEK has agreements on
socioeconomic partnership in all regions of
operation. By helping to implement high-priority national projects and regional social programs in the spheres of education, healthcare,
housing construction and public utilities,
SUEK applies in practice the principles of corporate social responsibility.
Doing its best to satisfy the present and
future energy needs of Russia and other countries, SUEK is engaged in a constructive dialogue with all stakeholders in order to promote productive cooperation, trust and partnership relations.
We invite you to take part in the dialogue!

Alexander Landia

Vladimir Rashevsky

Chairman of the Board of Directors

Chief Executive Officer
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SUEK Today
Siberian Coal and Energy OJSC (SUEK) is the
biggest Russian coal producer, who makes big strategic
investments in the energy sector. Producing about 30% of
Russian coal SUEK is the leader in Russian coal exports
– the Company is responsible for about 25% of coal
exports to more than 30 nations of Europe and the AsiaPacific region. SUEK is the only Russian company among
the top ten global coal-mining corporations.
The company occupies a steady position on the
market and develops dynamically. SUEK's overall registered in-situ reserves exceed 10.5 billion tons, with 8.7
billion tons of commercially viable resources. According
to the Company's estimates, these reserves will last for
65 years.
Geographically diverse, the Company's coal assets
are located sites with the main coal-mining regions of
Russia. These reserves are very well explored. SUEK operates underground and surface mines
in the licensed sites with coal fields located in the Kemerovo, Irkutsk and Chita Regions, the
Krasnoyarsk, Primorie and Khabarovsk Territories, and in the Republic of Khakassia and Buryat
Republic. The most viable reserves of brown coal fit for surface mining are concentrated in the
Berezovsky-1 and Borodino surface mines. Big reserves of quality steam coal are concentrated in
the Mugunsky surface mine (the Irkutsk Region) and the Kharanorsky surface mine (the Chita
Region). High-quality hard coal is produced in the Tugnuisky surface mine (the Buryat Republic).
The Beiskoe hard coal field in the Minusinsk basin (mined through the Vostochno-Beisky surface mine, the Republic of Khakassia): hard coal reserves in this field exceed 500 million tons.
Hard coal reserves for underground mining are mostly concentrated in the mine fields of the
Kuznetsky basin (the Kemerovo Region). The overall volume of coal reserves in SUEK mines in
Kuzbass amounts to over 2.1 billion tons. The most promising subsoil plots are located in the
Sergey Kirov (the Leninskoe field) and Taldinskaya Zapadnaya 2 (the Taldinskoe field) mines,
and the Kotinskaya and Sokolovskaya No. 7 mines (the Sokolovskoe field). Uralugol OJSC in the
Khabarovsk Territory operates the site of big (387 million tons) coal reserves fit for underground
mining.
The advantages of the fields consist in geologically and geographically favorable production
conditions. About 70% of the coal is produced in surface mines, with the seam depth no bigger
than 200 metres. SUEK-produced coal features lower
sulphur content than coal from other producers trading
on world markets. One of the key priorities of SUEK's
investment strategy is introduction of new industrial
processes using clean technologies of coal mining and
processing.
SUEK is the strategic investor at Kuzbassenergo
OJSC (TGK-12), Yeniseiskaya TGK OJSC (TGK-13), Far
Eastern Energy Company OJSC (Dalnevostochnaya
Energeticheskaya Kompaniya).
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SUEK's biggest investment project is construction of a
new bulker terminal Vanino at Muchka Bay in the
Khabarovsk Territory. The new terminal is to be
launched in 2008, and when the design capacity level
is reached, it will be handling 12 million tons of coal
annually.
Today there is a shortage of port facilities for eastbound carriers, and the construction of the terminal
opens up new opportunities for SUEK to increase
exports to the dynamically growing market of the
nations of the Asia-Pacific region (APR).
This project is a bright example of the advantages pertaining to the public and private sectors' partnership.
SUEK is responsible for construction, maintenance and
operation of the bulker terminal, and for having it
attain its coal transshipment design capacity. Russian
Railroads OJSC will be working towards increasing the
throughput capacity of the railways, while the terminal will ensure more workload for the Baikal-Amur
Mainline. The Khabarovsk Territory is to benefit
greatly from getting new employment opportunities
and a new skilled workforce.
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Social Reporting in the Company

SUEK's first corporate social report was published in 2006 and covered the period
of the Company's formation and development from 2001 through 2005. The report
is available online (see http://www.suek.ru/page.php?id=273), having also been
presented to:
- administrations of the regions where the Company operates;
- local, regional and central branches of trade unions;
- representatives of business community;
- expert community;
- business forums, at conferences and in the media.
The report is included into the
National Register of Corporate NonFinancial Reports1 of the Russian Union
of Industrialists and Entrepreneurs
(employers). According to the Register,
SUEK is the only coal producer that has
issued a corporate social report.
Pursuant to the decision adopted by
the SUEK Board of Directors on preparation of corporate social reports, the second report covers the Company's performance in 2006.
The report is compiled using the
Sustainability Reporting Guidelines (GRI)
(third version, 2006), GRI Mining and
Metals Sector Supplement, Pilot Version
1.0, and follows the principles of the
Social Charter of Russian Business. The
consolidated tables matching the report
against the indicated guidelines and principles are presented in the Annex to this
Report.

Compliance with the Global Reporting Initiative
The sustainability report based on GRI principles presents the
Company's activities over the reference period within the context of its
development strategy, governance approaches, and socioeconomic
results.

1 National Register of Corporate Non-Financial Reports is a database of non-financial reports of organizations operating in the Russian Federation.
For more information go to: http://dsp.rspp.net/index.php?id=228&id_r=238.
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SUEK is guided by its chosen priorities in the area of sustainable
development, tying it in with the local conditions in which its enterprises operate and the front-burner issues facing the coal industry in Russia
and internationally.
The Company's understanding of the goals of
sustainable development as related to the
strategic goals of business development
includes the following:
- Innovative approaches to organization
of production processes; the highest
level of service for clients in all segments of the business
- Financial stability, efficient risk management
- Social and environmental responsibility and corporate governance matching
the world standard
- Continuous improvement of occupational safety
- Continuous improvement of personnel
skills

GRI application level
The report corresponds to C+2
level of the Sustainability Reporting
Guidelines.

Report verification
External audit of the report was
carried
out
by
Bureau
Veritas
Certification Rus. The audit report is
published herein.

Application of GRI principles

Materiality. The preparers of the
report analyzed all external and internal
factors influencing the Company's activities, and compared major changes that
occurred in 2006 against the reports of
the world's biggest mining companies.
Eventually, the issues were identified, which the Company sees as
essential for major stakeholders.

G3 standard disclosures – description

Indicators used:
1.1, 1.2
2.1–2.10
3.1–3.8, 3.10–3.13
4.1–4.4, 4.8, 4.9, 4.13–4.16

G3 data on management approach

For data on management approaches see the following
pages:
Economic performance – pp. 26–28
Social performance – pp. 33, 51–52, 61
Environmental performance – p.71

G3 performance indicators and performance indicators of sector supplements

Indicators used:
ÅÑ8, EC9
EN7, EN8, EN10, EN16, EN20-EN23, EN26
LA1, LA5-LA7, LA9, LA11-LA12
HR6, HR7
SO1
ÌÌ10, ÌÌ12, ÌÌ13

2 The report incorporates the disclosures and performance indicators required by the C level of the Sustainability
Reporting Guidelines; since the report was checked by an external independent auditor, the Company assesses the
Guidelines application level as C+.
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Inclusiveness. This report is primarily aimed at the widest range
of stakeholders, which is in line with the Company's development strategy. However, a significant portion of the reported data addresses the
target audiences whose importance was established in the first social
report3: the Company's personnel, the federal, regional and local authorities, trade unions and SUEK's trade partners.
Sustainability Context. The most important reporting question
related to sustainable development is what contribution the organization makes or intends to make to the economic, environmental and
social processes at the local, regional and
global levels in the context of the chosen
Objectives of SUEK's corporate social
business strategy. The report reflects the
reporting:
Company's position and the results of the
Company's activities in terms of these
three components of sustainable development: a special emphasis is placed on
such issues as coal utilization for the
energy sector, improvement of coal quality, solutions for industrial safety and gas
drainage from mines, enhancement of
efficiency of social investments.

- To present the Company's strategy as
the strategy of the leading Russian
coal and energy company striving to
become a leader in the world energy
sector
- To present main characteristics of the
social policy and social responsibility
for the reference period and in
progress
- To promote the expansion of dialogue
with stakeholders, to strengthen
“feedback
channels”
for
the
Company's personnel and partners
and representatives of the state bodies and society

Completeness. The scope of the second report remains the same as that of
the first one: the report presents data on
the main coal mining and service enterprises operating in eight regions of the
Russian Federation (see the map). During
the reference period the Company's
structure experienced no impactful changes able to influence the completeness of the report.

The Company's social responsibility principles: continuity and development
In its day-to-day operations, working on strategic planning and
developing targeted programs SUEK is guided by the principles of
social responsibility formulated with reference to the priorities of sustainable development of the Company and society. SUEK's first report
featured general principles and four main directions that formed the
content of corporate social responsibility. The Company's activities in
2006 reaffirmed its adherence to the chosen principles.

3 “Path to sustainable development: 2001–2005”: Corporate social report of SUEK OJSC. The “Principles of corporate social responsibility” chapter, p. 39.
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Striving to improve the quality of reporting, the Company employs the following
methodological approach:
- the main method: from description of
existing practices – to their comprehensive analysis;
- the findings from the analysis of the
reported activities are used to ensure
continuous improvement of the
Company’s social and environmental
policies;
- development of the format of dialogue
with the stakeholders used as an
instrument helping the Company to
involve a broader range of stakeholders and to improve their satisfaction.

The Company strictly adheres to
the legislative provisions and observes
ethical norms in its conduct of business –
the introduction of the Employee Code of
Conduct adopted in 2006 has contributed
much
to
this
(see
[http://www.suek.ru/page.php?id=292]).
The Company strives to eventually
bring its activities in line with the international standards in terms of its social
responsibility and sustainable development.

The Company considers as essential
the principles of social responsibility to
the personnel, because enhancement of
professional competencies, growth of
welfare and creation of safe jobs are the
factors determining the sustainable longterm social and economic development of SUEK. The year 2006 saw the
development and launch of programs designed to help the employees to
adopt the uniform corporate values and to grow together with the
Company.

A high priority is placed on occupational and industrial safety,
since the emergency risk in underground mining remains a very pressing issue for the industry. SUEK continuously improves its system of
industrial safety management, which, fully compliant with the provisions of the Russian Federation legislation, also includes several additional measures aimed at prevention of emergencies and alleviation of
their consequences.
SUEK strives to provide its customers with high-quality and
high-demand products. Accordingly, the Company carries out largescale investment programs designed, among other things, to improve
the quality of the products, to apply up-to-date coal cleaning technologies, to finance research and development projects enhancing production environmental safety and fuel efficiency. The Company believes
that coal is to play the prime role in the
future low-carbon energy structure. So,
today SUEK is already developing plans
Practical application of the principles
for "clean coal" production and trying to
of corporate social responsibility proreach equilibrium between production
motes:
expansion and environmental impact.

- the Company's sustainable development and implementation of its
long-term strategy;
- stable and faster growth of the
business worth, and investment
attractiveness of SUEK .
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One of the key elements of SUEK's corporate policy is building
responsible relations with its counterparties and business partners. The
Company treats each of its commercial partners individually, building
the relations on the principle of informational openness and transparency and, in addition, striving to meet the most stringent requirements
with respect to the quality of delivered products.
SUEK is aware of the need to contribute to strengthening the
social sustainability in the regions of operation and responds to the
needs and problems of the eight regions of Russia where its enterprises operate. Considering the fact that the Company's operations can lead
to disturbance of the natural and perhaps cultural landscapes too,
SUEK tries to engage in dialogue with residents of coal mining regions
in order to find, wherever possible, middle-ground solutions and to
make balanced judgments about possible economic and social impact of
its operations. The second report presents more fully the Company's
projects and activities promoting positive changes in urban and rural
areas. The Company believes that these efforts form the social capital
in the regions – the foundation of future stability and growth.

Content of the second social report
The report presents consolidated information on the Company's operations in 2006
highlighting the main items and priorities of the long-term strategy. Considering
SUEK's intent to become the Russian industry leader in utilization of “clean” technologies of coal mining and processing, the report presents information on the
Company's efforts in this area. The Company also plans to increase the rates of coalfired power generation in the energy sector taking into account modern tendencies
in the international coal sector development, which are reflected in the report as well.
The Company continuously improves the quality of corporate governance and
upgrades its business processes – a big portion of the report highlights these points.
SUEK strives to become one of the best employers in Russia – the report highlights
the efforts taken and managerial solutions used by the Company when investing into
human capital.
A special emphasis is placed on the issues of healthcare and ensuring of occupational safety – these are essential corporate values.
The company employs modern forms of social partnership with local communities.
The report presents main programs and projects, as well as principles underlying
these efforts.
The important issues include the Company's responsibility to society for environmental conservation: the report provides information on steps taken by SUEK to minimize negative impact on the environment.
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SUEK: Key 2006 Results

Integral indicators
In 2006 SUEK's enterprises produced 89.7 million tons of coal,
which is a 6.3% increase over 2005. In 2006 SUEK's coal shipments
increased by 7% and reached 85.7 million tons. The exports rose by 26%
over the past year, while domestic sales increased by 2%4. The largest
international consumers of SUEK coal are the UK, Korea, Denmark,
Japan, and Finland. In the international markets the Company's positive outlook is secured by growing coal consumption. The coal shipped
by SUEK is of high environmental value and that gives the Company
additional competitive advantages. In 2006 SUEK was the first ever
Russian company to become a member of GlobalCOAL, the world's
largest coal trading system.
The book value of SUEK's assets was up 49% against 2005 reaching RUR102,927 million in 2006; the revenue grew by 44% (from
RUR44,454 million to RUR63,985 million).
The long-term financial investments also grew by 76%, reaching
RUR33,467 million. In 2006 SUEK's investment outlay reached
RUR7,216 million (USD265 million). The Company's actual investment
outlay increased by 26.4% (RUR1,524 million), compared with 2005.
SUEK's tax payment policy is based on Russian legislation
requirements and the principle of tax payment at the place where value
is created. In 2006 the Company paid nearly RUR11 billion in taxes to
budgets of all levels.
In 2006 SUEK allocated RUR530.4 million for the implementation
of its regional social policy, including ca. RUR400 million under socioeconomic cooperation agreements with regional authorities. The
employees' wages are indexed regularly. In 2006 an average wage at
SUEK companies increased by 15.3% from 2005 and reached RUR14,000.
The environment protection is one of the Company's priorities. In
2006 SUEK allocated RUR352 million for these purposes.

Corporate structure improvement
The current changes are aimed to secure the following:
- the Company's transparency for shareholders
and investors;
- a firm legal basis for the management system;

SUEK's development
strategy makes provisions for radical modernization
of
the
Company's corporate
structure to adhere to
the standards of the
world best energy
companies.

4 The difference in the indicators dynamics can be explained by peculiarities of the industry's development
in Russia. – See “The Coal Mining Industry Outlook” Chapter – p. 23 of the Report.
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- reliable and effective risk management;
- conditions for capitalization growth;
- the corporate structure flexibility allowing for modification at
minimum costs in the shortest possible time when the strategy
is being changed.
SUEK's corporate restructuring plans announced in 2005 included
formation of large coal mining regional associations within the
Company. In 2006 the formation of SUEK-Kuzbass OJSC, SUEKKrasnoyarsk OJSC and SUEKKhakassia LLC began. By now this
The scale of production is of great imporprocess has been completed. The
tance for the improvement of economic
regional associations include coal minresults in such capital-intensive industry
ing and transportation companies. The
as the coal mining sector. Therefore the
new structure will allow the Company
mergers of SUEK subsidiaries significantto enhance its managing ability and
ly strengthen SUEK's competitiveness in
increase corporate control over the
the domestic and international markets,
subsidiaries, form a clear and transand also open up new vistas for the
parent structure of stockholding and
Company's business development.
asset management. In the course of
further restructuring it is planned to
increase the efficiency of subsidiaries management
and improve the production and sales efficiency.
The Company's plans
include the development of
innovative and competitive
coal-fired power generation
on
the
basis
of
Kusbassenergo
OJSC
(TGK-12), Yeniseiskaya
TGK OJSC (TGK-13), and,
possibly,
Far
Eastern
Energy OJSC.

Power block reform
In 2006 SUEK began reforming the power
supply system for its mining and servicing companies by forming a separate business for electric
power purchase and sale. A new company, wholly
owned by SUEK, was established to take care of
supplying the mining enterprises in the Republic of
Buryatia and the Kemerovo region with electric
power (including the purchase and sale of electric
power in the wholesale and retail markets).

SUEK expects to get a positive effect due to
the concentration of electric power purchase and
sale operations within the specialized company, and also due to a stepby-step transition to wholesale purchasing of electric power.
Being currently a minority shareholder of regional energy companies, SUEK is pursuing a policy aimed at improving corporate governance practices in these companies. In 2006 this policy was primarily
aimed at performing the following tasks:
- ensuring absolute and exact performance of in-house documents regulating management boards' activities, and initiation
of new necessary regulations;
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- increasing the number of Boards of Directors' physical meetings, and making decisions on key issues of business activities
only at physical meetings;
- expanding the Board of Directors' scope of reference and
authority and forming a qualified majority (2/3, 3/4) for making decisions on key issues.
In 2006, as a result of negotiations SUEK reached necessary
agreements with UES of Russia RJSC on the creation of Committees for
Strategy, HR Administration and Audit subject to Boards of Directors
in a number of energy companies for the purpose of business issues
elaboration. To date, such committees have been formed at the following companies: Kusbassenergo OJSC (TGK-12), Yeniseiskaya TGK
OJSC (TGK-13), and Far East Energy OJSC.

Management system development
The action program for day-to-day management systems development in 2006 was to achieve the following results:
- regulation and standardization of managerial activity and business processes;
- investment process restructuring;
- adoption of information management systems as part of the
preparation for deploying the last-generation ERP system;
- provision of efficient integrated risk management.
In 2006 the Company completed the first cycle of important
processes introduced in 2005, such as the strategic and investment planning and budgeting. The acquired experience served as a basis for a number of changes and improvements in 2007 enabling the Company's Board
of Directors to expand the Executive Board's scope of reference and
authority specified in the Company's Charter.
In 2006 the Company launched a number of projects meant, upon
implementation, to optimize management of business processes within the
Company and increase their efficiency. First of all, it is a program for
increasing labor productivity at the
enterprises, which is expected to help
SUEK improve its performance indicators. The launch of new programs by
In 2006 SUEK's Executive Board
the Corporate University will help to
approved the following documents:
solve personnel training issues. The
most important project is introduction
- Employee Code of Conduct
of the SAP-based ERP System, which
- Information Disclosure Policy
will bind all business processes of the
- Internal Control Policy
Company's divisions in a unified infor- Investment Policy
mation and managerial network. The
- Financial Policy
introduction of ERP System is a longterm project to be completed in 2010.
- Technological Policy
- Environmental Policy
- Performance Planning and Evaluation
Policy
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The Company's Vision, Mission and Long-term Strategy

Vision – Leader of Russian energy industry
Mission – Reliable electricity supplier improving life of future generations

The coal mining industry outlook
Coal is the most widely spread fossil fuel. The main coal consumers are power sector and metallurgy. According to estimates by Coal
Working Group of the UN Energy Committee, coal currently accounts
for 27% of the world primary energy resource mix and for almost 50%
of global power generation.

Main trends of the coal industry development worldwide
According to current coal R/P (reserves-to-production) ratio estimates, global coal reserves will suffice for more than 155 years (Cf.: the
estimated R/P ratio for oil is about 41 years, for gas – 67 years).
Therefore coal is often called “energy security carrier”: it will be able
to satisfy the global demand for energy when oil and gas resources start
running short. It is coal that makes it possible today to build a new global energy industry scheduled not just for the next 10–20 years, but for
many decades to come.

Coal reserves by country
Steam coal,
billion t.

111.3

135.3

246.6

27.1

245

Russia

49.1

107.9

157.0

17.3

>500

China

62.2

52.3

114.5

12.6

59

India

90.1

2.3

92.4

10.2

229

Australia

38.6

39.9

78.5

8.6

215

South Africa

48.7

–

48.7

5.4

201

Ukraine

16.3

17.9

34.2

3.8

424

USA

Total,
billion t.

Share
of world
reserves, %

Coking coal,
billion t.

Country

R/P ratio

Source: BP Statistical Review of World Energy 2006

Global coal production volume is growing: in 2005 it amounted to
5.9 billion tons, in 2006 increased by 5.6% to 6.2 billion tons. It is expected that coal production will exceed 7 billion tons by 2020–2025. Coal consumption is growing fast, too: in 2006 it grew by 4.5% (Cf.: gas consumption increased by 2.5%, oil consumption increased by 0.7%). According to
International Energy Outlook 20065, this trend will keep up for the next
few decades. Some experts believe that in the medium-term outlook coal
5 International Energy Outlook 2006, prepared by US Energy Information Administration of US Department
of Energy.
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will rank number one among other types of fuel in supplied volumes and
make the largest contribution to satisfying the new demand for energy.

Growth of coal-fired power generation share in the Russian electrical
power sector – the strategic line of the industry's development
Russia is an absolute leader in terms of proved coal reserves, that,
according to different estimates, will last for more
than 500 years. Coal production in Russia has been
steadily growing in the recent years. In 2005 the
The modern coal-fired
Russian Federation moved from the 6th to the 5th
power generation sector
faces challenges of introducplace in coal production volume and maintained this
ing innovative technological
production level in 2006. Private mining companies
solutions, which would make
account for the major part of coal production in
coal-fired power generation
Russia (95.5%).
not only low-cost and effec-

tive but also environmentally clean. Companies working
in this sector will have to
introduce and maintain high
environmental standards in
their production processes
and use of coal.

Today, growth rate of Russia's domestic market lags behind the coal export growth: more than a
quarter of produced coal is currently being exported. As compared with 2000 the yearly coal supply in
the domestic market in 2006 reduced by 14 million
tons, while the export volume increased by 49.6 million tons. Although a slight increase in domestic coal
shipments has been recorded during the last three years, exports
remain the main source of growth for the coal industry.
For a long time the development of Russia's domestic coal market
was hampered by noncompetitive coal prices as compared with gas
prices. Gas prices have been regulated and kept low, while coal prices
Coal production in Russia, million tons
Largest coal producers

2006

+/– vs 2005

SUEK OJSC

89.7

6.7

Kuzbassrazrezugol Coal Mining OJSC

44.1

1.3

Yuzhny Kuzbass OJSC

17.1

1.4

Yuzhkuzbassugol Regional Coal Mining
OJSC

16.1

–0.9

Sibuglemet Holding LLC

11.5

0.4

Raspadskaya Mine OJSC

10.6

0.9

Vorkutaugol OJSC

10.5

1.3

Yakutugol OJSC

10.3

0.6

SDS-Ugol OJSC

9.6

0.4

LuTEK CJSC

5.5

–0.5

Source: Itogi raboty ugol'noi promyshlennosti za 2006 g. (Coal Mining Industry
Results for 2006) // Russian Coal – 2007. – 3.– p.23–29.
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Ratio of fuel used for power generation
in Russia, 2006, %

Type of fuel

Share in power
generation

Share of CHP stations' fuel
mix

Coal

17

25

Gas

45

68

Sources: Ministry of Industry and Energy of the Russian Federation
(Minpromenergo), International Energy Agency.

have been formed on the market basis. As a result, the share of gas in
Russia's fuel and energy balance is much more significant, while in the
worldwide power generation structure coal accounts for almost 50%.
In the countries of Western Europe, where the cost of power generation and fuel consumer properties are taken into account, the
gas/coal/fuel oil price ratio is 2/1/2.8. In Russia, however, this price
ratio was 0.8/1/1.7 in 2005. The regulations recently issued by the
Russian government (aimed to speed up the gas price growth in the
domestic market) are gradually bringing the energy carrier price ratio
to its level in other countries. Normalization of the energy carrier price
ratio and the growing demand for electric power will boost up a new
“coal wave”.
Thereupon, despite all current challenges, the long-term outlook
for Russia's coal sector is quite favorable. The government programs for
securing energy efficiency attach great importance to the coal industry.
In his Address to the Federal Assembly (April 2007) President Putin
also emphasized the need to increase the share of
coal-fired power generation. He also gave a commission to the Government of the Russian Federation to
develop an action program for attracting investHowever, SUEK curments to construction of power stations burning
rently supplies 65% of
energy carriers other than gas.
the produced coal to
Russia's energy strategy envisages a 70%
increase of coal production through 2020. According
to Russia's Ministry of Industry and Energy, an
intensive growth of domestic steam coal market will
take place in 2010–2020. This period ought to usher
in new pollution-free and cost-effective technologies
of burning coal and deep cleaned coal products.

the electric power
industry already. The
Company's
experts
believe that efficient
use of coal in the energy sector can solve
Russia's energy shortage problems. Besides,
the realization of the
coal's colossal potential
will boost gas exports
and,
consequently,
increase export duty
revenue
to
the
federal budget.
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Vladimir Rashevsky, Chief Executive of SUEK, is sure that use of coal in Russia's power
generation sector will grow rapidly: “Coal-fired power generation has a great potential
in Russia, first of all due to vast resources of high-quality coal and dynamic development of production facilities by Russia's leading coal companies.” However, to actualize
this potential a number of large-scale tasks should be performed, Vladimir Rashevsky
says.
First of all, it is adoption of the latest effective technologies for construction of coalfired power stations. Worldwide, the efficiency of modern coal-fired power stations is
35–40%, and even more efficient power stations (45 –48% coefficient of efficiency) are
currently being built in Europe, the US and China. They are much more efficient compared with Russian coal-fired power plants that have 25–30% coefficient of efficiency.
What is more, “clean” coal-burning technologies that radically reduce emissions become
the most cost effective technologies throughout the world. There is no doubt that modern coal-fired power generation in Russia will be competitive.
Construction of efficient facilities for power transmission from Siberia to energy-deficient regions of Russia is another important prerequisite for increased throughput and
efficient operation of Siberian coal-fired power stations, and for an increase in coal
demand. The construction of such power transmission facilities was planned long ago,
back in the Soviet times; and the implementation of these projects now will become a
powerful factor not only for integration of the power sector alone, but also for the
nation's economy on the whole.
In response to new dimensions opening for the coal sector, SUEK increases its coal production in Russia, invests significant funds in technological modernization, development
of transport infrastructure, improvement of quality and environmental parameters of
its products.

The Company's long-term goals and objectives
The Company's long-term strategy priorities are set forth in
“Strategic Development Program” approved by SUEK's Board of
Directors. Earlier, in 2005, the Company approved a medium-term
“Strategic Plan for 2006–2010”.
Together these two documents set the
guidelines that SUEK is going to follow in the future.

Our goal is to provide a reliable
power supply for our customers on
the basis of innovative coal-fired
power generation. By focusing on its
goals SUEK strives for improvement
of living conditions of future generations.

Success of the strategy will be
secured by the Company's ability to
provide a stable and rapid growth of
its business assets worth. As a leading
national vertical-integrated energy
company SUEK is going to hold stable
positions among the three Russia's
largest power suppliers.

Guidelines of strategic development
- Complete synergy within a vertical-integrated business model
The availability of power generation assets gives SUEK great
advantages over other coal companies. SUEK is the second largest
shareholder (following UES RJSC) of power supply systems in eight
regions in Siberia and the Far East of Russia, with a total installed
capacity of 14,000 MW. Considering that the power sector reform is
26
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based on the task sharing principle SUEK can focus its activities and
development efforts on target assets, viz. power generating companies.
Within 15 years SUEK plans to increase the installed capacity of its
power generating facilities to 40,000 MW and thus make a substantial
contribution to solving the national task of increasing Russia's electric
power industry capacities.
SUEK is going to actively facilitate modernization of power generating facilities and, as a major private
investor in the Russian energy sector,
to support and promote projects aimed
to develop coal-fired power generation.

“Combining energy and
coal assets of Gazprom
and SUEK is a proper and
economically justified move. Opportunity to
flexibly use various kinds of fuel in power
generation will yield a substantial economic
effect and positively impact the development of gas, coal, and electric power industries of Russia.”
Dmitry Medvedev,
First Vice Prime Minister
of the Russian Government,
Chairman of Gazprom OJSC
Board of Directors

Cooperation with Gazprom OJSC –
Russia's largest company – gives
another possibility of integrated
approach to the task of satisfying the
growing demand for electric power in
Russia. SUEK and Gazprom OJSC have
declared their intentions to establish a
joint venture, which is meant to
become a leader of the Russian power
sector and take leading positions in the
world power and coal mining industry. This joint venture will concentrate its activities on achieving a significant increase in economic efficiency and balanced use of coal and gas in power generation; it will also
help reduce gas supply for the needs of the power sector.
- Increasing coal production and stability
of coal supply to customers
Taking into consideration the predicted growth of
coal demand, SUEK plans to increase its annual coal
production to more than 150 million tonnes a year by
2020. The Company strives to attain the highest labor
productivity in the coal sector: by the year 2020, the
labor productivity is expected to grow by more than
150%. SUEK intends to carry out active portfolio management and to minimize its coal mining risks.
The Company plans to expand its presence in
European and Asian markets by diversifying geography of its supplies, and to increase quality of its products
in order to meet customers' requirements. This will
require optimization of transportation routes, improvement of the distribution system, development of supply
infrastructure, as well as expansion of coal processing
and coal cleaning processes.
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- Operational superiority and innovative approach as strong competitive advantages, high-quality service for customers in all
areas
SUEK has been implementing the most ambitious investment program in the Russian coal-mining sector. In 2006 its actual investment
volume amounted to USD265 million, having increased by more than
26% compared with 2005.
SUEK investment activities are aimed at increasing the
Company's capitalization, strengthening its competitiveness and market
potential. The following tasks are being solved as part of investment
projects:
- provision of a high level of industrial and environmental safety
at the Company’s enterprises;
- technological upgrading of production facilities due to introduction of modern efficient equipment and new technologies;
- increase in labor productivity;
- improving product quality;
- cost reduction;
- ensuring high reliability of the product delivery;
- unification of production equipment;
- development of new production, transportation and sale technologies;
- reduction of pollutant emissions, development and introduction
of pollution-free technologies;
- commercialization of intellectual property.
SUEK's Investment Program for 2007–2011 exceeds USD1.3 billion. Beside radical modernization of coal-mining companies, it includes
reconstruction of existing processing plants and construction of new
ones, as well as realization of large-scale infrastructure projects, including construction of a bulk carrier terminal in
the Port of Vanino (the Tatar Strait, Russia's
Pacific coast).

The key importance will be
given to the forming of
operational and managerial
competencies necessary for
execution of the Company's
strategy, including awareness of new technologies in
coal mining, power stations
construction and operation,
innovations and project
management.
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- Improving corporate governance and
activity standards
SUEK aims at permanent perfection of
managerial processes both at the top-management level and at the level of day-to-day business operation. For this purpose the Company is
revising its systems of management and policies
governing financial management, personnel
management, occupational safety and environmental responsibility.
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- World standard social and environmental responsibility
SUEK aims to bring its companies activities to full conformity with
Russian environmental regulations and
intends to continuously improve its
environmental management, provide
information support and scientific evidence of environmental safety of transition to the coal-fired power generation, and bring up for public discussion
its production development plans and
technological modernization projects.

Corporate governance

The key success factors in achieving
strategic goals include the following:
- Strategic synergies between the
coal mining and power businesses
- Competitiveness of territorial
power generating companies in
which SUEK is a shareholder
- Attaining world levels of efficiency
in coal mining and power sectors
- Russia's best competences in the
coal mining and power sectors in
the sphere of improving operational efficiency and coal quality,
day-to-day power business management, and project management

SUEK’s shareholders pay the
closest attention to the development of
corporate governance, implementation
of its modern principles and forms that proved to be effective in the
international and domestic practice.

The shareholders believe that corporate governance is the most
important instrument for boosting the efficiency of the Company's
activity, ensuring its transparency for investors and business community as a whole, increasing investment attractiveness and shareholder
value.
One of the key institutes of SUEK's corporate governance system
is the Board of Directors. The Board of Directors performs strategic
management of the Company, defines its mission and vision, its longterm development.
Four out of the nine Board members are independent directors
among whom there are financiers and managers with an excellent professional reputation, acclaimed both in Russia and abroad, highly experienced in strategic planning, investment management, finances, the coal
and power industries, scientific and
research work.
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In 2006 the Board of Directors
adopted Regulations for renewing the
composition of the Board of Directors,
which govern the procedure for seeking out, selecting and engaging new
Board members. This allows the optimization of the Board of Directors'
composition and a rational rotation of
its members.
In December 2006 the composition of the Board of Directors was
considerably renewed. A new principle of forming the Committees was
introduced according to which the Committees may consist only of
Board members. Highly qualified external experts are also involved in
the work of the Committees.
The Budget, Audit, Risks and Internal Control Committee exercises control on the part of the Board of Directors over the Company's
financial and economic activities. The Committee's tasks include preparation of preliminary recommendations for the Board of Directors in
respect of budgeting, financial statements, internal control, risk management, relations with the external auditor. In association with the
Audit Committee, the Company has brought its consolidated statements
in compliance with the international financial reporting standards.
The Committee performs functional management
Company's Internal Control and Audit Service.

of

the

The Service's major tasks are:
- to provide effective, objective, independent assessment of both
the internal control system as a whole and the Company’s
strategic projects and directions (investments, assets valuation);
- to provide effective communication with the Company’s management to enable the management to optimize its decisions
and eliminate the shortfalls of the internal control system;
- to provide effective communication with the Board of Directors
(the Audit Committee) to provide them with objective, timely,
complete and fully reliable information required for decisionmaking and justified confidence in reaching goals;
- to assist the management in improving the corporate governance system to match the level of best international practices;
- to assist the management in boosting the effectiveness of the
internal control system;
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- to assist the management in
creating an effective risk
management system in the
Company;
- to assist the management in
creating an effective system
of assets and investments valuation;
- to assist the management in
creating an effective information environment and an
information security system.
According to the international
internal auditing standards, the main
principles of internal auditing are its
independence and objectivity. To
ensure independence of the Internal
Control and Audit Service it is functionally subordinate to the Budget,
Audit, Risks and Internal Control
Committee of the Board of Directors.
Today, the risk management system is one of the efficient approaches to
achieving stability of corporations and
to searching for decisions acceptable for
all parties and dealing with each of the
aspects of business within the life cycle
of the product. SUEK is developing a
Comprehensive Risk Management
System (CRMS) based on international
practices. At present, based on a pilot
project, the first cycle of the project is
coming to an end. The CRMS will be
introduced in 2008 to be deployed at all
of the Company's enterprises.

The Administrations of the Internal
Auditing Service operate in four
biggest regions of the Company's
presence: the Kemerovo Region, the
Krasnoyarsk Territory, the Irkutsk
Region, and the Far East. The regional distribution of the Service allows
the Company to react promptly to
any changes in the internal control
system that arise in its subsidiary and
dependent companies; to check on the
spot the effectiveness of the internal
control system, the risk management
system as well as to assess how the
risks existing at the enterprises
impact the Company's ability to
attain strategic goals at large. Apart
from that, the Service checks if the
administrative regulatory documents
conform to the current law, the
requirements of regulating agencies,
the international best practices, the
decisions of the governing authorities,
the strategic goals and the shareholders' interests.
In its work, the Service applies a riskoriented approach that allows it to
identify and analyze the most significant business risks of the Company.
The information on risks identified by
means of internal audits is forwarded
to the management that develops
adequate internal control mechanisms
for the identified risks. The Service
constantly monitors the level of risks
throughout the Company, which
allows it to adjust the existing internal control system timely to prevent
arising risks under the conditions of
constant development and related
changes.

The
Nominations
and
Remunerations Committee is actively
involved in the process of creating
effective motivation mechanisms for
the Board of Directors and the
Company's top management. With the
participation of the Committee, a
highly professional team of top managers has been formed in the Company to take care of such key directions as coal, energy, finances, internal control, strategy, and legal matters.
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The Strategy, Investments, Macroeconomics and Environmental
Committee played an important role in developing the medium-term
strategy, the medium-term investment program in 2006, as well as in
the analysis of crucial investment projects. In 2007 the Committee continued its active interaction with the management aimed to develop the
Company's long-term strategy.
Crucial decisions taken by the
Board of Directors in 2006:
In the sphere of strategy – in 2006
the Board of Directors approved the
Company's medium-term strategy for
2006–2010 that reflects the Company's
major goal – to become a leading Russian
energy company of the world class. The
Company is to fulfil this task both in
terms of the integrated performance indicators and in such spheres as corporate
governance, social policy, industrial safety
and environmental protection.
In the sphere of corporate governance – in 2006 new editions of
the internal documents (the Articles of Association, the Board
Regulations, etc.) were approved, and new documents (the General
Shareholders' Meeting Regulations, the Board of Directors Renewal
Regulations, etc.) were drawn up, which considerably increased the
quality of the Company's corporate governance.
In the social sphere – the Board of Directors approved a number
of socially significant strategic initiatives, in particular, defined priority
directions of financing under agreements with regional and municipal
authorities on social and economic
The Board of Directors pays close
cooperation.

attention to the Company's policy for
sustainable development and social
responsibility. Traditionally, the Board
members actively participate in the
preparation and discussion of the corporate social report, considering it an
important instrument for the dialogue
with the stakeholders, and for increasing the level of the Company's transparency and investment attractiveness.
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In the sphere of ecology – the
Board of Directors approved the
Environmental
Policy
and
the
Environmental Àctivities Program for
five years, according to which the
Company took on an obligation to protect the environment and ensure environmental safety.
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The Company's values
Responsibility and Result Orientation: the Company encourages the employees' responsibility for decisions taken and the ability to pursue goals;
Respect for the Employees-Work: the Company appreciates
the work of each employee and expects all the employees to
respect their colleagues from different regions and subdivisions of
the Company;
Openness: the Company encourages its employees to have an
open dialogue and develop effective communication both vertically and horizontally when pursuing the Company's goals and fulfilling operational tasks;
Readiness for Changes: the Company welcomes a pro-active
and positive approach to changes that ever emerge in the
Company's business development both internally and externally;
Team Work: the Company considers it important for the
employees to be able to work in a team comprising people of different professional experience and education.
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Strategic goals:
-

Efficient use of labor resources
Competitive, qualified and motivated personnel
The personnel's loyalty to SUEK
World standard social responsibility

Priority activities:
- To increase qualifications of key managers and personnel in general and their
motivation for effective work
- To carry out programs aimed to develop the workforce potential in accordance
with the operational and managerial competences required for the realization
of the Company's strategy
- To develop the employees' project management skills
- To create a comprehensive program of training, promoting, and developing as
well as assessing the personnel (assessment of their results and assessment of
their competence)
SUEK is one of the biggest employers
in Russia. The Company strives to live up to
world standards in the sphere of social
responsibility. At the same time, SUEK is
maintaining balance between social programs and business tasks, which is an
important factor to stable development.

The Company's social policy is
dominated by SUEK's strong
intention to become one of the
best employers in Russia, investing in constant accumulation of
knowledge and development of
the employees at all managerial
and structural levels.

Setting its personnel policy, SUEK
believes that the key role in ensuring the
Company's effectiveness is played by its personnel. The
Company creates favorable working conditions for the
employees, pays fair and competitive salaries and provides decent social benefits.
In 2006 the Company began to introduce a system
for effective activity management (to include developing
and introducing new key performance indicators of the
key personnel at the head office and regional production
companies) as well as a system for comprehensive assessment of employee performance and competence. By the
end of 2006 the system monitored about 120 key managers
of the Company. The plans are to improve the system and
increase its coverage.
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Personnel and social policies in 2006
Personnel gender
structure, 2006, %

Within the framework of the social policy goals to
be achieved, in 2006 the Employee Code of Conduct
was introduced, 16 corporate standards6 were adopted,
the Assessment Center came into operation, agreements with trade unions were prolonged, some activities were performed to conclude a new Federal
Industrial Agreement on the RF Coal-Mining Industry.

Number of employees (thousand)

Personnel age structure,
2006, persons

One of the current tasks of SUEK's personnel
policy is to maintain an optimal age structure of the
employees. In the past few years many industrial companies have faced the problem of personnel aging.
Accordingly, the Company is taking some measures to
engage young people, to ensure continuity of work
experience and professional skills, to create a “personnel
reserve”. In 2006 special Regulations were developed
which have been operating in the pilot mode since the
beginning of 2007 at the Company's enterprises in the
Krasnoyarsk Territory. The document provides for
financial support of the Company's retiring veterans.
Employees are offered several options of receiving
financial aid for the period of five months to three years.
Vacancies are filled with young people, and the
Company takes comprehensive care of them to ease
their integration in the working teams.
SUEK implements the programs of developing
and training employees, actively cooperates with state
and private educational establishments of the higher
and middle professional level. Much attention is paid to

6 The Company defines a corporate standard as an internal normative document regulating the procedures for
taking decisions.
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working with the population in the
regions of the Company's presence: SUEK
considers it important to increase the popularity of work in the coal-mining industry. As a result, in 2006 the Company
employed over 400 graduates of the
regional higher, middle and elementary
professional education establishments.
In 2006 the structure of the
Company's personnel suffered no considerable changes in comparison with the
previous reporting period.
But mastering modern business
processes, introducing new technologies
and upgrading the equipment will be
accompanied by optimization of the personnel’s quantity. As these activities will
result in improved performance of the
Company, one should expect upgrading of
skills and, consequently, an increase in
the average salary of our employees.
Optimization of the personnel’s quantity
fully conforms to the current law of the
Russian Federation.

Corporate culture development

SUEK enterprises are the biggest customers training and retraining their personnel. For example, the employment
centre together with the educational
course school trains railway mechanics
and engine drivers for the Borodino
Vocational School (the Krasnoyarsk
Territory). On completing the courses,
the employers and specialists of the centre plan the current and future activities
so that no one of the trained is left without a job.
In 2006 several scores of unemployed
Borodino residents took the courses, and
most of their graduates found jobs.

In 2006 as a result of the depletion of
the industrial resources, coal mining at
the
Kolmogorovskaya
mine
(the
Kemerovo Region) was ceased. The
released personnel were offered guaranteed employment at one of the enterprises within the industry since SUEK
had a written agreement on employment with this enterprise. Eventually, a
considerable part of the mine's personnel was employed.

Employee Code of Conduct
With the Code of Conduct introduced in 2006, the
Company follows suit of leading world companies for
whom Code of Conduct is one of the main tools for
maintaining the corporate responsibility. The Code
defines the standards of the employees' behavior that
correspond to the main tasks and principles of the
Company's activities.
The Code sets forth the requirements of strict
compliance with the law, the principles of effective and
conscientous work, the relationship with colleagues and
management, conflict settlement, and also defines the
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Company's policy in respect of its property and
resources.
The Employee Code of Conduct states that the
norms of corporate behavior are:
- creating favorable working and resting conditions for the employees;
- taking care of the health and welfare of the
employees and their families;
- meeting the industrial safety requirements;
- effective labor safety;
- opportunity for applying and improving professional skills.

The Employee Code of
Conduct: the Company
is interested not only in
the results of activities,
but also in the way
they were achieved,
since a very good result
achieved with a violation of the principles of
social responsibility and
business ethics may
damage social environment in work teams
and pose a threat to the
Company's reputation.

The Code states that nominations, transfers to
other positions as well as other decisions influencing
employment of the personnel are taken only on the
basis of the employees' professional qualities and their
production results regardless of the age of the candidate or employee, their nationality, origin, sex, religion
and other grounds that are not related to business
qualities and results. The document provides for an
official investigation in cases of existing or potential
violations, on the basis of which measures are taken to
eliminate and prevent such violations.
To develop the Code a special committee was created which included representatives of the Company's
branches and subsidiaries, some discussions were held,
the employees at the enterprises were surveyed for
their opinion.
The Code is circulated among the
Company's working teams, a number of
educational meetings and briefings were
held to discuss provisions of the Code and
to answer possible questions. To impove
the employee awareness and understanding of the corporate norms and desire to
meet them, the Company organized trainings, which helped to make the Code an
effective instrument of developing the
corporate culture. The first trainings
involved 155 employees. In the future, the
Company intends to continue the work:
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three more stages with the participation of key employees of the HR departments are planned.
The introduction of the Code of Conduct and control over its fulfilment are under the authority of the
Business Ethics Committee set up in 2006. The
Committee monitors the state of SUEK's corporate culture, based on the results of the analysis of the
obtained data, develops measures for correcting the
corporate relations, and improves the system of
informing the personnel of the main events and
changes in the Company's life. The Committee consists
of the Company's leading employees with at least fiveyear professional experience in corporate governance.
The meetings of the Committee are held at least once
every three months.

Interaction with trade unions
Cooperation with trade unions based on the principles of social partnership helps the Company to maintain a stable social environment in working teams, to
find optimal solutions to disputable issues, to clearly
state the rights and responsibilities of the parties.
SUEK is a party to the Industrial Tariff
Agreement on the Coal-Mining Complex of the Russian
Federation for 2003–2006, which coordinates the interests of employees, employers and the state related to
issues of social labor and economic relations in the industry. In 2006 the
Company took an active part in formulating the provisions of the Federal
Industrial Agreement on the Coal-Mining
Complex of the RF, which will define the
social policy in the industry until 2010.
Besides, during the reporting period, the
Company prolonged a number of regional agreements with the regional trade
union authorities.

SUEK keeps up constant dialogue with
trade unions, considering both the Company's
business interests and
the necessity to solve
social problems in a
timely manner.

SUEK cooperates with the organizations of two industrial trade unions: the
Russian Independent Trade Union of
Coal-Mining Industry Employees and the
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Independent Trade Union of Miners. The
Company concluded respective agreements with the central and regional
authorities of the trade unions.
As of the end of 2006 the number of
trade union members among SUEK
employees was 36,737 (83% of the
Company’s total workforce). As many as
79% of them are members of the Russian
Independent Trade Union of Coal-Mining
Industry Employees, while 4% are members
of the Independent Trade Union of Miners.
The system of social partnership includes:
-

SUEK has started comprehensive reforms of
personnel remuneration
system, which include
analysis of the world
best practices and their
integration into the
patterns of basic motivation and reward of
employees.

-

signing agreements and collective bargaining contracts;
regular meetings and consultations;
fulfilling the employer's obligations fixed in the
collective bargaining contracts.

The parties to the social partnership periodically
sum up the results of fulfilling the obligations fixed in
the agreements and collective bargaining contracts. At
the meetings with representatives of trade unions, the
participants discuss issues of remuneration, social facilities maintenance, social benefits and guarantees,
including cases involving possible production restructuring, etc.

Payment and incentive scheme
Creation of an efficient system of employee
remuneration is one of SUEK’s top priorities. The
Company's HR policy is focused on implementation of
common principles related to remuneration and motivation of employees and efficient mechanisms of material incentives.
The Company's remuneration policy is based on
the following principles:
- compliance with the Company's strategy and
long-term development plans;
- transparency;
- objectivity;
- fairness;
- competitive ability;
- compliance with legislation.
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The system of remuneration and motivation of
SUEK employees is being constantly improved. In 2006
the Company began a new stage of system reforming
taking into account the world best practices. The
changes involved relate to:
- reforming the basic remuneration system;
- reforming the system of material incentives
(bonuses);
- social package optimization.

Reform of the basic remuneration system
The Company seeks to reform its remuneration
system taking into account each job position's contribution to achievement of the Company's goals.
SUEK initiated a number of large-scale surveys
(reviews) of the labour market in Moscow and other
regions, which yielded relevant information on current practices and trends of
labour remuneration for various job
Objective: to ensure competitive abilipositions as well as on incentives and
ty of the corporate remuneration sysbenefits for employees. The Company
tem and to facilitate implementation of
uses the results of the abovementioned
the Company's strategy, which
involves development of operational
surveys for realization of planned
and administrative competence in
changes in order to offer its employees
compliance with features of a perspeccompetitive remuneration.

tive business model.

In 2006 the Company's central
office implemented a project of standardization of business processes,
including those related to HR management. As part of
this project a standard was developed to document
common principles and approaches of labour remuneration and regulate changes in wages and salaries of the
employees.
The Company took the decision to start the creation of a remuneration system based on job position
categories (grades) formed in accordance with the evaluation results of each job position's contribution to
achieving the common goals. The system of grades will
let employees have a picture of possible change in their
income level for different variants of career development and provide for a clearer structure of basic
salaries and their compliance with market indicators
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This approach is more transparent for
the employees, enhances their motivation
and improves job climate.
During the reporting year a working procedure was developed and
approved. Some of the main future goals
are the development of an efficient system of remuneration management and
definition of salary ranges for different
position categories.

Reform of the performance reward system
Material incentives
In 2006 the Company continued improvement of
bonus payment.
The main implementation goals of this system are:
- to increase employees' interest both in
improvement of individual work and in
achievement of utmost collective results;
- to reward for successful work results;
- to encourage efficient and honest work and
fulfilment of job duties.
The created remuneration system should encourage the employees to be result-oriented and help
increase performance and work quality in the longer
term. This approach to evaluation of the employees'
work provides them with extended career-building
possibilities in accordance with their ambitions and
attitudes.

The reward system
based on evaluation of
objective results subject to quantitative
assessment ensures the
connection between the
variable remuneration
and achievement of the
Company's
strategic
goals.

42

In 2006 the Company implemented a system of
remuneration and motivation of top management of
the central office, branches, subsidiaries and affiliates
of SUEK. Evaluation of managers' work is based on key
performance indicators for the Company as a whole
and for the area of business of a certain top manager.
A number of decisions were developed in connection
with definition of fixed and variable constituents of
remuneration. The variable constituent depends on the
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position and the area of business of the managers as
well as on the achieved results. In 2007 the Company
plans to introduce key performance indicators for
other categories of personnel as well.

Welfare payments in 2006, %

Non-material incentives
SUEK seeks to combine material and moral
incentives. The Company's employees receive state,
departmental and corporate awards. Based on the
results of industrial competition run by SUEK the most
distinguished employees are rewarded. Information on
awards is published in the monthly corporate newspaper. In 2006 more than 1300 employees of the
Company received departmental and corporate awards.

Collective agreements
and social support of employees
The Company's expenses on implementation of provisions of collective agreements and corporate social support programs in 2006 exceeded RUR1 billion, including
RUR400 million allocated to welfare payments.

Voluntary health insurance
In 2006 SUEK began implementation of voluntary
health insurance program in order to enhance social
security of the personnel. At the initial stage the access
to the voluntary health insurance program was given
to the employees of the SUEK central office. In future
Title of Honoured Employee of the Fuel and Energy Sector

2

Title of Honoured Employee of the Coal Industry

2

Title of Honoured Miner

1

Mining Honour Badge

123

Labour Honour Badge

35

Certificate of honour of the Ministry of Industry and Energy

14

Letter of gratitude of the Ministry of Industry and Energy

83

Title of the Best in Profession

50

SUEK's certificate of honour

641

SUEK's letter of gratitude

390
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this program will be implemented step-by-step at
branches and industrial enterprises.
Since 2006 an 18-flat residential building and four
semi-detached houses have
been under construction in
the Republic of Buryatia.
Construction of one more
18-flat residential building
starts in 2007. Key employees of the Tugnuisk
Surface Mine, such as
excavator operators and
truck drivers as well as the
employees of the Tugnuisk
Processing Plant will be
provided with housing.

Provision of housing
In 2006 the Company continued implementation
of employee housing projects. Some regions are implementing goal-oriented programs to solve housing problems of industrial enterprise employees. For example,
residents of Dubinino, the Krasnoyarsk Territory, are
currently relocated from their ramshackle and structurally unsafe dwellings. This program is to be implemented in 2006–2008. On the whole, 96 families will
move house at the expense of the Company. The program started in 2005 and was continued in 2006.

In the settlement of Dubinino, the Krasnoyarsk
Territory, the rehousing program is under way,
implemented by a number of large industrial companies in the Sharypovsky raion (Berezovskaya
State District Power Plant, Krasnoyarsk Railway,
Krasnoyarsk branch of SUEK) and the Territory
authorities. One of the most pressing problems of
the settlement is being solved by joint efforts of
industrial enterprises and governmental authorities.
SUEK was among the first to start active work. During the first year the Company
acquired 12 flats for its employees and retirees on the secondary housing market and
started construction of two apartment buildings. First flats were commissioned in July
2006; they were followed by the second apartment building on October 20. As many
as 48 families of the employees and retirees of Berezovsky Surface Mine-1 OJSC
moved into new homes.
SUEK has fulfilled its promises, having built two apartment buildings in due time
and announced that preparation was begun to design the third apartment building
to be raised for employees and retirees of the Berezovsky open pit who stay in shabby or structurally unsafe dwellings .
44

Social Policy and Social Investments

Maintenance of socially important facilities
The Company's position in respect of social assets
is determined by the principles of social responsibility
and arrangements documented in collective agreements of enterprises.

Personnel training and development
SUEK believes that under new economic conditions, when companies using intellectual economy model
achieve the most prominent success, human capital
assets are one of the key factors of business development. The Company has created conditions for development and enhancement of intellectual and professional
potential of the employees. Programs of personnel training and development are carried out by the Corporate
University and through a regional network of corporate
training centers and facilities. The Company closely
cooperates with state educational institutions.

The Corporate University
In 2006 the first programs of SUEK’s Corporate
University were started.
Objectives of the Corporate University:
- corporate knowledge management;
- support of strategic changes;
- development of leadership and entrepreneurial
potential of the Company;
- identification and support of promising
employees;
- corporate culture strengthening;
- formation of general management skills.
The Corporate University programs
help the employees study and use the
latest management techniques to solve
current tasks and understand development prospects of the company and the
respective sector. The University will also
provide methodological support for
defining professional activity standards
and help create a network of the socalled “agents of changes” at all levels of
the Company.
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Vitaly Ababkov, Deputy General
Director for Procurement of SUEKKrasnoyarsk OJSC:
- The Corporate University for me is,
above all, an opportunity to give up the
stereotyped approach to work. Here I
have learned to plan my working time
and understood what “team spirit”
means. The Procurement Management
project that I was working on within the
scope of the Locomotive program will
help the Company reduce expenses on
material and technical resources and, as
a result, reduce production costs.

The University does not duplicate
functions of the existing training centers
of the Company: its programs are aimed
at developing administrative competence,
supporting key projects, seeking out and
training future managers and experts
inside the Company. The University concept involves the use of various forms of
training taking into account corporate
and industry-specific features as well as
peculiarities of each target group of
employees.
The concept of the University and
the guidelines for its work are defined by
the Council composed of the members of
the Company's Board of Directors and
the independent director of the Corporate
University Programs. The total number
of the Company's employees who completed their training in the Corporate
University in 2006 exceeded 400.
The top-priority programs of the
University included development programs for the Company's top management and programs of identification,
training and promotion of leadership
reserves. The key employees began
studying the world industry practice.

Evaluation of employees for participation in Locomotive program
In 2006 the Company held a series of events within the scope of the Assessment
Center program. This is another dimension of the Corporate University activities
intended to create a system of continuous development of employees who demonstrate high development potential and are ready for active participation in key projects of the Company. The events held by the Assessment center will help determine
preparedness of an employee for such activities, compliance with the Company's
requirements and adherence to corporate values. Thus continuity is set and managers
of a new formation are sought out. In 2006 about 160 SUEK employees took part in
the activities of the Center. As a result 30 people were chosen to participate in
Locomotive program.
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Main programs of the University

Number of employees
who completed training
at the Corporate University
in 2006

First String – a program for the top
management.
The main goals of the program
include development of management
skills, team building, dissemination of the
corporate vision and culture, mentoring,
management of changes that comply with
strategic trends of SUEK development.
Locomotive – a long-term development program for future leaders of the
Company.
The main goals of the program
include identification, development and
promotion of young employees having a
leadership potential as well as creation of
business continuity. The program
includes various topical and interactive
courses on completion of which the
employee goes back to work and puts the
acquired knowledge into practice.
Other programs
In 2006 the Corporate University
offered the following training modules:
-

efficient communications;
project management;
financial modelling;
investment design;
enhancement of personal and
management efficiency (management of people, management of
changes, decision-making).

Traineeship
In June 2006 key employees of the
head office and branches of the Company
completed training at BHP Billiton,
Australia, in main directions of industrial
and management activities. As a result of
such training proposals for development
of certain SUEK investment projects
were worked out.

Personnel
Reserv
Project
Management
Personal and
Management
Efficiency
Locomotive
First String
Traineeship

Andrey Velikoselsky, Deputy General
Director for Economics and Finance of
Vostsibugol Company LLC:
- In the course of training I learned to
understand myself and other people better, improved skills of communication in
different situations, gained valuable
practical experience of presentations
preparation and public speaking and met
new interesting people. But the main
thing is that I have become a sort of an
innovator in realization of reforms and
implementation of advanced ideas contained in my project: I made suggestions
on improvement of the management
structure of regional production associations, development of expenditure planning standard and regulations on the
system of consumption rates of material
and technical resources. All this, in my
opinion, will help improve performance
and management quality, increase the
responsibility of managers of all levels
and enhance monitoring of coal production cost.
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Evaluation of training
program efficiency
Vladimir Shelkanov, Section Manager of
Cheremkhovsky
Mining
Equipment
Overhaul Plant:
- The lectures gave me a lot of useful
information; the thing I appreciated most
of all was work with the psychologist.
Nobody has ever taught us ethics of
communication, so the last workshop was
a real revelation to me. What is more, we
considered real situations, rather than
abstract, imaginary ones taken out of
thin air. I clearly understood that
restraint and mutual understanding are
the key factors of communication with
people at work. If this is achieved, the
performance will also improve. Now, in a
difficult situation I try to restrain my
temper and first of all think over ways to
avoid conflicts in solving the problem as
we were taught at the workshop. So the
time spent on training was not wasted. If
I have another opportunity I will be glad
to take part in a similar workshop.

Natalia Kravtsova, Settlement Center
Manager of SUEK's Irkutsk Branch:
- Our Corporate University is justly called
“Energy”, as it is the Company's energy.
The program participants are charged
with corporate energy, which becomes the
motivational force for professional creative
work. Now I understand how important
corporate culture is, what principles form
the basis of world companies, what differences there are between a leader and a
manager and what leadership skills should
be developed.
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Evaluation of efficiency of programs and training is carried out by
means of a questionnaire. Evaluation
results are taken into account during
development of new training programs
and improvement of the existing ones.
Employees' awareness
of development possibilities
In order to increase the employees
awareness of training possibilities the
Company uses intranet and publications
in the corporate newspaper. In the future
the Company plans to open a HR-portal
where information on programs and
trainings will be placed in a regular and
timely manner.
Plans for the future
In 2007 Section Manager, a new
line personnel development program was
launched. Section manager is a key position on the shop floor. Section managers'
attitude to work and their proficiency
determine to a great extent determine
both performance and job climate.
This program is focused on development of personal and professional characteristics and skills. Its education modules will
familiarize the participants with modern
management methods. Based on results of
the first stage, individual training and
development programs will be created for
section managers, and potential managing
personnel will be identified and offered to
complete advanced development programs.
About 300 mid-level managers will participate in the program.
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Cooperation with state
educational institutions
Issues of training, retraining and
advanced training of the personnel are
also solved by the Company within the
scope of joint projects in cooperation with
state educational institutions.
System of higher education
SUEK co-operates with the
Moscow State Mining University, the
Krasnoyarsk State Technical University,
the Kuzbass State Technical University
and other educational institutions.
The Company has entered into a
strategic partnership agreement with the
Kuzbass State Technical University
(KuzGTU). This agreement provides for
target-oriented training of specialists as
well as for development of scientific topics important for SUEK's business. In
2006 the Company approved the program of target-oriented university-based
education for specialists (4 professions).
As many as 41 students were sent to target-oriented training: they are taught on
the basis of improved syllabuses (firstyear students have intensified courses in
Mathematics,
information
science,
Physics and a foreign language). In the
course of studies the students are prepared for practical training in underground conditions and the practicing
time is extended by 4 weeks. In 2006 as
many as 295 students were trained at the
University, while other groups of 75 and
47 students were trained at the Belovo
and Prokopievsk branches respectively.
System of secondary
vocational education
For several years the Company's
branches have been working in cooperation with institutions of secondary voca49
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tional education the graduates of which are subsequently employed by SUEK. The Company provides
these institutions with financial and organizational
support, its specialists take part in the training
process and the students take apprenticeship training at the Company.
SUEK's Leninsk-Kuznetsky's branch works
in cooperation with Leninsk-Kuznetsky Mining
and Technical College. In 2006 as many as 117 spe-

In 2004 a Training Center for employees of
SUEK's branch was created at Vocational
College No. 38, the Kemerovo Region. During
the period of 2004–2006 practical experience of
cooperation was accumulated. Training is available for both students and teachers.
For the purpose of occupational prestige and training quality improvement the supplemental payments to mentors were increased. In 2006 SUEK specialists organized
workshops for mentors and lectures for teachers and foremen of the college – on new
mining equipment. In December 2006 The Best Mentor Contest was held and the
winners were chosen by apprentices as well.
In 2006 there were 660 students in the college, 553 of which were sent for training
by the Company's branch. All 553 were exposed to on-the-job practice. Students are
familiarized with new mining equipment, and visit mines. In addition to that, SUEK's
branch helped organize five Kuzbass sightseeing tours for the students who showed
best results in their studies and practical training.
According to mine foremen, most students take training seriously. Their progress
improves every year: in 2004 there were 42 B-students and 4 A-students, in 2005 –
62 B-students and 6 A-students, while in 2006 – 113 Bs and 10 As respectively. These
are the best results among the participants of target-oriented programs of coal mining
companies of the region.
SUEK financed enhancement of material and technical base of the college: in 2006
the college was thoroughly repaired and redecorated; new textbooks, sports equipment and furniture were bought. The branch mines supplied the college workshops
with materials required for training. In total, the Company invested RUR4,341.08
thousand to enhance the material and technical base of the vocational college in 2006.
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cialist-training agreements were concluded within the framework of social
partnership with the college. The total
number of the Company students sent to
the college for training amounted to 388.
The enterprise helped to introduce a new
subject into the curriculum (Anchorage
Technology).
Regional network

As compared to 2005, in 2006 the
number of graduates employed at
mines increased by 26%. Through the
Company's active work with technical college graduates the average age
of employees at the mines of
Leninsk-Kuznetsky, the Kemerovo
Region, was reduced by almost one
year: by the end of 2006 the average
age of a blue-collar worker was 39.8
years compared to 41.2 years in
December 2005.

The regional network of the
Company's
educational
institutions
includes 21 vocational education institutions (training facilities). In 2006 21.1
thousand people completed various training courses on
the basis of the training facilities. The principal types
of training include occupational training, versatility
training, skill upgrading and training in labour protection and occupational safety. Expenses on the network
activities during the reporting year amounted to
RUR32.8 million.
Number of employees trained through
the regional network in 2006, thousand
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Strategic goals:
- Constant improvement of labour protection and occupational safety
- Carrying out of system measures of personnel training in safe working practices, improvement of labour discipline
- Assurance of methane safety in mine openings
- Investments into equipment, technologies and means of safety improvement
- Steady reduction of occupational traumatism

Coal mining, especially in underground conditions, and production processes connected with cleaning and transportation of the mined bulk
may be dangerous. The risk of accidents,
incidents and emergency situations is
rather high. This is why development of
Protection of life and health of
the Company's enterprises is closely conemployees in the course of employnected with improvement of labour proment is one of the top priorities of
tection and occupational safety. SUEK
the Company. A high level of labour
regards these issues as high-priority ones.
safety can only be achieved by joint
LTIFR, a complex indicator used in the
efforts: the Company, on its part,
coal mining industry worldwide, is
does everything to ensure occupational safety, while the employees, on
included into the system of motivation of
their part, should show responsible
all key managers of SUEK, thus making
attitude to their lives.
SUEK stand apart from other Russian
companies.
Development and implementation of
labour protection and occupational safety
activities is an important component of work aimed at
minimizing industrial risk at the Company's enterprises.

Integrated occupational health
and safety plan
The Company's activities in the domain of occupational safety are regulated by a number of internal
documents subject to periodical revision:
- system of management of occupational safety
and conservation of mineral resources;
- regulations for plant supervision of compliance
with safety rules at dangerous production
facilities and conservation of mineral
resources;
- standard provisions for supervision of compliance with the rules of occupational, industrial
and environmental safety;
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“I would like to particularly mention the
serious work carried
out by this operator –
and we hold it up as
exemplary – aimed at
improving occupational
safety at coal mining
companies of the region”, said Aman
Tuleev, the Governor of the region, commenting on delivery of the Cooperation
Agreement 2006 between the Kemerovo
Region Administration and SUEK7.

For several years SUEK has been purchasing state-of-the-art security systems
to be installed in its underground mines
with dangerous levels of gas, dust and
sudden outbursts. The Company equips
its coal mines with multi-functional automated systems of operational dispatch
management (ACS systems). These systems help to monitor safety of air conditions and control fire-fighting equipment
in mines.
A minimum essential ACS equipment kit
costs ca. RUR15 million. Modern ACSs
are replacing obsolete air and gas control
systems of “Methane”-type no longer
conforming to the mining safety requirements.
In 2007–2009 the mines of Kuzbass will
be equipped with the Granch system
incorporating functions of surveillance
and accident notification of people located anywhere underground, as well as
means for detecting miners trapped
underground by an accident.

7 Vesti-Kuzbass, VGTRK, Kemerovo, 03.03.2006.
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- basic principles for building a
work-order system at enterprises;
- list of emergency situation and
accidents to be investigated and
registered at hazardous production facilities.
Under difficult mining and geological conditions and in the context of high
power availability of modern machines
and mechanisms the development and
implementation of actions aimed at preventing and reducing risks of accidents
and traumatism become of vital importance for ensuring safe working conditions. SUEK companies carry out this
work along several directions:
- purchase of individual protection
gear, control instruments and
fire-fighting equipment;
- training, retraining and certification of personnel in occupational health and safety;
- carrying out of preventive medical checks, health-improving
and therapeutic events;
- organization of industrial supervision of compliance with labour
protection and occupational safety rules at hazardous production
facilities;
- inspection of facilities by specialized organizations;
- deployment of computer technologies to solve operational management tasks and to plan manufacturing processes;
- workplace certification.
All the abovementioned directions
are reflected in integrated occupational
safety plans. In 2006 the Company spent
RUR695 million on organization of activities included into the integrated plans
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of the enterprises and in 2007 the Company plans to
increase financing of such activities by over 1.7 times
and spend RUR1,179 million on them.

Current status of occupational
health and safety
In order to reduce the risk of accidents a system
of occupational safety management was developed for
all enterprises of SUEK. The most important element
of this system is the activity of special divisions for
manufacturing supervision, occupational safety, labour
and environmental protection. Such divisions are created at the central office, regional coal operators and all
subsidiaries of the Company.
The Company's specialists not only track all
changes in the legislation but also fully participate in
discussions and hearings on technical regulations, generalize and analyze Russian and world practice in prevention and elimination of accidents.

The Interdepartment Commission for Labour Protection announced the results of the
competition run to identify the best implementor of labour safety rules in Irkutsk.
The winner in the Mining Group was Cheremkhovsky Surface Mine LLC.
The annual regional competition has been run by the Labour Committee of the
Irkutsk Region six times. The first stage of the competition was held on the level of
municipal entities, with 673 organizations participating. The Commission members
performed on-site inspections of indicators characterizing the status of labour conditions and occupational safety at the companies.
The Cheremkhovsky Surface Mine participated in the competition for the third time.
In the previous years this company was already recognized as the best one in labour
protection on the municipal level, and this is the first time the company receives such
an award on the regional level. This is a result of hard work. The Cheremkhovsky
Surface Mine pays special attention to industrial safety. Organization of labour is
monitored by qualified experts with meticulous knowledge of the production process.
A significant role in improvement of indicators was played by innovations of the last
years. This is the only enterprise within SUEK where medical checks of employees
are performed at the beginning and at the end of the shift: no employee is allowed
to work without permission of physicians. As a result the last industrial accident at
the mine was registered in 2003, and it was not a serious one.
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Occupational safety commissions that include
representatives of trade unions and administration
operate at SUEK's plants. The commissions take part in
the formulation of the sections of the collective agreement that relates to the work safety protection issues,
coordinate the actions of the employer and the employees for meeting the occupational safety requirements,
preventing industrial injuries and occupational diseases, and monitor work place safety conditions and
protective measures with obligatory disclosure of the
results to employees.
Collective agreements include the “Work Safety”
section. It establishes the employer's obligations to provide
safe and healthy work conditions, as well as measures to
monitor and control adherence to work safety rules.
Compensations and obligatory rationing of milk and
abstergents are provided to the employees working in
harmful conditions. It is specified that all the employees
should pass health check-ups regularly. The “Individual
Protection Gear, Tools” section sets forth the norms of
distributing the individual protection equipment to the
employees. The “Insurance” section prescribes establishes
obligatory insurance of employees against accidents and
occupational diseases.
All SUEK mines are equipped with Aeration, Water
Supply and Calculation of Air Blast Parameters computer programs. They are used to develop accident prevention measures, containment and elimination of accident
consequences at industrial facilities, as well as rescue and
evacuation of miners. These programs help to simulate
emergency situations, train and examine personnel's
response to accidents.
The employees are provided with all individual
protection equipment necessary. The company performs a competitive selection of the best suppliers of
protective gear, control instruments, fire-fighting
equipment.
At all SUEK facilities considered hazardous
emergency response plans get worked out, which are
then approved by the mine rescue brigade. These plans
specify employee rescue measures and post-accident
management, list the executives and establishments to
be immediately informed in case of an accident; determine the way of interaction with the mine rescue
brigade; describe typical duties of the persons participating in post-accident management and the opera56
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tional procedures. All individuals either employed at or
operating the hazardous facilities of SUEK must learn
the Emergency Response Plan and confirm the fact of
knowing it with their signature.
The post-accident management is performed by
professional mine rescue brigades and auxiliary mine
rescue brigades that provide search-and-rescue services to the coal mining and processing plants on a contractual basis. In case of emergency they take emergency measures to rescue people, perform the postaccident clean-up and accident prevention. SUEK coalmining companies have their own emergency rescue
teams – mine rescue brigades. They consist of employees
who completed specialized training under supervision of
the mine rescue brigade.

Nazarovsky Repair and Engineering Works (the Krasnoyarsk Territory) has made one
more step towards improvement of work safety and prevention of accidents – by
purchasing a fantail suction hood for removing welding fumes.
Anatoly Koshkin, the Executive Director of Nazarovsky Repair and Engineering Works:
“Checked against existing sanitary standards for occupational safety our facility is within
the tolerable limits. However, we decided to surpass the standards and create more comfortable conditions for performing hazardous works.
Purchase of a fantail suction hood was proposed as part of the investment plan 2006.
Now the hood is already installed at the facility and is appreciated not only by the
welders but also by those who work next to them. But the administration intends to
move further.
The plans are to update the suction-and-exhaust
ventilation system, to equip the stationary welding
points with the “Sovplim” filter-ventilator unit
with electrostatic filter; it will help to remove 98%
of welding fumes from the air.”
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Methane safety
As the mining depth increases, work conditions in
the mined coal seams deteriorate, gas saturation grows,
ventilation of mines becomes more complicated, hence
the previously used schemes of ventilation and gas
emission control do not provide the required level of
methane safety, especially with increased workload in
production faces.
To ensure safety of the air, degassing of goafs by
means of boreholes is widely used at the Company's
mines. However, many years of practicing this method
of degassing showed that without a comprehensive
scheme of degassing it is impossible to avoid methane
seeping from goafs to production faces. That is why
under the conditions of high gas saturation, alongside
with the actions focused on methane emission control
by means of ventilation, it is planned to introduce comprehensive degassing at the Company's mines in
2007–2008, including preliminary degassing of the
exploited seam. This method ensures safe
work conditions in respect of the gas factor and helps to trap methane to be utiDegassing of the coal seams signifilized which, in turn, will reduce the negcantly increases the safety of mining
ative impact of mining methane emissions
works and provides the possibility of
on the environment.

recycling and practical use of the
recovered methane.

Ongoing methodical work to implement comprehensive degassing is underway at the mine named after S.M. Kirov
(the Kemerovo Region); this degassing work forms a
practical basis for application of positive results at the
other mines of the Company.
The Company looks for processing solutions in the
field of methane safety jointly with scientific institutes.
As part of implementing the Kyoto Protocol, the
Company's specialists together with its strategic partners, both Russian and foreign, focus on preparation
and implementation of the mine methane utilization
project.

58

Occupational Health and Safety

OHS training
Knowledge of basic notions, principles and general requirements of the
industrial safety by executives and specialists is a prerequisite for safety maintenance. That's why training of the personnel in occupational and industrial
health and safety is ongoing at the
Company's enterprises.
Engineers and technicians take preassessment targeted courses and examinations in safe coal mining every three
years. Job seekers to be employed are
bound to receive instructions in OHS.
To control the level of industrial
safety awareness the Kemerovo Regional
Skills Improvement Institute jointly with
the specialists of SUEK's LeninskKuznetsky Branch have developed and
deployed software for evaluation of the
personnel's knowledge of safety rules.
The software that simplifies the operational control is planned to be used at all
enterprises.

The Leninsk-Kuznetsky Branch of
SUEK was the first in Kuzbass to have a
computer program deployed for testing
knowledge of coal mine safety rules. The
software was developed by the experts
of the Kemerovo Regional Skill
Improvement Institute jointly with
SUEK's Leninsk-Kuznetsky Branch. The
software provides objective evaluation of
safety rules knowledge displayed by specialists of different levels ranging from
foremen to managers of coal mining
companies.
The computer system is impossible to
deceive and there is no way for crib
sheets to be used. A profound understanding of the peculiarities of mining
safety rules is necessary not to fail in
tricky topics. However, according to the
developers of the program, if an employee takes workplace safety seriously
every day, he will have no difficulty in
answering more than forty questions
generated by the program. The administration decided to spread the Kuzbass
plant's experiment throughout all the
Company's branches.

Reduction of industrial injuries
Accident rate is considered to be one of the major
indicators of occupational health and safety. The accident rate in 2006 has generally decreased as compared
to 2005.
The number of fatal accidents has also decreased:
for the reported period there were nine fatal accidents
at SUEK companies that make 3.5% of the total number of accidents.
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Industrial injuries dynamics
Number of injuries
2005

2006

Change vs
2005, %

Industrial injuries

313

253

–20

Fatal injuries

10

9

–10

Industrial injuries dynamics by branch
Total injuries
Branch

Change vs 2005, %
2005

2006

Leninsk-Kuznetsky Branch

195

163

–16

Vladivostok Branch

44

39

–12

Krasnoyarsk Branch

23

12

–48

Irkutsk Branch

11

7

–36

Chernogorsk Branch

40

32

–20

Total

313

253

–20

Each accident is analyzed; its reasons and potentially dangerous factors are diagnosed. The massive
preventive measures at the Company's plants show
tangible results. Specifically, the number of days of
incapacity for work due to industrial injuries decreased
in 2006.
Incapacity for work indicators dynamics
Total days of incapacity
for work
Branch
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Change vs 2005, %
2005

2006

Leninsk-Kuznetsky Branch

9,249

7,964

–14

Vladivostok Branch

2,104

2,520

+20

Krasnoyarsk Branch

680

968

+42

Irkutsk Branch

511

237

–46

Chernogorsk Branch

1,506

1,486

–2

Total

14,051

13,175

–6

Occupational Health and Safety

Number of accidents and malfunctions
In 2006 there was one accident and
68 malfunctions. For comparison – in 2005
three accidents and 135 malfunctions
were detected.

Accidents
Malfunctions

2005

2006

Change vs 2005,
%

3

1

–66.7

135

68

–49.6

Occupational health and prevention of work-related disease
Mine operators should pay close
attention to prevention and monitoring of
diseases affecting respiratory tracts, as
well as the vibration-induced diseases.
Primary measures for prevention of occupational diseases include regular medical
check-ups, healthcare service at the
plants, health improvement measures
(summer retreats for miners, health
improvement seasons). Statistics show that
the preventive measures taken at SUEK's
companies are effective: within a year the
total number of employees diagnosed with
occupational diseases decreased by 25%.

Occupational Health and Safety 2006
work results:
- Compared with 2005 the number
of injured employees decreased by
60, as for the fatal injuries – by
one injury. Traumatizing frequency coefficient dropped by 1.19
- The
number
of
accidents
decreased by two cases as compared to 2005, the material damage also decreased significantly
- The number of registered malfunctions is 67 fewer than in 2005.
- The damage from the malfunctions per year decreased by
RUR51.8 million

Detected cases of occupational disease
2005

2006

Change vs 2005, %

119

89

–25
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Strategic goals:
- Assistance to the harmonious development of territories and to the improvement
of the living conditions in miners cities and settlements
- Response to problems faced by various social groups
- Development of partnership relations with local communities
- Support of priority national projects

Being a socially responsible company, SUEK
seeks to make its contribution to improvement of social
environment in the regions where it operates: it carries
out joint projects with local administrations, cooperates
with educational institutions and non-governmental
organizations in implementation of socioeconomic and
charity programs. All this contributes to social and economic stability in these regions. The Company actively
participates in implementing priority national projects
by supporting educational and health protection institutions.
In 2006 there were the following priority tasks in
external social programs management:
- to structure the Company's activities in the
field of social investments, to define priorities;
- to develop partnership relations with local
authorities and to sign agreements on socioeconomic cooperation.
As a result, the following strategic initiatives that
specify the type of social and economic partnership
were developed and taken:
- to establish a non-commercial organization
titled Foundation for Social and Economic
Support of Regions “SUEK to REGIONS”;
- to develop and implement programs of socioeconomic advance of municipal entities;
- in localities densely populated by employees:
- to build and reconstruct schools, kindergartens, sports facilities;
- to provide families of employees and
retirees with coal throughout the heating
season;
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to assist the local authorities in
solving the most acute problems with
housing and utilities (to relocate people from the ramshackle and structurally unsafe buildings, to reconstruct and repair of external utilities);
to acquire medical equipment, furniture and training aids.

Socioeconomic partnership
agreements
The socially significant projects and programs are
supported under socioeconomic agreements. Such
agreements are signed annually by SUEK and heads of
regional administrations. The agreements specify the guidelines and social
“We form our social policy in Kuzbass
needs of the region that will receive
together with the administration of the
the support of the Company, as well
Kemerovo region. It allows us to ensure the
maximum efficiency of our social investas the investment projects, and the
ments in the development of coal mining
measures taken by SUEK to increase
cities, the growth in prosperity of our
the operational safety level and many
employees and their families, the improvement of the conditions for the veterans of
other issues.
the coal mining industry and their families.”
Furthermore, the volume of
Vladimir Rashevsky,
financial aid at the local level is specChief Executive Officer of SUEK
ified, negotiations with heads of cities
and regions are held to discuss
requests of the regions for priorities of financial aid.
The main principles for the preparation and signing of
the agreements on socioeconomic
partnership and cooperation with
regional and local administrations are
as follows:
- transparency;
- partnership;
- mutual consideration of interests;
- documenting the parties' obligations.
The range of issues resolved
within the framework of the socioeconomic partnership is rather wide.
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The Company's funds are allocated both to support
projects of major social importance on a regional level
and to boost local efforts.
In 2006 as part of the agreements on social and
economic partnership signed with the Kemerovo
region administration, the Company supported implementation of the regional social programs and top priority national projects. The agreement also stipulated
the delivery of 835 tons of fixed-priced coal for utility
and domestic needs of the Kemerovo region and for
charity purposes.
In the Republic of Khakassia most of the financial aid was appropriated for reconstruction and modernization of the local housing and utility enterprises
and for landscaping of the Ninth Estate (coal miners'
micro-district of Chernogorsk).
In the Krasnoyarsk Territory SUEK and the territorial administration carried out a significant joint
project – relocation of residents of ramshackle and
structurally unsafe houses in Dubinino (see the example
on page 42 of this report); the Company also supported
implementation of municipal entities' social programs
throughout the territory of SUEK operation, held
healthcare, cultural and sports events.
Moreover, the Company's core activity is a source
of constant income to the budget: each ton of the coal
mined by the Company generates 80
rubles' worth of taxes, with the consolidated budget of the territory receivThe Governor of the
ing 33 to 35 rubles per ton.
Krasnoyarsk Territory A.
Khloponin noted, “SUEK
The administrations of coal minhas fully completed all
its social obligations in
ing towns also appreciate the partnerthe areas where it opership and cooperation relations with
ates”, and stressed that
the Company. For example, V.
the Company is engaged
in “large-scale and interesting projShandurov, the head of Nazarovo,
ects’”in the region.8
emphasizes that SUEK succeeded in
making production profitable and
evergrowing, so in spite of all the dif-

8 “Centre of Russia” Radio (Krasnoyarsk) 16 Feb. 2006. News round-up.
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V. Matikov, the Head of the Uzhuisky
district of the Krasnoyarsk Territory,
notes, “SUEK has proved a reliable
supplier, and, as a result, the communal service and the population of the
district did not lack the solid fuel in
winter”.

ficulties brought about by the market
economy in the recent five years, they
could come to mutual understanding
with SUEK on all the issues.
In the Republic of Buryatiya
SUEK supported socioeconomic projects
basically related to the social aspect in
the settlement inhabited by coal miners
of the Tugnuisky surface mine.

In the Khabarovsk Territory the financing of the
social programs on the part of the Company was
focused on the development of the Vanino municipal
district where SUEK builds its coal terminal, and supports a number of other projects.

According to V. Ishaev,
the Governor of the
Khabarovsk Territory,
“SUEK is one of the
largest investors in the
territory. In the long
term, the turnover of the terminal9 the
Company is building will amount to 20
million tons”.

The coal mining industry is the
most important part of the Territory's
economy, therefore its strength and
development is of great importance to
the administration. According to V.
Ishaev's estimates, the Company's
activities contribute to the further
development of the infrastructure of
the Territory, in particular, the
increase in the traffic capacity of
Baikal-Amur Mainline10.
In the Irkutsk region SUEK
invests in the construction of the utility infrastructure facilities in Algatui
settlement where most of the residents
are the employees of the Mugunsky
surface mine. The project is being
implemented as partnership between
public and private sectors whereby the
Irkutsk Region administration and
SUEK pool their financial resources.
In the Primorie Territory the
main object of support is the social
sphere of the municipal communities

9 The bulker coal terminal in the port of Vanino (the Tatar Straight, the Pacific coast of Russia).
10 The Khabarovsk Territory Web portal (http://www.khabkrai.ru/news/newsfull.html?id=4355).
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where SUEK's plants operate. One of the largest projects is the building of the water supply facility in
Lipovtsy (a settlement in the Octyabrsky district).
The Company fulfills its obligations under agreements completely and in due time, and the partners
confirm this fact at regular meetings held to discuss
outcomes of the partnership.

In 2006 the volume of
SUEK's social aid to coal
mining regions surpassed
RUR530 million, including
RUR130 million that the
Company allotted in addition to the funds specified
in the agreements.

Major social projects
Traditionally SUEK allocates significant funds for
charity and sponsorship. Up to date, this work has followed the established traditions of targeted assistance,
however, the Company is going to increase the efficiency of social investments by receiving a contribution
from the “SUEK to REGIONS” charity foundation. The
task of the foundation is to develop and implement
complex regional programs in partnership with local
administrations and with the organizations providing
social services and those of favorable repute in the
region. The foundation will provide conditions for territories to develop in a more modern way.
The priorities in the targeted assistance practiced
by SUEK during its existence proved essential and will
become the key component of most social initiatives.
Support of the families of the Company's
employees: providing retreats for the employees' children and families, assistance to the
veterans and retirees.
In 2006 as many as 800 children
of the Primorie Branch employees
spent time in summer camps and
health resorts of the Far East, more
than RUR4 million were allotted to
this end (SUEK covered 90% of the
children's holidays costs).
Healthcare: participation in construction and repair of hospitals, purchase of medical equipment.
For example, SUEK donated a
modern ECG recorder to the polyclin-

More than 600 children from the families
of SUEK companies employees in
Khakassiya enjoyed recreation and
improved their health in 2006. The
Company allotted RUR2.5 million for this
purpose. Children's trips to recreation
camps located in the forests and at lakes
of the republic, in the southern part of
the Krasnoyarsk Territory, where the
children have everything for active rest,
are exceptionally favoured among the
Company employees. Depending on the
type of rest children choose, their parents
pay 10 to 20% of the cost of the trip
which helps to put children's summer
rest on a really massive scale.
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ic in Novoshakhtinsky, a settlement in the Primorie
Territory; this device is very important for early diagnosis of cardiovascular diseases.

Krasnoyarsk rugby team Yenisey STM is
one of the nation's top-rank teams.
However, the professional sports, and so
much the more the children's sports, are
always underfunded by the State. The
Governor of the Krasnoyarsk Territory
Mr. Aleksandr Khloponin came forth
with the idea of establishing a nongovernmental organization, a fund for
supporting the Krasnoyarsk team and for
training young players. His idea was supported by Siberian Coal and Energy
Company (SUEK). Extending this idea
the Company suggested that children's
rugby schools be set up in coal mining
towns where the best players of the
champion team will train children. Such
centres were established in Borodino,
Nazarovo and Sharypovo.

Sports: sponsoring amateur and
professional teams.
SUEK has acted as a sponsor of
Borodino (the Krasnoyarsk Territory)
delegation trip to the Olympic Games
in Turin. In 2006 the regional competitions in freestyle wrestling were held
for the first time in Sharypovo (the
Krasnoyarsk Territory); SUEK was
one of the sponsors of the competition.
Education and culture: construction and reconstruction of schools,
kindergartens, purchase of furniture
and educational materials for schools,
arrangement and holding of cultural
events for general public (celebration
of the Day of the City, Miner's Day,
the Victory Day).

For example, to commemorate the 45th anniversary of Nazarovo (a town in the Krasnoyarsk Territory)
the cultural center of the town was repaired, lighting
and sound equipment was replaced. A bus was donated to the administration of Dorokhovo (a village in the
Krasnoyarsk Territory), so that the local children could
commute to school. At the end of April, 2006, a newly
constructed school funded by SUEK was put into service in Karagaila (a settlement in the Kemerovo Region).
SUEK donated funds to the school of
Chernogorsk to buy conference hall furniture. The
principal of the school stated, “We applied for help to
many organizations, but only SUEK responded. We
ought to give credit to the Company for their constant
financial support. They never ignore our requests.”
Housing and utilities: repair of external utilities
(plumbing, sewages, heating networks), road repairs,
coal delivery at discount prices.
For instance, in the Ninth Estate (Chernogorsk,
Khakassia), where coal miners live, the utility networks
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were repaired and new boiler-houses
were built by the beginning of the
heating season.
In the field of housing and utilities SUEK also brings into effect
projects of public and private partnership. In 2005–2006 significant
funds were invested in the construction of utility infrastructure facilities
in Algatui (a settlement in the
Irkutsk Region).

The locals referred to a 15-kilometer
road section from Zaozyornyi to Borodino
(the Krasnoyarsk Territory) as “the
death road” until recently. Year in year
out the state of the roadway kept deteriorating to entail many traffic accidents
and emergencies. Sometimes drivers had
to drive on the wrong side of the road to
avoid potholes. Owing to SUEK's financial support the regional road services
repaired the motorway, and it became
much safer for driving.

One more line pursued by the partnership in the
field of housing and communal services is delivery of
fixed-priced coal to enterprises offering housing and
communal services. For example, in the Kemerovo
Region SUEK undertakes to supply 932 tons of coal at
fixed prices already in 2007, as well as to donate 12,000
tons of fuel for charity purposes.

Working with the youth
In the Krasnoyarsk Region SUEK supported the
idea of reviving youth construction teams. Students
and pupils may not only earn money in summer, but
also get acquainted with their future profession in
practice. Youth construction teams' work is also
financed by municipal and territorial administrations.
In Linevo youth construction teams
arranged a campaign called “Clean
In July-August 2006 as many as 12 tons
Beach”; they removed the rubbish left
of free coal were dispatched to cities of
by campers on the beach. Ekaterina
Novokuznetsk,
Leninsk-Kuznetsky,
Prokopievsk, Yurga, Kiselyovsk, as well
Belaya, a member of the labour team:
as to the Prokopievsk, Leninsk“I think that what we have done will be
Kuznetsky and Yurga Areas of the
an example for holiday-makers and
Kemerovo Region. During this campaign
the Company's services jointly with the
will promote a different notion of rest,
city council representatives were carrying
helping to make it more civilized, to
out close control of the quality of the dispatched coal. Retirees and veterans are
take care of the nature.”
also regularly provided with free fuel. For
example, in Borodino (the Krasnoyarsk
In Leninsk-Kuznetsky college No.
Territory) every retiree enjoying a well38, which trains future miners, held a
deserved rest after work at SUEK companies, has an option of receiving either 8
campaign called “Being healthy is
tons of free coal or a cash benefit. This
trendy.” For three months the girls
norm is established in the collective
labour agreement.
from the “Luch” (the Ray) pedagogical
team staged plays, arranged discus69
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sions and offered exercises for children to show them advantages of
healthy, drug-free lifestyle. The program is built on a “peer-to-peer”
basis, therefore, the information
shared is not perceived as lecturing
but sinks in while peers socialize with
ease.
SUEK is also a sponsor of the
Far East Anti-Drug Foundation (the
Primorie Territory) that finances both
preventive events and health facilities
offering treatment and rehabilitation
to young drug addicts.

Charity
SUEK's enterprises based in
regions regularly attend to children
from orphanages and boarding schools –
by giving them presents for holidays,
taking them out for excursions. The
Company employees are also actively
involved in fund-raising to help targeted individuals in dire straits. For example, the employees of the Beryozovsky
surface mine (the Krasnoyarsk
Territory) at the request of the charity
foundation named after Alyona
Iskakova, helped to raise funds for
children with poor health. In 2006
RUR23,730 were raised to take miners
children to Moscow for a health checkup and to offer some other reasonable
assistance to the ailing kids.

Financing
of educational events
SUEK acted as a sponsor of the
Corporate Social Responsibility and
Sustainability conference and financed
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the Profi journalists contest in the
Irkutsk Region, the regional festival of
patriotic songs in the Krasnoyarsk
Territory, the Youth Forum in
Krasnoyarsk, and also sponsored a
number of sports events.
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Strategic goals:
- To become the “environmental leader” of the Russian coal business
- To improve environmental management on the basis of the world best environmental practices
- To be actively involved in regional environmental programs
- To achieve synergy between environment and energy business

SUEK produces a comprehensive impact on environment through use of land, water, non-renewable
energy sources, through emissions and discharge of
contaminating materials into the ambient air and water
bodies. The extent of the environmental impact is
determined both by processing techniques and by condition of equipment.
In an effort to minimize the negative environmental effect, the Company consistently implements its
environmental strategy based on sustainability principles for the benefit of present and future generations.
One of the most significant landmarks for the
Company in 2006 was adoption of the Environmental
Policy. In the adopted document the Company recognizes its environmental responsibility to society as its
basic value, fully acknowledges the risks of negative
effect on components of the environment.
In order to reduce and prevent this effect, the
Company:
- undertook to reduce and prevent negative
environmental effect;

A number of mines operated by SUEK is actually located in urban areas (such as
those in the Kemerovo Region) since decades ago, when mines were launched,
houses would be built around them, and no one controlled this process. Now the
situation needs to be improved. The first project was developed for the S. M. Kirov
Mine: it involved delimitation of the sanitary protection zone. Within a year the
Company in cooperation with public services will carry out monitoring and delimit
this zone. The research will determine the scope of work aimed at improving the
sanitary protection zone and, possibly, at relocating its inhabitants. As a result, people can get real help and improve their living environment.
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SUEK OJSC's environmental policy
and its implementation priorities

Company's obligations
to implement
the Environmental Policy
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Goals of the Company

Company's principles
for achieving
the set goals

- To implement primary and secondary production processes in
accordance with requirements
of the federal, regional and local
environmental legislation using
the rules of international law
and the best practices of other
companies

- To plan production output in
the
regions
where
the
Company operates taking into
account their environmental
features

- The company carries out
the policy of environmental
information transparency,
participation
of
local
authorities and the community in development, discussion,
approval
and
implementation of environmental protection decisions.
- The Company follows a
proactive
environmental
policy, seeking to get a dialogue under way with the
governmental environmental protection bodies and
the community

- To use natural resources transferred to the Company rationally taking into account basic
principles of environmental
protection

- To use extracted natural
resources and associated components rationally as raw
materials, fuel and construction materials, etc;
- to rule out non-specified losses
of coal during its mining and
processing;
- to use coalmine methane during its industrial utilization as
fuel for production of different
types of energy;
- to use underground and surface mine waters for multiple
purposes, to use recirculating
water supply and drainage
systems;
- to reclaim the lands disturbed
through mining in accordance
with license specified conditions;
- to use scientific and technical
methods for restoring the fertility of disturbed lands

- The Company ensures the
priority of efficient use of
energy and resources and
rational use of natural
resources in its production
activity

Environmental Impact of the Company's Business

Documents of the Company
related to environmental
protection

Activities related to environmental policy implementation

Strategic initiatives of the
Company for environmental
protection

- Standards of the Company;
- draft standards of acceptable environmental impact

- Identification and actualization
of environmental legislation
requirements;
- development and improvement
of the Company's regulatory
and methodical basis for environmental protection and environmental safety

- To design and construct new
facilities for coal mining, processing and transportation giving preference to the best
available techniques, evaluation of environmental effect of
the planned activities and the
state environmental assessment of the project documentation

- Standards of the Company;
- draft standards of acceptable environmental impact

- Identification and evaluation
of environmental aspects of
activity in order to define target and planned environmental
indicators;
- improvement
of
the
Company's personnel educational and professional level
related to rational use of natural resources

- To develop and implement
long-term environmental programs and take current environmental
measures
take
measures taking into account
the Company's financial ability
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Company's obligations
to implement
the Environmental Policy
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Goals of the Company

Company's principles
for achieving
the set goals

- To ensure reduction of the negative environmental effect produced by economic and other
activities relying on the best
technologies available and taking into account economic and
social factors

- To develop coal processing and
cleaning technologies in order
to obtain high-quality types of
fuel with improved environmental characteristics;
- to reduce the amount of
wastes generated by primary
and auxiliary production facilities as well as by the utilities
infrastructure, to use such
wastes to the maximum practicable extent or to dispose of
them safely;
- to reduce the amount of pollutants in waste water;
- to reduce emissions of dust
and gaseous pollutants in the
course
of
technological
processes related to mining,
cleaning, storage and transportation of coal and waste
rock, including additional
works;
- to use advanced technologies
for storage of overburden and
enclosing rock in waste piles
suitable for further efficient
biological reclamation

- The Company implements
its environmental strategy
on the basis of best available environmental practices

- To improve environmental
management processes of
enterprises continually;
- to seek to ensure compliance
of the Company's environmental management system with
the recognized international
standards

- Po plan production output in
the
regions
where
the
Company operates taking into
account their environmental
features;
- to respond adequately and
timely to emergency situations

- Environmental protection
management as a priority
in the Company's operation;
- implementation of the
Company's environmental
strategy on the basis of
best environmental safety
management practices;
- carrying out of independent
expert examination of the
environmentally significant
decisions

Environmental Impact of the Company's Business

Documents
of the Company related
to environmental protection

Activities related
to environmental policy
implementation

Strategic initiatives
of the Company
for environmental protection

- Action plans for environmental protection;
- a plan for elimination of
possible accidents at the
facilities of the enterprises;
- an action plan for prevention and elimination of natural and man-caused emergency situations;
- a long-term program of
environmental protection
investments

- Development and implementation of actions aimed to minimize the negative environmental effect;
- development of adequate and
timely actions to prevent
emergency situations related
to the negative environmental
effect

- To plan its activities constantly aiming to reduce their negative environmental effect;
- to search for suppliers and
contractors of environmental
services equipped with environmentally efficient technologies;
- to design and construct new
facilities for coal mining, processing and transportation
giving preference to the best
available techniques

- Internal guidance materials
for the purposes of management,
self-evaluation
and internal audit

- Analysis of efficiency and productivity of the environmental
risk management system by
the Company's top management;
- identification and evaluation of
environmental activity aspects
in order to determine target
and planned environmental
indicators;
- development and implementation of actions for monitoring
and control of achieving target and planned environmental
indicators;
- improvement of the educational and professional level of the
Company's personnel in the
field of rational use of natural
resources, environmental protection and environmental
safety

- To enhance environment quality monitoring in the area
dependent on the Company's
operation;
- to carry out an independent
environmental audit, to control compliance with the environmental legislation and to
ensure implementation of
environment protection measures, rational use and recovery
of natural resources at the corporate and production facilities
level;
- to develop, implement and
maintain the environmental
management system in accordance with the requirements
of ISO 14001:2004;
- to distribute proactive environmental reports
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Water reserves protection:
The Kemerovo Region: construction of
colliery water treatment facilities, completion of residential sewage treatment
facilities commissioning (the Kotinskaya
Mine); construction of integrated colliery
water treatment facilities; (Sokolovskaya
Investment Company);
The Krasnoyarsk Territory: development
and deployment of a system of facilities
for collection and purification of storm
and industrial sewage water on the territories; construction of local water treatment facilities;
The Republic of Khakassia: phase 1 construction of surface mine water treatment
facilities
(Vostochno-Beysky
Surface Mine LLC);
The Khabarovsk Territory: construction
of water treatment facilities (Urgalugol
OJSC).

Air protection:
The Kemerovo Region: replacement of
cyclonic separators in boiler houses (Mine
named after S.M. Kirov OJSC); installation of TSN-15 cyclonic separator in the
boiler house (Loading and Transport
Department OJSC);
The Krasnoyarsk Territory: repair of
processing equipment in the central
industrial site's boiler house to maintain
standard rates of atmospheric emissions
(Berezovsky-1 Surface Mine OJSC);
The Primorie Territory: installation of a
cyclonic separator in the carpenter's
workshop
(Vostochnoye
Mine
Department); installation of a cyclonic
separator in the foundry (Artemovskoye
Repair and Engineering Department
LLC).

Production and consumption waste
disposal:
The Khabarovsk Territory: acquisition of
oil-contaminated waste incineration plant
(Urgalugol OJSC).
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- developed goals in the field of
use of natural resources, environment-related activities and
environmental safety;
- formulated the principles of
achieving the goals;
- defined a list of environmental
protection documents;
- planned activities for implementation of the environmental policy;
- designed strategic environmental
initiatives.
Provisions
of
SUEK's
Environmental Policy apply to all the
enterprises and organizations of the
Company.
To implement the Environmental
Policy, the Board of Directors has
developed
and
approved
the
"Environmental Activities Program
2007–2011". The main activities in the
approved program include actions
focused on protection of water bodies
and ambient air, reclamation of disturbed lands as well as on development of projects aimed at arranging
and improving sanitary protection
zones. One of the Company's challenges is to monitor the borders of
sanitary protection zones at all the
Company's enterprises.

Investments
in environmental measures
Every year the Company invests
in the construction and upgrading of
waste treatment facilities, restoration
of disturbed lands, development of
production waste storage sites including organisation of activities related to
waste utilization, as well as organisation of activities related to the upgrading and improvement of environmen-
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tal equipment, operations aimed to reduce emissions
and discharges polluting environment, etc.
In 2006 the Company invested RUR352 million in
environmental activities; the bulk of the invested funds
(94%) was allocated to the current environmental protection costs.

Rational use of energy
The actual value of the Company's aggregate
annual consumption of fuel and power resources (electric and heat energy) amounts to 2.6 GWhr per annum,
specific consumption of power resources equals 30 kWhr
per ton of produced coal. Estimated losses of electric and
heat energy in grids amount to 3–5%.
The Company pays special attention to increasing
the level of energy efficiency and uses the following
approaches:
- development of a comprehensive system for
the accounting and control of power resources
consumption;
- energy conservation activities.
One of the key priorities for SUEK is reduction of
power consumption at enterprises. This aim is attained
both by organisational and technological means. Most
of the Company's enterprises use systems of commercial accounting of production, purchase and sale of
thermal and electric power, mostly automated. The
Company's enterprises follow the strategy of creating
regional systems for automated accounting of electrical
power, with these systems reporting to the Information
Collection and Processing Centre at the Central Office.
Systems for technical accounting of power resources
are being created, developed and updated to analyse
and monitor the implementation of power-efficient
measures at all administrative levels.
In 2006 for the purpose of ensuring the rational
use of energy the Company conducted the following
activities, which are still underway:
- compensation of reactive power via static condenser banks and synchronous excavator
engines;
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- regulation of power consumption aimed at
decreasing the active power at the time when
the power system is loaded to the maximum;
- installation of high-performance processing
equipment (mechanized complexes for working
and tunneling faces);
- installation of a soft-start system for the most
loaded and important electric drives (conveyor
lines);
- automation of transformer substations;
- automation of existing local systems for power
resources accounting and creation of new ones;
- creation of regional automated electrical power
accounting systems.

Atmospheric emissions

The Company invests in advanced waste
gas purification technologies. Objective: to
reduce the dust and gaseous pollutants emission during technological processes and auxiliary operations.

The atmosphere is polluted during surface and underground coal mining, coal transportation and cleaning,
by dust from waste piles, coal stores
and through emission of colliery
methane.
In 2006 the growth in the
Company's production output (a 6.3%
increase as compared with 2005) was
Specific atmospheric emissions,
kg of emissions/ton of mined coal
2005

Total

2006

+/–

vs 2005

1.722

1.657

–0.065

- Sulphur dioxide

0.034

0.035

+0.001

- Carbon oxide

0.120

0.143

+0.023

- Nitrogen oxide

0.041

0.063

+0.022

- Methane

1.294

1.254

–0.040

Including the following gaseous and liquid pollutants:
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accompanied by decreased indicators
for atmospheric emissions: the total
emissions volume increased by 2.8%
(reaching 148.7 thousand tons).
There were no substantial
changes in the structure of emissions:
methane accounts for three fourths of
the atmospheric emissions volume.
In 2006 total specific emissions
polluting the atmosphere went down
as compared with 2005, due to a
decrease in the methane indicator;
while other indicators for specific
emissions increased insignificantly.

Water management
and waste water treatment
SUEK's enterprises use water
both during technological coal production processes and for domestic and
practical needs. In 2006 the total volume of water withdrawn by SUEK's
enterprises amounted to 162.4 million
m3, a 4.3% increase over the previous
year. Almost all the water withdrawn
was underground water.
In order to ensure rational use of
water resources the Company's enterprises use recirculating and recycling
water supply systems. Their total capacity exceeds 29 million m3 per annum,
which equals 18% of the annual
turnover of consumed water.
Water withdrawal and consumption indicators have a direct effect on
the volumes of waste water.
Consequently, the Company's enterprises implement a resource-efficient
strategy for water use, introduce

The Company seeks to stop discharge of
waste industrial water with parameters exceeding the standard.

At the Kotinskaya Mine (the Kemerovo
Region) the Company completed the construction of treatment facilities intended
for purification of mine and storm water
(mechanical treatment of mine water in
beds with filtering walls where the waste
waters are then decontaminated using
ultraviolet radiation), and finished startup operations at physical and chemical
treatment facilities for domestic waste
water. Launching the water treatment
complex at the Kotinskaya Mine considerably improves the quality of water discharged by the enterprise into the local
Tykhta River. SUEK invested more than
RUR14 million in the implementation of
these investment projects, which are part
of the Company's large-scale environmental program.
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Specific performance indicators in the water resources management sector,
m3 of water/ton of mined coal
2005
Water withdrawn
Volume of water in recirculating water supply
systems
Volume of water in recycling water supply systems
Waste water discharged

2006

+/–

vs 2005

1.830

1.810

–0.02

0.345

0.321

–0.024

0.004

0.004

0

1.710

1.650

–0.060

closed-cycle technologies and finance
waste water treatment research.
In 2006 the volume of discharged
waste water amounted to 148 million m3.
Withdrawal of fresh water and discharge of waste water by the
Company's enterprises makes no significant impact on the large water
bodies of the regions. The indicators
showing changes in the water consumption and discharge volumes are
much lower than the production output index. The general tendency for
the Company's enterprises is to reduce the amount of
pollutants discharged
in water bodies.
In the tractor workshop of the Borodino Surface
Mine (the Krasnoyarsk Territory) the Company commissioned treatment facilities intended for treatment
of storm and waste water coming from production
sites (cost of the works: ca. RUR9 million).
The pilot launch of the treatment system in August
2006 proved it to be operational; in October the regulatory authorities checked and confirmed that the
treatment facilities complied with design performance criteria and could be put in operation.
Installation of treatment facilities is only a part of a
large-scale project aimed to improve the environmental setting both at the enterprise and on the adjacent
territory. At present, similar facilities are being erected at the motor depot and
the fuel-and-lubricants storage of the Borodino Surface Mine; next year the
Company plans to start constructing treatment facilities in the PTU locomotive
depot and at the diesel fuel storage of the Ugolnaya-2 Station.
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At the Oktyabrskaya Mine (the Kemerovo Region) the Company completed the
reconstruction of the treatment facilities project worth RUR3 million. The implementation of the project considerably improved the quality of water discharged by
the enterprise into the Inya River declared to be a fishery conservation zone.
The Oktyabrskaya Mine is the most water-saturated site at the Leninsk coal
deposit: in high-water seasons the influx of water in pits exceeds 3 thousand m3.
The treatment facilities that were constructed 25 years ago could not handle this
volume and did not meet modern environmental requirements.
In cooperation with the scientific-production association “Pulsar” (Krasnoyarsk)
specialists of the Oktyabrskaya Mine and SUEK's Leninsk-Kuznetsky Branch
developed and implemented an original project
that involved not only replacement of chemical
agents and filters for more effective ones, but also
ozone treatment of the water discharged to the
river. After multi-stage treatment the quality of
water considerably improved as confirmed by all
key indicators, in particular, the content of iron
and suspended substances in the water decreased
fourfold.
“Today the water that is discharged into the Inya
River is cleaner than the river water and is virtually similar to drinking water in composition,”
says Anatoly Paltsev, Technical Director of
SUEK's Leninsk-Kuznetsky Branch.

At Sokolovskaya Investment Company (the
Kemerovo Region) SUEK commissioned integrated treatment facilities intended for treatment of
underground mine, surface mine, industrial and
storm water of two subdivisions: the TaldinskayaZapadnaya-2 Mine and the Zarechny Surface
Mine.
The treatment facilities comprise two big filter
beds (52 and 110 thousand m3), a filtering wall
and a pumping station with a throughput capacity of up to 750 m3/h, which is of
primary importance in case of a sudden increase in the mine water influx.
Environmental pressure was considerably reduced due to a system featuring three
stages of water treatment: plain setting, filtration and disinfection. The greater
part of mine water then goes to the Kyrgai River; the remaining part of purified
water is pumped back to the enterprise to be used for technological needs. More
than RUR50 million were invested in the implementation of the project.

83

Environmental Impact of the Company's Business

Discharge of pollutants with waste water,
kg/t of mined coal

2005
Total weight of pollutants discharged

2006

+/–

vs 2005

1.212

1.094

–0.118

Suspended substances

0.019

0.017

–0.002

BODfull

0.010

0.005

–0.005

Dry residue

0.956

0.879

–0.077

Ferrum

0.001

0.001

0

Nitrates

0.003

0.004

+0.001

Sulphates

0.175

0.121

–0.054

Chlorides

0.030

0.053

+0.023

Other pollutants

0.018

0.014

–0.004

Including:

Reclamation of land
Reclamation costs per unit
of land, thousand RUR/ha

Reclamation of land disturbed by coal operators is
one of the most complex current environmental problems.
In 2006 the Company continued reclamation of
disturbed and contaminated lands.
Every year the Company's enterprises reclaim
more than 500 ha of disturbed landscape: for the first
time in the history of domestic coal industry the
reclaimed areas exceed the area of the land used for
coal mining.
In 2006 the Company reclaimed disturbed lands
on the area of 548.1 ha (543.5 ha in 2005), including
360.1 ha for forestry, 163.8 ha for farming, and 24.2 ha
for other purposes.

Reclamation costs,
million roubles

Most of the reclamation works were carried out
at the enterprises in the Irkutsk Region and the
Krasnoyarsk Territory (379 ha).
In 2006 the costs of the activities related to reclamation of disturbed sites and the adjacent area went up
12% against 2005 and amounted to RUR136.9 million.
Reclamation costs per unit of land increased in 2006 by
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Reclaimed area 2006, ha
Region

Land reclamation structure

ha

The Irkutsk Region

217.0

The Krasnoyarsk Territory

162.0

The Kemerovo Region

62.8

The Republic of Khakassia

55.3

The Primorie Territory

51.0

11% and amounted to 249.7 thousand roubles/ha (as compared with 225.2 thousands roubles/ha in 2005). One of
SUEK's goals is to reclaim lands disturbed by mining in
full compliance with the terms and conditions of license
agreements.

In cooperation with the Khakasskaya Agrochemical
Service, specialists of Chernogorskaya Coal Company
carried out an experiment on biological reclamation
of spoil heaps. Agrochemists developed a farming
technology for the restored lands, and the employees
of Chernogorskaya Coal Company helped to lay fertilizers and to water plants. The experiment confirmed that the lands reclaimed by
coal operators have a high natural potential. Nowadays at the place of former coal
spoil heaps you can see birches and elms, fruit-bearing apricot trees, sea-buckthorns and blackcurrant bushes. By analyzing the soil structure the scientists confirmed that the bio-reclamation helped to boost the humus layer formation; and
the concentration of heavy metals in the soil does not exceed the tolerance level,
the site seamlessly blended back into the ecosystem. For birds and animals this
place is like a conservation area: the coal surface mine is guarded, therefore,
nobody disturbs foxes, partridges and hares settled here.
Like with the majority of other SUEK's companies, the lands reclaimed by
Chernogorskaya Coal Company exceed those disturbed while coal mining is underway. Hardly engaging any new territories for industrial purposes, each year the
company returns 10 ha of reclaimed lands to the Council of Solnechny, a village in
the Republic of Khakassia.
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Production waste reduction
Waste formation volume,
million t

More than half of the total volume of industrial
waste produced in the Russian Federation is generated
by the coal industry. The bulk (more than 90%) of coal
mining waste falls under hazard class V (non-toxic
waste), with overburdens making up a considerable
part of it.
Utilization of industrial waste is a major way to
reduce the negative effect of the coal mining industry
on the environment and to increase the environmental
management efficiency. More than fifty percent of all
generated waste of all hazard classes
is utilized and neutralized. A considerable part of overburdens is used for
backfilling surface mines and open
casts as well as for manufacturing
construction materials.
Coal operators generate mining
waste of various hazard levels: overburdens and adjacent formations,
petroleum products, waste oils, incandescent lamps, etc.
The
Company's
enterprises
update the waste management system
and keep a strict accounting of waste
formation, utilization, disposal and transfer to other
organisations. Overburdens are generally used to fill in

Specific performance indicators for processing waste of hazard classes IV–V (low hazard waste, practically non-hazardous waste: overburdens, formations resulting from
coal processing, ash slag, etc), t/t of mined coal
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+/–

2005

2006

Waste formation

1.58

1.29

–0.29

Waste utilization

0.77

0.78

+0.01

Disposal of waste at own facilities

0.79

0.59

–0.20

vs 2005
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mined-out areas, and if this is impossible due to specific mining operations,
overburdens are dumped in spoil
heaps. A considerable part of waste of
other hazard classes (mercury lamps,
batteries, etc.) are either utilized
directly on the premises or sent to specialized organisations for recycling.
Plans to reduce industrial waste
formation volumes, to improve the
waste management system and to
develop industrial control in this
sphere are integral elements of the
Company's environmental protection
programs.

Governmental and corporate
environmental control

A general tendency throughout the
Company is reduction in the specific
indicator showing the formation of
waste of hazard classes IV–V; while
the increase in the specific indicator
of utilization of industrial waste
(mainly used for backfilling minedout areas) speaks of a reduced industrial pressure on the environment.

In 2006 the advanced output growth
of the Company at large (a 6.3%
increase as compared with 2005) was
accompanied by a reduced volume of
waste formation: the waste formation
volume decreased by 13% and
amounted to 115.8 million tonnes
(99.99% of which were composed of
low-hazard and practically non-hazardous waste of classes IV–V).

All in all, in 2006 state control
authorities carried out 37 inspections
at the Company's enterprises to check
for compliance with environmental
legislation requirements. Most of the inspections (15)
were conducted at the Kemerovo Region enterprises.
Based on the results of theses inspections and on comments in directives by the state control authorities the
Company developed and is carrying out appropriate
measures, which include:
- reconstruction and repair of treatment facilities;
- development of projects for
organizing and improving sanitary-protection zones at enterprises;
- repair of dust- and gas-cleaning
equipment.
The Company's balanced environmental strategy helped to avoid accidents
with ecologically adverse effects in 2006.
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The Company's enterprises have developed and
approved regulations on industrial environmental monitoring and hazardous waste management.
In 2006 the Environmental Protection Division of
the Central Office carried out targeted inspections to
check for industrial environmental monitoring and
environmental activities at the enterprises of SUEK's
Irkutsk,
Krasnoyarsk
and
Leninsk-Kuznetsky
Branches.
The enterprises developed a set of measures to
eliminate detected violations. Most of the said measures
were included in the “Environmental Activities
Program 2007–2011”.

Environmental impact of mining. A special
monitoring project
A special monitoring project was developed by
SUEK in order to assess how the operations of
Borodino Surface Mine OJSC (supplying the entire
Krasnoyarsk Territory with coal) impact the environment – air, soil, water, flora and fauna, as well
as to plan implementation stages of corresponding
environmental programs.
Up to 70% of all research work is conducted by specialists of the integrated industrial laboratory of the
Borodino Surface Mine: they monitor the condition
of subsurface resources, coal reserves inventory,
coal mining volumes, completeness and quality of
coal extraction; they also survey the earth surface
by keeping watch over open pit slopes and ledges,
internal and external spoil heaps; furthermore they monitor quarry and surface
water, and observe the air condition.
The environmental project also involves such types of monitoring that can be conducted only by specialized organisations (flora and fauna monitoring). Thus, studies of the animal reproductivity, quantity and variability were conducted by the
research company EPRIS.
Monitoring in the sanitary protection area is conducted by the Sanitary and
Epidemiological Station employees from Kansk and Krasnoyarsk. Radiological
research is conducted by the Central Analytical Control Laboratory. All operations
are rather expensive. The air condition monitoring in the sanitary protection area
alone costs about RUR1.5 million a year. However, the Company regards these
expenses worthwhile because protecting the environment and taking care of the
future of the region where the Company operates is the topmost priority to be
tackled today, rather than tomorrow.
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Environmental management improvement
Conducting audits of the enterprises and developing an action program for environmental protection will
SUEK actively uses foreign environenable the Company to get an objecmental protection achievements and
tive picture of today's challenges and
sets up operation of its enterprises
ensure systematic management of
according to international ecomanageexisting risks. Modern coal mining
ment standards.
operators must be able to analyse all
categories
of
potential
risks.
Accordingly, in order to enhance the
ecomanagement system, the Company plans to introduce a management system based on ISO 14001 (the
environmental management system).
Today the State's approach to environmental
risks management is different: it includes a modified
standardization system, the shift from a set of standards to technical regulations that are adopted in order
to protect life and health of the population, property,
and environment, and to ensure the well-being of animals and plants. In fact, these are state risks regulators, therefore, together with a corporate risks management system, the new technical regulations will
create a comprehensive approach to the entire range of
environmental risks management.
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Improving the product quality is a key goal in the
Company's strategic development. SUEK's policy is oriented at increasing the indicators of marketable coal
products to a level that will ensure a high competitiveness on the Russian and international markets. This
approach complies with the Company's concept of sustainability and is consistent with the processes currently underway in the industry. Coal cleaning and processing is the only way to increase the efficiency of the
coal-fired power industry relying on production of high
energy fuel that will be able to win the competition
with oil and gas fuels on the organic energy carriers
market.

Sectorial trends
Russia's energy strategy envisages “a wide use of
most advanced technologies for coal processing and
benefication11, and a multipurpose use of fuel and energy resources”. Benefication of power-generating coals
increases the power content per product unit and allows
transporting 1.5 times of power more per coal ton.
Consumers appreciate this advantage: international
experience shows that consumers are ready to pay 10%
above the price for every additional 500 kkal/kg.
The increased demand brought about the development in the Russian coal-processing sector; however,
only 50.7% of the total mined coal undergoes processing nowadays. All coal intended for coking is processed,
the share of processed power-generating coals does not
exceed 40%, which often results in noncompliance of coal products generated by
the Russian coal industry with consumer
requirements for ash, water and sulphur
content.
Foreign companies are already
using modern combustion technologies
that allow them to use raw materials of a
higher quality and, consequently, reduce
costs. Besides, using fuels standardized
for humidity level and for sulphur, nitro11 Coal benefication is a process that includes classification, grinding, reduction of ash and sulphur content,
improving coking properties and increasing coal heating value.
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gen and ash content helps foreign companies to avoid environmental problems,
such as those connected with high ash
content.

Coal benefication in SUEK
Developing the coal benefication is
one of the Company's priorities.
Alongside with reliability of deliveries
and meeting consumers' needs, deep coal
processing and benefication are mandatory to ensure the strengthening of the Company's
position on the market.
The processing capacity reached 82.7% of the
design level, including 89.6% of benefication capacity.
In 2006 SUEK's processing mills and plants processed
34.4% of the total hard coal volume mined.

In 2007 Tugnuyskaya Processing
Plant (the Republic of Buryatia)
will start operating. More than 4.5
million tons of coal will be
processed at the plant. The plant
will produce at least 3.6 million tons
of coal concentrate that is in
demand on the market of the AsiaPacific Region. During the year the
Company
plans
to
upgrade
Kirovskaya Processing Plant No. 1
and Komsomolets Processing Plant
No. 2 (the Kemerovo Region). At
present the Company is financing
design projects aimed to increase
the production capacity of Chernogorskaya Processing Plant (the Republic of
Khakassia) from 3.6 to 6 million tons. Yegozovskaya Processing Plant No. 3,
Polysaevskaya Processing Plant No. 4 (the Kemerovo Region) and Kasyanovskaya
Processing Plant (the Irkutsk Region) are being prepared for modernization. In the
second half of 2007 the Company plans to complete technical and economic feasibility study of the construction of Urgalskaya Processing Plant (the Khabarovsk
Territory) with the capacity of at least 5 million tons.
An investment project has been developed to construct a modular processing plant
on the mine site of Taldinskaya-Zapadnaya 1 Mine (the Kemerovo Region); the
construction of this plant will yield more than 150 thousand tons of high-quality
carbon reducive agent using a non-waste technology.
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The investment program for
2007–2011 envisages an increase in the
benefication capacities of enterprises: the
Company plans to upgrade operating processing plants and construct new enterprises.
The development of this strategically important sector of the Company's
operations is supported by research activities. SUEK's own scientific research institute, SibNIIugleobogashenie OJSC, carries
Coal processing and benefication
Volume,
mln t

% of the total volume mined

Mined coal rock processed

41.4

46.2

Including the coal beneficated at processing
mills and plants

15.5

17.3

Sorted and cleaned products produced

37.3

41.6

Including the coal produced at processing
mills and plants

12.0

13.4

out integrated research of qualitative indicators and explores benefication of coals
produced at the Company's enterprises;
the research includes development of
more cost-effective and environmentally
clean benefication technologies.
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Conclusion
Corporate social responsibility and the
desire to maintain sustainability on a longterm basis are the key principles of SUEK's
activity. The Company's strategy envisages
the attainment of international standards of
social responsibility.
In this context it should be emphasised
that social reporting is not an end in itself for
SUEK. Social reports are part of the much
more extensive work in which the primary
importance is attached to the development of
the Company's strategy, continuous improvement of corporate governance methods, introduction of modern policies and business standards, as well as setting up efficient interaction with stakeholders.
Social reports are an instrument used
to increase effectiveness of all the processes
specified above: while drawing up a report,
the Company assesses the results for the
reporting period, correlates these results with
the strategic goals and adjusts future plans
accordingly. Performance analysis as regards
the Company's strategy and its main target
audiences is one of the measures aimed at
implementing the principles of social responsibility and sustainability, including their
application in various dimensions of SUEK's
operations.

Systematic stakeholder engagement
SUEK, its stakeholders, management
team and directors maintain a continuous
interaction with target audiences that are
determined by the Company based on an
analysis of its operations, including factors
that have the strongest impact on the
Company's activity. The first social report for
the period 2001–2005 clearly enhanced the
development of this interaction. The report
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was submitted for consideration to the management teams of the eight regions where the
Company operates; it was discussed in detail
at meetings and talks with trade union representatives, at subject meetings held by the
Russian Union of Manufacturers and
Entrepreneurs (Employers) and at other
forums organized by the business and expert
community.
Opinions and proposals submitted were
taken into account by the Company: in particular, as regards preparation of new agreements and contracts to be signed with trade
unions, forming the social package for the
Company's employees, development of the
Company's policy on the interaction with
external business and social environment.
The social report for the year 2006 will
enable the Company to extend the engaged
participants range and intensify the effect
of said engagement on the Company's performance. SUEK plans to engage with
employees of its enterprises, public organisations, including international establishments,
especially those that specialize in industrial
safety and environmental matters. The goal of
the management team is to initiate an extensive discussion of its second social report with
the audiences specified above.
In the short term the Company also
plans to develop a systematic engagement
format acceptable to all participants and tailored to the specifics of their activities. The
engagement format will be developed based
on the verification of the implementation of
conclusions made during the preparation of
the social report, as well as on the results of
the interaction with target audiences, practical activities of the management team, line
and functional subdivisions and services.

Conclusion

Introduction of social reporting results
into the Company's management
practice and corporate culture
In 2006 the Company conducted a number of activities that were identified as necessary during the preparation of the Social
Report for 2001–2005 and in the course of
analysing the international practice of corporate social responsibility. One of the activities
of key significance was the adoption of the
Employee Code of Conduct: based on the
results of extensive discussion, the Code sets
forth values and standard conduct requirements that SUEK's management team and
employees undertake to adhere to as regards
professional, regulatory and ethic aspects.
One more event of primary importance was the
approval of the Environmental Policy in which
the Company sets forth its goals, principles and
mechanisms for working in this sphere, crucial
for the Company's sustainability.
Ensuring this kind of “feedback” is an
important task of the management team. In
this connection, the Company proceeds, first
and foremost, from the assumption that the
general basis for the implementation of the
outlined results is a continuous enhancement
of the Company's corporate governance
methods and principles. Separate activities,
not closely connected with the Company's
everyday operations, are not likely to bring
any result.

team believes that the effective implementation of the social reporting results in the management practice and corporate culture must
be provided based on a consistent integration
of social responsibility principles and instruments in all business management processes
at all levels of the corporate structure. In
other words, results of social reports will be
implemented not by specially appointed officers or specialized subdivisions, but by the
whole management team and all the employees, within the framework of standard business processes aimed at implementing the
Company's strategy.
During this year the management team
plans to develop and adopt a business standard on sustainability that will set forth goals
and procedures for the analysis of social
reporting results and their compulsory implementation in the management practice and
organisational forms that ensure the development of SUEK's corporate culture. In the next
report we will inform the reader about the
implementation of this project and its results.

Secondly, at present the Company is not
planning to set up any special institutes for
the implementation of the social reporting
results, i.e. it is not planning to set up specialized subdivisions of the Board of Directors
and/or management team, or introduce special competence levels and positions in the
management system.
At present the Company's management
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INDEPENDENT AUDITOR'S STATEMENT ON SOCIAL REPORTING
ASSURANCE
Attn.: The governance body of SUEK OJSC
Introduction
The Corporate Social Report 2006 of SUEK OJSC entitled “Power of Creation” (hereinafter
referred to as Report) has been prepared by SUEK OJSC (hereinafter referred to as SUEK, the
Company) responsible for managing corporate social reporting procedures including planning, collecting and presenting the information and data in the Report. We bear responsibility, under the assignment set by SUEK, to conduct a limited audit of the Report and to provide our opinion based on the
criteria of Materiality, Completeness and Responsiveness. We disclaim any liability for any other
assessments or to any third person or for the use of our opinion for other purposes.

Assurance criteria
The criteria and principles for assurance of the Report were as follows:
(1) to verify the Report against the principles of the ÀÀ1000 Assurance Standard 2003
(Materiality, Completeness, Responsiveness);
(2) to verify the Report against the principles of the Global Reporting Initiative Sustainability
Reporting Guidelines GRI-G3 2006;
(3) to base the assurance on the principles and procedures of the International Standard On
Assurance Engagement (ISAE-3000).
During the verification of the Report we took into account the information published at the
Company's corporate website www.suek.ru (in Russian and English), SUEK corporate printed
materials, the content of the Corporate Social Report titled “Path To Sustainability: 2001–2005”,
and the information gained from interviewing SUEK's executives.

Work performed
To verify the Report we performed the following work:
- We interviewed representatives of SUEK management to evaluate the current status and
dynamics of approach to social reporting adopted by SUEK management, ànd also to get an
idea of the Company's adherence to principles of corporate social responsibility in the areas of
production, environmental protection, interaction with legislative and executive bodies, communities in the regions of operation and with its personnel.
- We evaluated SUEK's approach to stakeholder engagement and to taking into account stakeholders' opinions and expectations. To this end we analysed the data received by SUEK since
the time the first Report was published, and also visited the Borodino Surface Mine – SUEK's
subsidiary in Borodino (the Krasnoyarsk Territory) and interviewed representatives of external stakeholders, viz. executive officers of the Territory's Administration, the Krasnoyarsk
Territory Branch of Rostekhnadzor, Agency of Environmental Management, the Krasnoyarsk
Territory Forestry, and the Employment Agency located in this region hosting SUEK's operations. In Borodino we inspected SUEK's social investment facilities.
- We audited the adequacy of some statements, claims and data provided in the Report and pertaining to significant aspects of corporate sustainability at the enterprise level. To this end we
interviewed the key managers at SUEK's subsidiary in the Krasnoyarsk Territory (the city of
Krasnoyarsk) and at the Borodino Surface Mine (the town of Borodino). We also checked management of data collection and reporting procedures at the primary level.
- We audited SUEK's procedures for collecting, processing, documenting, transferring,
analysing, selecting and consolidating the information on production operation, personnel management, production security, labor and environmental safety, investments in social programs
included in the Report.
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-

To determine possible trends in the development of social reporting we benchmarked the
Report against social reports of recognized leaders of the world coal-mining sector, viz. “Rio
Tinto. 2006 Sustainable development review. Access to resources, people, land, capital” and
“BHP Billiton. Sustainability Report 2006”.

-

We analysed the Report and data on the Company's economic, environmental and social performance indicators available on the corporate website, in corporate publications and in SUEK's
Annual Report 2006 for conformity to the ÀÀ1000A8 standard principles, the GRI-GÇ guidelines. Specifically, we studied the Employee Code of Conduct, the Information Disclosure Policy,
the Internal Control Policy, the Investment Policy, the Environmental Policy, the Environmental
Àctivities Program 2007–2011, the Technical Policy, SUEK's long-term development strategy,
and the medium-term Strategic Plan for 2006–2010, target programs in the sphere of personnel management.

-

To check the Company's responsiveness to stakeholder demands we examined how access to
the First Report was ensured for all stakeholders and how the feedback through this Report
was effected.

Assurance limits
-

The assurance is confined to the time limits of the current 2006 reporting cycle.

-

The assurance was performed without regard to SUEK's statements of opinion, belief or intention to undertake any actions in the future.

-

The assurance scope is limited by visits to the Company's Headquarters in Moscow, to one region
of operation, viz. the Krasnoyarsk Territory, and to a production enterprise of SUEK's subsidiary
in the Krasnoyarsk Territory, viz. the Borodino Surface Mine (Borodino). We did not audit the
data and information included in the Report and related to operation of other SUEK enterprises.

-

The economic segments covered by the assurance are as follows: coal-mining, service and auxiliary maintenance of coal-mining production facilities.

Assurance level
We are aware that the level of assurance based on the performed sample audit of the information provided in the Report is lower than that based on the comprehensive audit of all the data. A
limited assurance is stipulated by the International Standard on Assurance Engagement (ISÀÅ-3000).
In our work we relied upon the evidence granted on our request, upon the data from available sources
and upon methods of confirmation. We deem that the data collected in the process of work forms a
sufficient basis for our conclusions on each of the ÀÀ1000ÀS principles (Materiality, Completeness,
Responsiveness).

Our opinion
On the basis of the limited audit conducted we make the following conclusions:
-

The Report, on the whole, is an adequate representation of SUEK's performance indicators
from the position of social responsibility and corporate sustainability.

-

SUEK displays positive dynamics in social reporting evolvement.

-

The Report is clear and comprehensible; it is objective and informative.

-

SUEK has management tools enabling it to identify significant economic, environmental and
social dimensions of its operation, to control related processes, to determine related expectations of stakeholders and to respond to them. In 2006 SUEK carried out management systems
development projects aimed at optimizing the Company's business processes, e.g. in the context of social responsibility.
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-

Control systems enabling SUEK management to monitor social reporting are aptly supported
by the organizational policy and resources, and serve as tools for further development of the
Company's social reporting and corporate sustainability.

Report's conformity to GRI Guidelines
The Report was made in the framework of the GRI-G3 Sustainability Reporting Guidelines
and contains information on the majority of the GRI-GÇ standard reporting disclosures applicable
in Russia, performance indicators inclusive. The reporting framework application level fits Ñ+.

Report's conformity to ÀÀ1000ÀS Principles
On the basis of the limited audit conducted we make the following conclusions:
Materiality
-

We are not aware of any material aspects of SUEK's activity excluded from the Report.

-

The Report provides a balanced representation of economic, environmental and social aspects
of SUEK's performance determining the indicators of the Company's sustainable development
in the context of SUEK's approved long-term and medium-term programs of strategic development.

-

SUEK develops the principles and trends of social responsibility defined in the first Report
2001–2005 (see The Company's Social Responsibility Principles: Continuity and Development
section in the Report). The Report presents strategic goals and management approaches for all
disclosures used by SUEK.

-

The Report reflects the corporate approach to dealing with issues of social responsibility and
sustainable socioeconomic development of the regions in which SUEK established its presence.

-

We deem the information presented in the Report and on the corporate website to be material for stakeholders and able to influence their future decisions and behaviour in relation to
the Company.
Completeness

-

We discovered no evidence of incorrect consolidation or misrepresentation of SUEK's primary
data on key performance indicators in the Report.

-

SUEK framed a corporate approach to determining the material topics that matter to target
audiences and ought to be covered in the Report.

-

The Report presents data on emissions of mine methane without indication of total emissions
of greenhouse gases in tons of ÑÎ2-equivalent (G3-ÅN16).

-

The evaluation of materiality of this aspect is part of the work done by SUEK to prepare and
implement the mine methane utilization project (see sections on Methane Safety and
Environmental Àctivities Program 2007–2011 in the Report).

-

The Report contains no data on average hours of training per year per employee by employee category (GÇ-LA10).

-

The Report contains no data on new environmental performance indicators as defined in GRI
Mining and Metals Sector Supplement Pilot (version 1.0, GRI 2005 – EN23, MM3).

-

Except for the above we discovered no omissions likely to affect the completeness of the information on material economic, environmental and social performance indicators presented in
the Report.

Responsiveness
-
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We are not aware of any issues that could be disclosed in the Report but were not disclosed
to suggest that SUEK was unable to respond to reasonable demands of the stakeholders.

-

Feedback on stakeholder proposals is provided by means of publishing SUEK's report and by
means of online communication at: http://www.suek.ru/page.php?id=273.

-

Needs of the regions hosting production facilities are met through implementation of social
projects within the framework of the State and private sectors partnership developed and
practised via contracts on socioeconomic cooperation.

-

SUEK employees' interests and expectations are taken into account using the approved
Employee Code of Conduct, through agreements with trade unions and collective agreements,
through participation in the Russian Federation Coal Industry Tariff Agreement 2003–2006,
by implementing a number of special-purpose programs aimed at supporting the personnel
development within the framework of the Promotion and Development Center and the
Corporate University.

-

The community's right for wholesome environment is secured by environment protection
measures and by decrease of norms of energy carriers and raw materials consumption under
“Environmental Àctivities Program 2007–2011”.

-

Shareholders' interests are taken into account through implementation and development of
modern principles of corporate governance that includes holding annual shareholder meetings,
steady feedback, the Board of Directors' work.

-

SUEK customers' needs are provided for through deliveries of high-quality products including those with improved environmental characteristics and obtained by means of deep processing and benefication of coal.

Recommendations on development of corporate social responsibility
-

to develop and implement a structured system for managing stakeholder engagement in accordance with the ÀÀ1000 Stakeholder Engagement Standard (ÀÀ1000 SES);

-

to include in the Report the Company's position regarding the high-cost production environment as an objective reason for the growing prices of energy carriers (as practised by Rio
Tinto, BHP Billiton);

-

to have stakeholder comments on reports of previous cycles reflected in reports of future
cycles.

Declaration of Bureau Veritas Certification regarding independence, impartiality
and competence
Bureau Veritas Certification is an independent professional company rendering services on
accredited certification of different management systems (such as systems for management of
quality, occupational health and safety, environmental activity, social responsibility, etc).
Bureau Veritas Certification officially declares that this Statement represents an independent verification and certification of the Report (a “third-party” audit). Bureau Veritas Certification
has no material and commercial involvement in the activity of SUEK except for the rendered certification services.
Bureau Veritas Certification Rus CJSC
06 August 2007

Vera Skitina
Chief Auditor

Andrei Zakaznov
Auditor
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Use of GRI Standard Disclosures and Performance Indicators
in the Report
GRI Standard
Disclosures
and
Performance
Indicators

Use in the
Report, page

1.1

Statement from the decision-maker

1.2

Description of key impacts,
risks and opportunities

2.1

Organization's name

6

2.2

Major brands or products

9

2.3

Organization's perational
structure and major divisions

19–21

Comments

6

24–26,
36–37, 58,
64–67, 78,
80–82, 84–86

Location of headquarters

Russia, 117997, Moscow, GSP-7,
Derbenevskaya nab., 7, building
22
Tel.: +7 (495) 795-25-38
Fax: +7 (495) 795-25-42
www.suek.ru
e-mail: press-center@suek.ru

2.5

Number of countries of
operation

SUEK has manufacturing facilities on the territory of the
Russian Federation only. The
Company serves 30 countries
worldwide.

2.6

Nature of ownership and
form of incorporation

The form of incorporation has
not changed since the time the
first report was made public.

2.7

Markets served

The Company serves 30 countries worldwide, however, considering the Report's boundary
(the Russian Federation territory), the Report lacks detailed
description of foreign markets
or the Company's presence
there.

2.8

Scale of the organization

2.9

Significant changes of scale,
structure or ownership

2.4

100

Indicator Definition

19

19

9, 36

20

GRI Standard
Disclosures
and
Performance
Indicators

Indicator Definition

Use in the
Report,
page

Comments

For the second year in a row
SUEK was recognized as the
best foreign supplier of
power-generating coal to the
UK (International Supplier of
the Year). SUEK's enterprises
and branches also received
social responsibility awards
during the reporting period.

2.10

Awards during the reporting
period

3.1

Reporting period

3.2

Date of the most recent of
the previous reports

October 2006

3.3

Reporting cycle

1–2 years

3.4

Contact information

Russia, 117997, Moscow, GSP-7,
Derbenevskaya nab., 7, building
22
Tel.: +7 (495) 795-25-38
Fax: +7 (495) 795-25-42
www.suek.ru
e-mail: press-center@suek.ru

3.5

Process for defining report
content

3.6

Boundary of the report

3.7

Limitations on the scope or
boundary of the report

13

The report represents the
year 2006.

14–15
15

The Report contains data on
coal mining and servicing companies. The Report discloses no
data on the energy companies
in which SUEK owns various
amounts of shares because in
2006 this segment of the
Company's business underwent
restructuring. The restructuring
is still underway, therefore a
decision was made not to make
the reporting boundary different from that of the first social
report.
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GRI
Standard
Disclosures
and
Performance
Indicators

102

Indicator Definition

Use in the
Report, page

Comments

3.8

Basis for reporting on joint
ventures, subsidiary enterprises, lease of manufacturing facilities, etc.

See comments to disclosure
3.7

3.10

Restatements of information

No restatements in comparison with the first report

3.11

Significant changes from
previous reporting periods

No significant changes
occurred

3.12

GRI Content Index table

3.13

Policy and practice

4.1

Governance structure
including main committees
on the Board of Directors

4.2

Indicate whether the chair
of the highest governance
body is also an executive
officer

No

4.3

Percent of independent
directors

Four directors out of nine are
independent

4.4

Mechanisms for shareholders and employees to provide recommendations /
direction to the highest
governance body

29, 39–40

4.8

Internally developed mission and values statements,
corporate codes of conduct,
etc.

23, 37–39

4.9

Procedures of the highest
governance body for overseeing economic, social and
environmental performance

30–31

100
15–17, 21,
29–33, 53–55,
63–64, 73–77

29–32

GRI Standard
Disclosures
and
Performance
Indicators

Indicator Definition

Use in the
Report, page

Comments

Membership in associations
and/or international or
national organizations

This indicator is disclosed in
the Company's first social
report. No significant
changes in this indicator
occurred during the reporting period.

4.14

List of stakeholder groups

15

Major stakeholder groups
are disclosed in the
Company's first social report.
The Company kept up its
engagement with these
stakeholder groups during
the reporting period.

4.15

Basis for identification and
selection of stakeholders
with whom to engage

94–95

4.13

For information on the
Company's intentions related
to the stakeholder engagement format see pages 94–95
herein.

4.16

Approaches to stakeholder
engagement

6, 94–95

ÅÑ8

Development and impact of
infrastructure investments
and services provided primarily for public benefit

65–66

ÅÑ9

Understanding and describing significant indirect economic impacts

43–44, 64–65,
67–69, 92–93

ÅN7

Initiatives to reduce indirect energy consumption
and reductions achieved

79

Partial disclosure

ÅN8

Total water withdrawal by
source

81

Partial disclosure

ÅN10

Percentage and total volume of water recycled and
reused

82

ÅN16

Direct and indirect greenhouse gas emissions by
weight

80

ÅN20

NOx, SOx air emissions

80
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GRI Standard
Disclosures
and
Performance
Indicators

Use in the
Report, page

ÅN21

Total water discharge by
quality

81

ÅN22

Total weight of waste by
type and disposal method

86

ÅN23

Total number of significant
spills

ÅN26

Initiatives to mitigate environmental impacts of products and services

84, 87

LA1

Total workforce by employment type, employment
contract, and region

36

LA5

Minimum notice period
regarding significant operational changes

LA6

Percentage of total workforce represented in joint
health and safety committees

56

LA7

Rates of occupational
injuries

60

LA9

Health and safety topics
covered in formal agreements with trade unions

56

LA11

Programs for skills management and lifelong learning

45

LA12

Percentage of employees
receiving regular performance and career development reviews

HR6-HR7

104

Indicator Definition

Human rights

Comments

Irrelevant

Partial disclosure

The Company's approaches
to LÀ5 are governed by the
legislation of the Russian
Federation

48

Partial disclosure. The
Company started to introduce the practice of employee assessment.
Regarding the ÍR6 and ÍR7
indicators the Company
strictly adheres to the
Russian Federation legislation prohibiting the use of
child labor and compulsory
labor

GRI Standard
Disclosures
and
Performance
Indicators

SO1

Indicator Definition

Nature, scope and effectiveness of any programs
and practices that assess
the organization's impacts
on communities

Use in the
Report, page

Comments

67

Report's Content Compliance with GRI Mining and Metals Sector
Supplement, Pilot Version 1.0
Performance indicators and disclosures

Page of the Report

ÌÌ 10. Number/percentage of enterprises closed during the reporting period including social, economic and environmental consequences of these
actions.

37

ÌÌ12. Describe the approaches to identifying and responding to emergency
situations.

55–56

ÌÌ13. Number of new cases of occupational disease. Describe programs
designed to prevent occupational disease.

61

Report's Content Compliance with principles of Social Charter of
Russian Business
Main principles

Page of the Report

Economic and financial sustainability

19

Product quality, relations with customers

91

Relations with employees

37–40

Environmental safety

73–79

Involvement in development of local communities

63–71
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