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A.1 OPENNESS OF GOVERNMENTTO FOREIGN INVESTMENT

In its specific policies, laws, and general attitude, the Government of Mongolia
(GOM), has tended teupport foreign direct investment (FDI) in all sectors and
businessesHowever, sme 2009 regulatory and legislative acts indheas of
environmental law, taxation, and mineral rigatiectively narrow Mongolia's
openness to FDI. While most Mongolian industrial and economic strategies do not
discriminate actively or passively for or against foreign investors, specific
governmerd | acts regarding foreign involvem
sector havepurredpublic criticism that the government is curtailing the rights of
foreign investors in favor of the Mongolian state. These criticisms also concern
that changes to theanium law have created a precedent for further restrictions on
FDI.

In generalMongolian law does not discriminate against foreign investors.
Foreigners may invest with as little as US$100,000 cash or the equivalent value of
capital material (officestock, structures, autos, etc.). In both law and practice,
foreigners may own 100% of any registered business with absolutely no legal,
regulatory, or administrative requirement to take on any Mongolian entity as a joint
venture partner, shareholder,agent. Mongolia precreens neither investments

nor investors, except in terms of the legality of the proposed activity under
Mongolian law. The only exceptions to this flexible investment regime are in land
ownership, petroleum extraction, and strategiceral deposits.

Limitations on Participation in Real Estate, Petroleum Extraction, and Strategic
Minerals Deposits

Only individual Mongolian citizens can own real estate. Ownership rights are
currently limited to urban areas in the capital city tddmbaatar, the provincial
capitals, and the county seatssoums No corporate entity of any type, foreign
or domestic, may own real estate. However, foreigners and Mongolian and
foreign firms may own structures outright and can lease propertyrfos tranging
from three (3) to ninety (90) years.

Mongolian law also requires oil extraction firms to enter into production sharing
contracts with the government as a precondition for both petroleum exploration
and extraction.



Passedin2008longol i ads current Minerals Law

strategically important depositvhich empowershe GOM the right to obtain up
to either a 34% 050% share of any mine am abuttingsuch a deposifThe prior
1997 law had no concept of "strategic deposit®wing thestateto takeequity in
mines.

The current law defines "a mineral deposit of strategic importance" as "a mineral
concentration where it is possible to maintain production that pateatial

impact on national security, economic and social development of the country at
national and regional levels or deposits which are producing or have potential of
producing above 5% of total GDP per year." Ultimately, the power to determine
what s or is not a strategic deposit is vested in the State Greatdiiratliament.

To date, the GOM has only identified world class copper and coal reserves and all
deposits of rare earths and uranium as reaching this threshold.

If a mineral deposit is dermined to be strategic and if the state has contributed to
the exploration of the deposit at some point, the GOM may claim up to 50%. If the
deposits were developed with private funds andthtehas not contributed to the
exploration of the deposit any time,the GOMmay acquire up to 34% ofdh

deposit.

State participation (or share) is determined by an agreement on exploitation of the
deposit considering the amount of investment made the state; or, in the case of a
privately-explored strategicaposit, by agreement between the state and the firm
on the amount invested by the state. Parliament may determine the state share
using a proposal made by the government or on its own initiative using official
figures on minerals reserves in the intégdastate registry.

Importantly,the state equity provisias notexpropriatory on its fagdecause¢he

GOM has committed itself to compensating firms for the share it takes at fair
market value. Although experience is limited with ldne, so far te GOM has
honored this commitmenas experience with the recently signed agreement for the
mega Oyu Tolgoi coppeagold mine project confirms

In addition, the current Minerals Law restricts the access of petroleum and mineral
licenses to entities regiséd in Mongolia under the terna$ therelevant company

and investment laws. A foreign entity, in its own right, cannot hold any sort of
mining or petroleum license. Should a foreign entity acquire a given license as
either collateral or for the purpose of actual exploration or miningfaalnic

create the appropriate Mongolian corporate entity to hold a given license, that
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failure may serve as grounds for invalidating the license. In essence, the foreign
entity may lose its security or its mining rights. We advise investors with gpecif
guestions regarding the current status of their respective licenses to seek
professional advice on the status of those licenses.

Reaching Agreement on the Oyu Tolgoi Project

In October 2009, the GOMvanhoe Mines of Canada, and Rio Tinto jointly

negotiated annvestment andevelopmenagreementor the Oyu Tolgoi (OT)

coppergol d deposit | ocated in Mongoliadbds
vests the government of Mongolia with 34% ownership of the project and provides
guarantees for local erlgyment and procurement. With estimated development

costs in excess of USD sev@t) billion, this 40year plus mine is conservatively
expected to doubl ewhshithegomesifullyopsratianaln u a | GELC
around 2020.

Observers of Mmdigaie considerspassage/oétisis agreement an
unambiguously positive sign for foreign investors. Although the deal took about

Six years to craft and several conditions must still be met before implementation
begins, nearly all observers conclude thatis hows Mongol i a can s
projects undertaken with foreign involvement and investmémtaddition, the
agreement confirms the GOMOs commit ment
holders ofmostdeposits considered strategic under the currergnais. Finally,

the OT deal shows that the GOM and Parliament are willing to amend laws and
regulations to enhance the commercial viability of mining projects in Monddia.

other projects of varying scales have been waiting for OT to pass, the positive

impact and message of the OT deal for investors should not be underestimated.

2009 LawsNegativelyAffecting Investor Rights

Although the OT deal was the big positive storyftoeign investors in 2009, the

impact has been moderated by the passatyeodkey lawsthat many foreign and
domestic investors think detract from N
safe, and predictable destination for investment.

The 2009 Uranium Law of Mongolia

In 2009 the Parliamemnposedsignificant new controlsn mining and processing
uranium in Mongolia. The law creata new regulatory agency, the Nuclear
Regulatory Authority of Mongolia (NRA)RNd a stat®wned holding company,
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MonAtom, to hold assets that the government will acquire from current rights
holders. The law imposes several conditions:

)l

Immediately revokes all current uranium exploration and mining licenses and
then requires all holders to register these licenses with the NRA, for a fee.

Requires investors to accept that the Mongolian &tadean absolute right to
take-- without compensatior at least 3% of thecompany thatvill develop
the mine-- as opposed to just the deposias a condition of being allowed to
develop any uranium property.

Creates a uraniwspecific licensing, raglatory regime independent of the

existing regulatory and legal framework fitgvelopingmineral and metal

resources. Prior to the Uranium Law, exploration licenses gave their respective
holders the rights to discover and develop any and all mineral atad m

resources discovered within that license area (this did not include petroleum
resources, which are governed separately). According to GOM officials, this
new law means that the state can issue a distinct license for uranium exploration
on a propertyptherwise dedicated to other mineral and metals exploration.

The Law on the Prohibition of Minerals Exploration in Water Basins and Forested

Areasof 2009

In 2009 the Parliament passadaw prohibiting rming in water basins and
forested areas of Mongolia. The stated intent was to limit environmental damage
caused primarily by placgold mining in and around forests and watersheds. The
law imposes the following restrictions on exploration and mining rights:

T

Revokes or modifiesicenses to explore far mineany and all mineral
resources within an area no less than 200 meters from a water or forest
resource.

Requires the government to compensate rights holders for exploration expenses
already incurred or r@nue lost from actual mining operations.

Empowers local officials to determine the actual areas which can be mined. In
effect, the local official can extend the 200 meter minimum at his discretion.



Both foreign and domestic investors have unambiguagigized these new laws

and their respective implementations as bothtnansparent and potentially

expropriatory. They argue that these laws radically change the rules for investing
inMongoliadbs vital mi ner al s heequestiomof qui t e
Mongoliabds reliability as an investment

Further,observersote that these laws also raise the specter of outright
expropriation, which heretofore has not been present in Mongolia. Although the
Water Law requires compensatidhne government of Mongolia has not devised
detailedplans for indemnifying rights holders. In regards to the Uranium law, the
legislation explicitly rejects any obligation to compensate investors for loss of
economic rights and property; hence, genegatiredible investor fears of
government of expropriation.

Investors note that both laws passed without sufficient public review and comment;
and that the subsequent regulatory drafting process occurred with little

participation of the affected partie$he resulting regulatory regimes do not

generally specify how and on what basis licenses will be revoked, nor do these new
process detail how investors might appeal-remewals. The opeended powers
seemingly granted Mongolian officials seem to givet, regional, and local

officials broad discretionary powers to curtail rights without apparent limit.

Pending Elimination of the Windfall Profits Tax on Copper and Gold

Since passage in 2006, the Windfall Profits Tax Law has drawn criticism regarding
the GOM6s commitment to creating an ope
foreign direct investment. The speedy legislative process for passing the WPT was
unprecedentedThe law passed in six days witl consultatioron any of its

provisionswith stakeholders. The entire process raised concerns among investors
about the stability and transparency of
environment, whiclthreeintervening yearsf legislatinghave done little to

alleviate.

The WPT imposes @3% tax on the profits from gold and copper mining
respectively Forgold, the taxoriginally kicked in when gold price hit US$500 per
ounce; however, in late 2008 Parliament raised the threshold to US$850. For
copper, the threshold is US$2,600 per tMining industry sources claim that the
68% tax rate, when combined with other Mongolian taxes, makes the effective tax
100% on all proceeds above the copper threshold price. In theory, the WPT
proceeds are set aside in a special fund for a combindtsotial welfare



expenditures and a reserve fund, although that tmodwasmodified in late
2009.

The recent OT Investment Agreement entailed further amendment to the WPT as a
condition precedent to its pagsedthat . OT
they would not be able to run a commercially viable OT operation when faced with

the WPT. Consequently, Parliament aneitie WPT Law The WPT will

officially end for all copper concentrate and gold products in 2011.

Revisions of theMongolian Tax Code

Effective since January 1, 20QFe current tax code reduces tax rates, flattens the
tax schedule, removes discriminatory loopholes and exemptionpravides for
appropriate deduction opportunities for corporate investment. Thentoode

allows firms to deduct more types of legitimate business expenditures: training,
business travel, cafeteria expenses, etc. Thalsmmposesalevelplaying field
between foreign and domestic invest@pecifically thecurrent codesliminates

the majority of discriminatory tax exemptions and holidays (most of which favored
international investors).

As with the WPT, the OT Agreement had a salutary effect on key tax provisions
long-desired by foreign and domestic investors aliBefore OT firms couldonly
carry-forward losses for tw{2) years after incurring the loss While most
businesses approved of this provision, maspecially those requiring large and
long-term infrastructure developmemipte that the two year carfgrward limitis
insufficient for projects with long development lead times, as is typical of most
large-scale mining developments. As a condition precedent of passing the OT
Agreement, Parliament extegdlosscarry forward to eight (8) years.

Onthedownside,Mano |l i aés Parl i ament revoked an
valueadded tax (VAT) taxes of 10% on equipment used to bring a given mine into
production, except on equipment to be used in the production of highly processed
mining products. For example, if the Ofofect decides to smelt copper, imported
equipment supporting production of metallic copper might qualify for a 10%

reduction on VAT. However, in a effort to promote vahdsded production in

Mongolia, the GOM defines the production of copper concerit@at€ 6 s | i kel vy
copper product as norvalueadded output; and so, equipment imported to

develop and operate this sort of operation would not qualify for the 10% VAT
exemption.



Most jurisdictions, recognizing that most mines have long development heesl ti
before production begins, either waive or do not tax such imports at all.
Parliament, with no consultation with investors, international advisors provided by
donor organizations, or even of its own tax officials, chose to impose the VAT,
which immedately makes Mongolian mining costs 10% higher than they would
otherwise be, impairing competitiveness and dramatically varying from global
practice.

Whether any mining output qualifies for this exemption seems completely at the
discretion of the GOM, wibh has not set out in regulation or statute a process by
which it will regularly adjudicate such VAT exemption requests.

Unfinished Business (Including Customs Rates)

Both the GOM and Parliameaobntinue tantendto debateadditional tax reform
measures Discussedince 2007nosubstantive progresgs been madgnce.
Proposedneasures include revisions to the law on customs and customs tariffs.
While the exachature of the proposed changes in the customs law remarky,
the GOM statedhiat changes will be consistent with Mongolia's WTO obligations
and investment climate enhancement goals.

Despite overall solid, positive changes, international financial institutions warn that
the 2007%tax reforms by themselves are insufficient to impriviangolia's

business environment. They report that reform efforts need to go beyond changes
to the tax code to restructure the operations of the key agencetax

department, the customs administration and the inspections dgtratydirectly

interact with private firms and individuals.

Issues in the Telecom and Aviation Sectors

While the Mongolian government supports FDI and domestic investhht,

foreign anddomestic report that individual agencies and elements of the judiciary
oftenuse their respective powers to hinder investments into such sectors as meat
production, telecommunications, aviation, or pharmaceuticals. Investors report
similar abuses of inspections, permits, and licenses by Mongolian regulatory
agencies.



AbusesinMoagol i abs telecom and informati on
public and business concerns. The stat@ed telecom company, Mongol

Telecom (MT) uses its regulatory and technical clout to forestall or attack
competition. As the monopoly supplier of labdsed lines through which much

internet traffichas traditionallyflowed, MT charges predatory rates for access to

all other Internet Service Providers (ISPs) at a rate 10 times the charges assessed to
the stateowned ISP. These peminute charges add @md are hard for competitor

ISPs to absorb. In additiospme observers believe thae GOM, in an effort to

make Mongol Telecom more attractive for privatization, is inclined to make MT

the sole portal for all telecommunication into Mongolia. The aggantent here

Is to require licenses for both telecommunication services and technology, which
only MT could satisfy. There has been significant lobbying against this policy by
ISPs, voiceover IP providers, cellular rights holders, mildtieral orgargations,

and diplomatic missions as contra-ry to
term interests. So far these efforts have delayed the passage of any damaging
legislation.

Compounding these problems are the-transparent activities of the Mongm
Information Communication Technologynd PosAgency (ICTPA), which is
charged with providing policy guidance to the Conmigation Regulatory
Commission of Mongolia (CRC). Companies report thas¢ageneesroutinely
act in wayghat seem to haveo basis in law or regulatiaand which have harmed
American interests, not to mention those of inveditanrs Mongolia andother
countries For example, ICTPA has attempted to order internet service providers
to charge set access prices, without reetoghe market. The CRC routinely
tenders licenses for frequency antbrmation technologgervice allocation
through a completely netmansparent process thavariably seems to favaertain
domestic interests ovether Mongolian companies afateign investors. While
agreeing that the GOM has an interest in allocating frequency, domestic and
foreign investors question why either the ICTPA or CRC need to intenféne
provision of ICT services, which they believe should be left to the constoners
decide.

The state also involves itself in the domestic aviation sedtongolia has two
domestic service providers, the privately owned Aero Mongolia and EZNIS.
Government regulation recommends maximum ticket prices that airlines may
charge forall domestic routes, but the law does not strictly forbid airlines from
charging fees higher than the state cafmdrich does not currently operate
domestically) However, the GOM frowns on domestic airlines that charge more
for service. These state prices are well below operating costs and inhibit the
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private carriers from charging a breaken fee. However, private carriers have
decided to shake off GOM prdfiiions and are charging rates that might yield
profits and support safe and efficient flying arrangements.

Stateowned MIAT formerly ran domestic operations which were heavily
subsidized, primarily through its foreign routes. This ssafesidized comgion
with private carrierfiasinhibited investors from participating in the provision of
private domestic service and consequently limited the aviation products and
services that U.S. firms might sell into the Mongolian markgtart froma brief
and ro-longer operating domestic sere in 2009 using aircraft from their
international fleetMIAT and the GOM have failed to upgrade the domestic air
fleet, which is effectively norexistent This seems to have opened the field for
private investment intde aviation sector.

The Mongolian Judiciary and the Sanctity of Contracts

We find no concerted, systematic, institutional abuse specifically targeted at
foreign investment. In the case of the judictaigorruption aside (see A. 11
Corruptionp most probéms arise from ignorance of commercial principles rather
than antipathy to foreign investment. In principle, both the law and the judiciary
recognize the concept of sanctity of contracts. However, the practical application
of this concept lags, with botbreign and domestic investors reporting

inconsistent enforcement of contracts by the judiciary. This inconsistency comes
from the slow transition from Marxidiased jurisprudence to more market oriented
laws and judicial practices. Recent decisionsanking and land use cases in

which contract provisions were upheld reflect a growing commercial sophistication
among Mongoliads judges. As more judge
Soviet era (1921990) jurists retire, we expect to see the grasoptovement of

the entire judicial system.

concerns over Exi t Vi sabds

Although not strictly a judicial issue, RD09 a trenantensifiedinvolving
abuseofthecountrp s r e qu i r e mebyhoth Mangoliae publitand i s a s
private entitieso exert pressure on foreign investtwsettle commercial

disputes.The requiredralid exit visa are normally issued at the port of

departure (e.g. the international airport), imaty bedenied for a variety of

reasons including civil disputes, pendirgninal investigation, or for

immigration violations.If denied for a civil dispute, the visa magt beissued
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until eitherthe dispute is resolveatiministrativelyor a court hasenderech
decision. Neither wirrent lawnor regulations establishcéear process or time
table for settlement of the issudlor does the law allow authorities to
distinguish a criminal and civil case when detaining a person. Inliact, t
Mongolian government maintains the right to detain foreign citizens
indefinitely without appeal until the situation has been resolved.

Research into issue has revealed that investors from countries other than the U.S.
are being affected by abuse of the -ex#a system. All casdsavea similar

profile. A foreign investor has a commialadispute with a Mongolian entity,
often involvingassetsmanagement practices, or contract compliaridee
Mongolianentities respond by filing either civil or criminal charges with local
police or prosecutorial authority. It is important to note #iahis point there need
benoactual arrest warrant or any sort of official determination that charges are
warranted: Mere complaint by an aggrieved party is sufficient grounds to deny
exit. We should note that Mongolian investors are not subject tlasohetention
when involved in commercial disputes. Mongolian citizens do not require exit
visas to depart Mongolia and can only be denied exit ifvah actualarrest
warranthas been issued

An investor in this situation is effectivetietainedn Mongoliaindefinitely. Some
foreign investos have resolved the impasse by settling, allowing thesepart
Mongolia. If unwilling to settle, the foreign investor will have to undergo the full
investigatory process, which may lead to a court action. Investigations commonly
take up to six months, and in one case an American citizen has been deni¢d an exi
visa for two years pending a criminal investigation into a failed business deal. In
addition, even if a dispute seems settled, it can be fildteisame venue agatn

if the local police and prosecutors are williagpr in a different venue.

Privatization Policies and Resistance of Mongolian firms to Foreign Investment

Privatization policies have favored foreign investment in some key industries,
including banking and cashmere production. The bidding processes for
privatizations and other tendelnave generally been transparent, and after some
legal disputes among the winners and losers lasting from late 2006 through mid
2008, most participants have accepted the results.

Although the GOM routinely announces that it plans to privatize itsinemga
assets, we have seen litteal movemento privatize statdoldings intheaviation,
telecommunications, power, and mining sectors. Recent moves by the GOM to
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acquire assets in the minerals settespecially in uranium and coaduggest to
somethat, to the contrary, the GOM has no intention to extract the state from
ownership.

That said, the GOM has recently discussed initial public offerings (IPO) for certain
stateowned power, infrastructure, and miningldings To date, the IPO
discussion has developed at the conceptual level, with little focus on the details.

Foreign companies and investors are subject to the same legal regime imposed on
Mongolian domestic firms regarding incorporation and corporate activites
example, casinos are illegal under Mongolian; lamd so, neither Mongolians nor
foreigners may own or operate them (except in one specifically designated free
trade zonealthough no casino has been established)there

Generally, Mongolian pvate businesseseekforeign participatiorand equityin

all sectors of the economy. That said, some Mongolian businesses use Mongolian
institutions to stop competitors, if they can. These actions represent no animus
against foreign investment as sucdther, they reflect individual businesses desire

to keep competitors, Mongolian or foreign, at bay.

Key Investment Laws

The Foreign Investment Law of Mongolia (FILM) transformed the-lansiness
environment of t hgen&alynvestdrfrieadlyaegiment o t o d a
Under the old system, everything not provided for in law was illegal. Because

such economic activities as franchising, leasing, joint venture companies were not
specifically mentioned in earlier Mongolian statutes, they were teahnillegal.

In 1993, the GOM enacted FILM to legalize all manner of foreign investment in
Mongolia (amended in 2002 to allow for representative offices and franchises).
This law and its subsequent amendments define broad ranges of activity that would
otherwise have limited validity under Mongolian law. It also defines the meaning

of foreign investment under the civil code without limiting activities that foreign
investors can conduct. FILM also establishes registration procedures for foreign
companes. Specifically, the law requires that any investment with 25% or more of
FDI must register as a foreignvested firm with the government.he law creates

a supervisory agency, the Foreign Investment and Foreign Trade Agency (FIFTA),
that runs the regtration process, liaises among businesses and the Mongolian
government, and promotes iend outbound investments.
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In 2008, theParliamenbf Mongolia amended the FILM. The stated intent of the
revision was to i mproveinkdnednand® abi |l ity
enhance the services provided by FIFTA to foreign investors. The amendments

apply only to investments gestered after the new law came into force in summer

2008. The new law has raised the minimum level for new foreign investment from
US$1,000 to US$100,000 and imposed a series of requirements on foreign

investors seeking registration. Registered foreign companies must now have

FIFTA certify that their bylaws, environmental practices, their technologies, etc.,

comply with standardsedermined by FIFTA.

FIFTA officials admitthat procedures are still under development; and that

because they lack specific expertise in most of these areas, they will have to
consult with the relevant ministries an
request for investment registration. FIFMAs also not clearly defined what the

precise processes it will use to evaluate investments, what the exact standards will

be for any given investment, how it will determine those standards, and how an
investor might seek redressHIFTA denies a regisdtion requestForeign

investors have expressed concern over whatthey peeceias FI1 FTAGsSs br «
seemingly urransparent regulatory authority; however, we have not received any
complaint of abuse of these new powers to date.

New Ministerial Structue Impacts Foreign Investment

In late 2008 theParliamente-organized the government structure by combining
various ministries and agencies in an effort to streamline government functions.
Relevant to foreign investorBarliament took trade policy amchde promotion
functions that had been vested in the former Ministry of Industry and {ivéde
and FIFTA respectively and merged them with the Ministry of Foreign Affairs.
The new Ministry of Foreign Affairs and Trade (MFAT) has assumed direct
controlall formulation and execution of trade policies and promotion efforts,
which includes export promotion andtound investment efforts. FIFTA is now
under MFATOGOSs d iOther gnits osMiTpnere absosbeddythe now
named Ministry of Food, Agerulture, and Light Industry and Ministry of Nature,
Environment, and Tourism.

Ministry officials have stated that the government will concentrate on promoting
Mongolian exports and foreign investment into Mongolia. They want FIFTA to
resemble counterpia&gencies in South Korea, Japan, or the U.S.; and have told

both us and businesses that they plan to get FIFTA out of the regulatory business.
The intent iIis to |Iimit FIFTAGs activiti
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work in Mongolia and to igstering irbound investment for purposes of
investment tracking only.
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A.2 CONVERSION AND TRANSFER POLICIES

The Mongolian government employs a limited regulatory regime for controlling
foreign exchange for investment remittances and maintains excaptibberal
policies for these transactions. Foreign and domestic businesses report no
problems converting or transferring investment funds, profits and revenues, loan
repaymentsor lease payments into whatever currency they wish to wherever they
wish. There is no difficulty in obtaining foreign exchange, whether the investor
wants Chinese Renminbi, Euros, English Pounds, Rubles, or U.S. Dollars.

In regards to domestic transactions, the Parliament of Mongolia in 2009 closed a
loophole that allowetbcal transactions to occur in any currency desired. Now, all
domestic transactions must be conducted
Tugrik, excepting those entities allowed specific waivers as determined by the
Mongolian central bank, the Bank ofdvgolia.

The Mongolian government wants funds to flow easily in and out of the nation,
with one exception. Foreigimeld interest bearing dollar accounts remain subject

to a 20% withholding tax. The bank retains 20% of all such interest payments sent
abroad, andamits this withholding to the Tax Authority of Mongolia. Otherwise,
businesses report no delays in remitting investment returns or recerbogtial

funds. Most transfers occur withir2lbusiness days or at most a single business
week.

Ease of transfer aside, foreign investo
mechanisms for converting currencies and parking money. Letters of credit are

difficult to obtain, and legal parallel markets do not exist in the form of

government dolladenominated bonds or other instruments for parking funds in

lieu of payment. Many Mongolian financial institutions lack experience with these
arrangements. Moreover, Mongolian banking law currently prowaesnplete

statutory groundand regulatorygpportfor the activity to take place. The

immediate impact has been to limit access to certain types of foreign capital, as
international companies resist parking cash in Mongolian banks or in local debt
instruments
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A.3 EXPROPRIATION AND COMPENSATION

Mongolia respects property rights as they apply to most asset tiyp2809, we
detecedno wide-scalechanges in policies, statutes, or regulations related to the

use and ownership of private property. Foreigners face no legal bias in asset
ownership(except that only citizens of Mongolian may own land) or how they
structure ownership. Foreign investors need not seek local partners or share
ownership of most assets or endeawas a condition of doing business. However,

in foreignrinvestor dependemtucial mining sector, 2009 saw the government of
Mongolia (GOM) cross from actions that
to what many consider explicitly expropriatory acts sanctioned through force of

law, especially in the uranium mining sector.

Security of Ownership

Mongolia and the United States signed and ratified a Bilateral Investment Treaty
(BIT) which entered in force in 1997, and which specifically enjoins both
signatories from expropriatory acts against private property and invest(fara
copy of this BIT go tdttp://www.state.gov/e/eeb/ifd/43303.HtmIn addition,

both Mongolian law and the national constitution recognize private property and
use rights and specifically bdre government from expropriation of such assets.
To date, the government of Mongolia (GOM) has not expropriated any American
property or assets. Thus, we have no precedent from which to assess how the
Mongolian system would respond to seizure and cosgiem.

Like most governments, the Mongolian government can claim land or restrict use

rights in the national interest. Currently, this means little, as most land outside
Mongoliabdbs few urban centers remains go
Mongolidds constitution. The government ha
countryside holdings, but it leases parcels for such economic activities as mining,
pasturage, timbering, etc. This practice remains in flux because the government

must still determinéow to let these rights and what fees to charge. Except for

mining, most foreign firms remain inactive in these sectors.

Since May 2003, land in the urban areas has been privatized to citizens of
Mongolia or leased to both citizens and foreigners faogds ranging from 30

years. The legislation and implementing regulations are evolving, but so far
investors believe that the GOM generally respects recently enacted property rights
and leases.
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I: Implications of the Current Minerals Laws
MineralsLaw of 2006

We c¢cl osely watch the key mining sector,
earner and chief engine for economic and commegomith anddevelopment.

The currenMinerals Law has several provisions that raise red flags for investors

and obserers alike. The law does not allow the GOM to usurp rights to explore

and exploit natural mineral, metal, and hydrocarbons resources per se. Instead, the
law imposes procedural requirements and grants powers to central, provincial, and
local officials- powers that, if abused, might prevent mineral license holders from
exercising their exploration or mining rights. The current law has the potential to

deny the rights holder access to his rights without formally revoking use rights.

An example is the netender process for apportioning some exploration rights.
The old law awarded exploration rights on a "first come, first served" basis, a
process that gave little discretion to government officials to intervene. The new
law lays out a different procedui@ obtaining exploration rights on land explored
with state funds or lands where the current holder has forfeited exploration rights.
The Mineral Resources Authority of Mongolia (MRAM) will tender such
exploration rights only to firms technically quadifl to conduct minerals work.

The new tender procedure neither requires nor allows for abtdstOnly the
technical merits of exploration proposals will determine who gains exploration
rights. MRAM staff has the authority and responsibility to assesm#rits of
proposals to determine who wins the tenders.

Both MRAM and its supervising authority, the Ministry of Mineral Resources and
Energy, now have broad discretionary authority to select who will get tenements.
Under the current system, itpessible for a company to prospect virgin territory,
and scope out a potential exploration site, only to risk losing the site should
MRAM decide to grant the rights to another exploration company. This authority
disturbs miners, who fear this power wi# the source of corruption and arbitrary
decisions by MRAM. Evidence suggests that local mining guilds will define an
expert in Mongolian mining as a person who received a degree from a Mongolian
institution, such as the National University, rather thamégernationally

recognized institution. While this enforced employment program for Mongolian
geologists would be an annoyance, the discretionary power MRAM now has
generates the most concern. | f MRAM r e
unqgualifed, no recourse is spelled out under the new law, and the firm will in
effect lose its rights.
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The concept of fexpertiseo all ows anoth
rights by denying or preventing their use. The law has the potential toHenit t

ability of rights holders to seek financing, because it forbids transfer of mining
licenses and exploration rights to ngualified individuals. Consequently, a miner

will not be able to offer his licenses as secured collateral to banks or to any lende
lacking the professional qualifications to receive these rights if the miner defaulted
on his debt obligations. A given bank is unlikely to set up a "qualified" mining

firm just to receive a pledged license offered as collateral. Thus, the law hmits t
investment pool that a mining firm might tap to finance its mine, which might
prevent bringing a property into production, again denying licensees access to their
legal economic rights.

The current | aw removed fronmexdlsuirwadec
from the grant of exploration rights. The old article read, "To conduct exclusive
exploration for minerals within the boundaries of an exploration area in accordance
with this law." The new article reads, "To conduct exploration for mineral$it

Is unclear what, if anything, this deletion means. However, the deletion would

seem to allow the government to apportion mineral rights per metal or mineral

rather than as a whole, which has been the standard practice. The deletion was
apparentlydone intentionally, as the word appeared in earlier drafts, right up to the
passage of the law.

Investors and observers are also concerned about new authority granted to the
MRAM Chairman to approve transfers of existing and new licenses. The law
grans final approval authority to the MRAM, without specifying any check or

bal ance on this officialds authority.
would certainly prevent exercise of economic rights.

Complicating matters is that in 2008 MRAM hlaglen moved under the direct

authority of the Ministry of Mineral Resources and Energy in a sweeping re
organization of the government. Prior to this restructuring, MRAM had been a
quastindependent agency, the acts of which did not require ministepab\a.

In the new structure, the ministry can intervene in the registration and transfer of
exploration and mining licenses. The ministry seems to have only intervened in
cases where the |icense involves a fAstr
Foregn Investment for explanation of strategic deposits.) In this specific category,
ministerial officials have ordered MRAM to freeze all transfers and transactions
involving properties near or in strategic deposits, which includes uranium deposits
of any sze and massive coal and copper deposits near the Chinese border. Further,
these same officials have indicated that the government may then revoke the rights
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of those holding exploration rights or mining licenses in or near strategic deposits.
Although tre law seems to allow for compensation, the ministry has not presented
formal compensation packages or even issued compensation guidelines to those
potentially affected by its actions.

Expropriatory Aspects of the 2009 Law on Uranium Mining

In 2009 the Brliament passed a new law imposing significant new controls on
mining and processing uranium in Mongolia. The law created a new regulatory
agency, the Nuclear Regulatory Authority of Mongolia (NRA), and a-statesd
holding company, MonAtom, to hold &ts that the government will acquire from
current rights holders. The law imposes several key policies:

1 Immediately revokes all current uranium exploration and mining licenses and
then requires all holders to register these licenses with the NRAfder a

1 Requires investors to accept that the Mongolian state has an absolute right to
take-- without compensatior at least 3% of the company (as opposed to the
deposit) that will develop the mine as a condition of being allowed to develop
any uraniunproperty.

1 Creates a uraniwspecific licensing, regulatory regime independent of the
existing regulatory and legal framework existing for mineral and metal
resources. Prior to the Uranium Law, exploration licenses gave their respective
holders the riglst to discover and develop any and all mineral and metal
resources discovered within that license area (this did not include petroleum
resources, which are governed separately). According to GOM officials, this
new law means that the state can issuetandigicense for uranium exploration
on a property otherwise dedicated to other mineral and metals exploration.

To many foreign and domestic investorsstlawis outright, statutorily sanctioned
expropriation, which heretofore had not been preseltongolia. Although the
Minerals Law of Mongolia and other pieces of legislation officially state that the
GOM must compensate rights holders for any taking, the Urabawrgives the

GOM the unfettered right to take uranium holdings from whomever it Wi mo
obligation to compensate the rights holders. Complicating the issue is that the law
seems to conflate the deposit and company mining the deposit, allowing the GOM
to claim an uncompensated share in any entity that might mine the deposit. In
effect the GOM is demanding a frearried, norcompensated interest of no less
than 8% of any uranium mine.
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Acts of ProvincialAdministrations:

With regard to the issuance of both exploration permits and mining licenses,
provincial officials reportedlyoutinely use their authority arbitrarily to block

access to mining rights legally granted under the current law. For example, reports
regularly circulate that some provincial government officials use their authority to
designate | ands éssurp mipirg@iplarationteneamertso In a
common technique, provincial governors often reclassify property that has never
felt the touch of the plow or felt the tread of a tourist for agricultural use or cultural
tourism respectively, although thenteal government has legally granted
exploration rights to miners. In one case, a miner could not gain access to the
subsurface resources because the provincial government claimed that doing so
would damage a potato farm that had suddenly appeared ev&teh

Ot her miners harshly criticize the misu
on permits for water use and mining licenses. Comments are advisory, and have
limited legal force regarding disallowing activity, but the central government

roui nely hesitates to reject a governorod
behind it. The effect has been to stop progress for months, limiting access to the
resource and costing rWhagtdverthe rhoovesdteeses 6 t i
provincial a¢ions are often seen as a creeping bureaucratic expropriation through
denial of access and use rights. TheaentMinerals Law provides no clear limit

on provincial control of permits and special use rights or guidance on how to apply
these powers beyorabdifying that the provincial and local authorities have some
authority over activities occurring in their provinces and soums (counties). Faced

with these unlear boundaries of authority, the central government often interprets

the rules and regulatiomfferently from the provincial authorities, creating

administrative conflicts among the various stakeholders. The central government
acknowledges the problematic ambiguity but has yet to definitively clarify the

situation in law or practice, eventhoughh e si tuati on t hr eat en:
rights. Mongolian and foreign permit holders have advised the government that

letting this problem fester raises perceptions among investors that they may risk

losing their economic rights, which can scare awagpumol investors.

Expansion of License Revocation Powers to the Soum Level

The recently passddaw on the Prohibition of Minerals Exploration in Water

Basins and Forested Areas of 20@@resents a considerable extension of

unregul at ed aut h osoumfcounty) ammitibiratign®ih regardss 3 2 0
to mining activities within their respective jurisdictions.
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In 2009 the Parliamenprohibited mining in water basins and forested areas of
Mongolia. The statednd laudatoryntent was to limit environmental damage
caused primarily by placgold mining in and around foresand watershesl The
law imposes the following restrictions on explosatand mining rights:

1 Requires the government of Mongolia to revoke or modify licenses to explore
for any and all mineral resources within an area no less than 200 meters from a
water or forest resource.

1 Requires the government to compensate rightdenslfor exploration expenses
already incurred or revenue lost from actual mining operations.

1 Empowers local officials, theoumor couny governors, to determine the actual
areas which can be mined. In effect, the local official can extend the 200 meter
minimum at his discretion.

Current rights holders are concerned that the power of local governors to curtalil
mining in their respective jurisdictions seems unlimited and unregulated. Although

the governor cannot allow mining within the 200 meter lithi¢, law sets no yger

limit on mining near water coursesd forestsn the respective sourithe local
administration has full discretion to prohibgperations 400 meters, 600, 1000, or

more. Mining companies have to work out the issue with the loca¢guor; and
should any company disagree with a give
makes no provision for administrative appeal. A company would then have to
pursue redress through a | engthy case i
rights hdder would lose access to their economic rights for a protracted period or
permanently.
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A.4 DISPUTE SETTLEMENT

The GOM consistently supports transparent, equitable dispute settlements, but
executing good intentions has proven problematic. These prelaagely stem

from a lack of experience with standard commercial practices rather than from any
systemic intent by public or private entities to target foreign investors. The
framework of laws and procedures is functional, but many judges remain ignorant
of commercial principles.

Probl ems with Dispute Settl ement i n Mon

Courtstructure is straightforward and supports dispute settlement. Disputants
know the procedures and the venues. Plaintiffs bring cases at the district court
level before a single district judge or panel of judges, depending on the complexity
and importane of the case. The district court renders its verdict. Either party can
appeal this decision to the Ulaanbaatar City Court, which rules on matters of fact
as well as matters of law. It may uphold the verdict, send it back for
reconsideration or nulliffhe judgment. Disputants may then take the case to the
Mongolian Supreme Court for a final review. Matters regarding the
constitutionality of laws and regulationgy be taken directly before the
Constitutional Court of Mongolia (the "Tsetz") Mongolian Citizens, Foreign
Citizens, or Stateless Persons residing legally in Mongolia.

Problems arise for several reasons. First, commercial law in Mongolla @exdl
understanding of temainin flux. New lawsand regulationsn contracts,

investment, corporate structures, leasbapking,etc. have been passed or are

being considered at both the ministerial and parliamentary levels. Mongolian civil
law does not work on precedents but from application of the statute aswifitte

|l aw i s vague or does not cover a partic
to adjudicate can be severely limited or +emstent. For example, until recently
leasing did not exist in the Mongolian civil law code as such, but seemed to be
covered under various aspects of Mongolian civil law regarding contracts and other
agreements. But judgments on leasing made under these laws might not have
applied to an arrangement not otherwise specifically recognized under its own
exclusive law. Fuher, because precedents are not legally relevant or binding on
other judges and Mongolian courts, decisions reached in one case have no legal
force in other suits, even when the circumstances are similar or even before the
same court and judges.
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Trained n the former Soviet era, many judges lack training in or remain ignorant
of commercial principles, in some cases willfully. They dismiss such concepts as
the sanctity of the contract. This is not a problem of the law, which recognizes
contracts, but whahost conclude is faulty interpretation. In several cases courts
have misinterpreted provisions regarding leases and loan contracts, allegedly
intentionally in some cases. Judges regularly ignore terms of a contract in their
decisions. If someone def&aibn a loan, the courts often order assets returned
without requiring the debtor to compensate the creditor for any loss of value.
Judges routinely assert that the creditor has recovered the asset, such as it is, and
that is enough. Bad faith and logsvalue simply have no formal standing in

judicial calculations of equity.

Replacing oldschool judges is not an option. It is politically impossibienot
functionally impracticad for the Mongolians to dismiss its cadre of Soded

judges. There ia realistic hope that young justices, trained in modern commercial
principles by international experts, will gradually improve judicial protections for
commercial activities in Mongolia. Lately, we have seen better decisions in
several cases involving Ameans seeking to recover on debts and contractual fees
and to hold Mongolian government entities to the terms of their respective
contracts and regulations, but these results tend to be limited to courts where
moderneducated judges preside.

Bankruptcy and Debt Collection

Mongoliads bankruptcy provisions and pr
creditors need serious reform. Mongolian law allows for mortgages and other loan
instruments backed with securitized collateral. However, rudimentary sysiems f
determining title and liens and for collecting on debts make lending on local

security risky. Banks frequently complain that onerous foreclosure rules are barely
workable and unfair to creditar

Although a system exists to register immovable prgpestructures and real

estat® for the purpose of confirming ownership, the current system does not
record existing liens against immovable property. In addition, no system exists to
register ownershipf, and liens on, movable property. Consequently, Mbaigo
lenders face the added risk of lending on collateral that the debtor may not actually
own or which may have already been offered as security for another debt. Itis
hoped that a project sponsored by the Millennium Challenge Corporation to create
a mae modern and efficiergroperty registration system whkelpimprove the
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ability of creditors and debtors to prove ownership. For program details go to
http://www.mca.mn/?g=project/property

Overall,the legal system does recognize the concept of collateralized assets
provided as security for loaninvestment capital, or other ddirsed financial
mechanisma The legal system also provides for foreclosure, but this process is
exceptionally onerous drtime consuming. A 2005 change to Mongolian law
attempted tsimplify the process by allowing creditors to foreclose without
judicial review. Prior tdhislaw, all creditors had to go to court to collect on
securitized collateral, adding months to #mdire collection process. However, the
Constitutional Court of Mongolia voided the law on constitutional grounds,
slowing down debt collection to p2005 levels. Waits of up to 24 months for
final liquidations and settlement of secunigrenot uncommn.

Once a judgment is rendered, the disputant faces a relatively hostile environment to
execute the courtos deci sion. For exan
must allow debtors to put forward assets for auction and set the minimum leid pric

for those assets. If assets do not sell, a second round of auctions occurs in which a
reduced minimum bid is put forward. The State Collection Office (SCO)

supervises this process but does not set the price. However, the SCO receives 10%
from the salegriceor fromthe second auction minimum price even if there is no

sale.

The SCO does not allow collateralized assets to be valued by nélpaitis.

Because it derives income from the forced sale of assets, the SCO has a conflict of
interest; andanecdotally, seems to have failed as an impartial arbiter between
debtors and creditors. For banks, this has meant that forcing a company into
bankruptcy may be the safest way to recover rather than forcing piecemeal sales of
assets. This approach autmally puts all assets into play rather than those
selected by the debtor. Howevidnis procedurés onerous without a clear process
behind it.

Purchase financingemainstricky. For example, a local car dealer financed an

auto for US$20,000 down an#i5$60,000 in credit, complete with a local bank
guarantee. The buyer subsequently defaulted on the loan, the bank refused to honor
its guarantee, and the dealer took the buyer to court. Under current Mongolian

law, interest payments are suspended fodthration ofsuch acase, from first

filing to final appeal before the Supreme Court of Mongokassibly months of
interestfree time can pass while the asset rusts in an impound lot. In this case, the
dealer simply reclaimed the car and dropped tiwsu#, swallowing the lost
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interest payments and logbvalue on the car. Domestic and foreign businesses
often respond by requiring customers to pay in cash, limiting sales and the
expansion of the economy.

Binding Arbitration: International and Domest

The Mongolian government supports and will submit to both binding arbitration
and international settlement procedures. However, glitches remain in local
execution. Mongolia ratified the Washington Convention and joined the
International Centre fore$tlement of Investment Disputes in 1991. It also signed
and ratified the New York Convention in 1994.

To our knowledge, the government of Mongolia has accepted international

arbitration in fivedisputes where claimants have asserted the governmenédeneg

on a sovereign guarantee to indemnify them. In all cases the government has
consistently declared that it would hon
resolution has not been put to the .tdst the four cases where a decision has been
rendeed,Mongolia has won each casnd so, its commitment to imposing a

negative international arbitral decision remains untested

More widely, Mongolian businesses partnered with foreign investors accept
international arbitration, as do government agentiascontract business with
foreign investors, rather than avail themselves of the Arbitration Bureau operated
by the Mongolian National Chamber of Commerce and Indutingse entities

tell us thathhey seek redress abroad because they perceive thastimarbitrators

are too politicized, unfamiliar with commercial practicasdtoo selfinterested to
render fair decisias

Although arbitration is widely accepted among business people and elements of the
government, support for binding internatioadbitration has not penetrated local
Mongolian agencies responsible for executing judgments. In two cases, the
Mongolianstateowned copper mine lost two international arbitral cases. The

awards were certified and recognized as valid and enforceablehgdian

courts. But the | ocal bail i ffés office
collection orders. Local business people routinely cite the failure of SCO and the
bailiffs to enforce courbrdered foreclosures and judgments as the most common
prodem threatening resolution of dethtiven disputes.
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A.5 PERFORMANCE REQUIREMENTS AND INCENTIVES

Mongolia imposes few performance requirements on, and offers few incentives to,
investors. The few requirements imposed are not onerous and do not limit foreign

participation in any sector of the economy. Performance requirements are applied
somewhat diférently to foreign investors in a limited number of sectors.

Formally quite generous foreign investors, the current Tax Law of Mongolia
(amended in 2006) offers few incentives and exemptions. While preferential tax
agreements made with most foreigmestors have been allowed to run their
courses, the government of Mongolia (GOM) has attempted to limit both
exemptions and incentives and to make sure that tax preferences offered are
available to both foreign and domestic investors.

Current exemptions are granted for imports of staples as flourfan@mportsin

certain sectors targeted for growth, such as the agriculture sector. Exemptions
apply to both i mpor t-adiledtakx &AT). dnradditidio n g o | |
the GOM will extend a 10% tacredit on case by case basis to investments in such

key sectors as mining, agriculture, and infrastructure.

Foreign investors have accepted phasing out of tax incentives, because the
amendments have brougime needebest practices to the tax codEhese

include provision foB-yearlosscarry-forwards, fiveyear accelerated

depreciation, and more deductions for legitimate business expenses including but
not limited to marketing and training expenses.

Revocation of the VAT Exemption

Investorsview2 00 9' s changes i1 nto the tax codec¢
somet hing of a mixed bag. On the down
exemption available on valtedded tax (VAT) taxes of 10% on equipment used to

bring a given mine into productipaxcepton equipment to be used in the

production of highly processed mining produdir example, if the @u Tolgoi

(OT) coppergold projectwereto smelt copper, imported equipment supporting
production of metallic copper might qualify fon @xemptiorfrom theVAT.

However, to promote valuadded production in Mongolia, the GOM defines the
production of copperconcentrdt® Tés | i kel y T &asoqgralaer pr oduc
added output; and so, equipment imported to develop and operate this sort of
operation wald not qualify for the 10% VAT exemption.
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Most jurisdictions, recognizing that most mines have long development lead times
before production begins, either waive or do not tax such imports at all.
Parliament, with no consultation with investors, intéioral advisors provided by
donor organizations, or evevith its own tax officials, chose to impose the VAT,
which immediately makes Mongolian mining costs 10% higher than they would
otherwise be, impairing competitiveness and dramatically varying flobal

practice.

Pro-Investment Changes to the Tax Code

On the plus side, Parliament revised both the Windfall Profit Tax (WPT) and loss
carry forward provisions. Under the old regime, the WPT imposed a 68% tax on
the profits from gold and copper miningspectively. (For more details on the

WPT seeChapter A.1 Openness of Government to Foreign Investment.) The
recent OT Investment Agreement entailed further amendment to the WPT as a
condition precedent to iIits passage.
they would not be able perateOT commeraally if burdened with the WPT.
Consequently, Parliament ameadhe WPT Law: The WPT will officially end for

all copper concentrate and gold products in 2011.

Regarding the granting of more generous loss darmyard provisions, as a
condition precedd of passing the OT Agreement, Parliament extended the
provision from two (2) years to eight (8) years after incurring a loss. Most
investors find eight years sufficient for many Mongolian investments that require
Impose long, expensive development hamiz before producing any sort of profit.

Few Restrictions on Foreign Investment

The government applies the same geographical restri¢dtdiegh foreign and
domestic investors. Existing restrictions involve border security, environmental
concerns, or local use rights. There are no onerous or discriminatory visas,
residence, or work permits requirements imposed on American investors.
Geneally, foreign investors need not use local goods, services, or equity, or
engage in substitution of imports. Neither foreign nor domestic businesses need
purchase from local sources or export a certain percentage of output, or have
access to foreign exchge in relation to their exports.

Although there remains no formal law requiring the use of local goods and
services, the GOM encourages firms to do vadded production in Mongolia,
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especially for firms engaged in natural resource extraction. Allgdiem senior
officials and politicians make inountry processing a consistent feature of their
public and private policy statements regarding the development of mining. For
example, the current but soon to sunset WPT applied the tax to copper concentrate
but exempted metallic copper produced in Mongolia. Recently concluded
negotiations on the OT coppgold project ended with commitments by the
companies to explore copper smelting in Mongolia. Government talks on coal
production constantly feature dissions of power generation and cealsliquid
processing in Mongolia. Government plans also call for increased investment in
businesses and activities that keep the
Consequentlyfirms should continue to expect the @IQo press aggressively for
valueadded production in Mongolia.

Generally, foreign investors set their own export and production targets without
concern for government imposed targets or requirements. There is no requirement
to transfer technology. As matter of law, the government imposes no offset
requirements for major procurements. Certain tenders may require bidders to
agree to levels of local employment or to fund certain facilities as a condition of

the tender, but as matter of course such itimmgd are not the normal approach of

the government in its tendering and procurement policies.

Investors, not the Mongolian government, make arrangements regarding
technology, intellectual property, and similar resources and may generally finance
as the see fit. Foreign investors need sell no shares to Mongolian nationals.
Equity stakes are generally at the complete discretion of investors, Mongolian or
foreign-- with one key exception for strategic mining assets (For more detail on
what constitutes strategic mining asset see Chaptdr. Openness of Government
to Foreign Investment) Although Mongolia imposes no official statutory or
regulatory requirement, the GOM, as a matter of foreign policy, sometimes
negotiates restrictions on what sorfiohncing foreign investors may obtain and
with whom those investors might partner or to whom they might sell shares or
equity stakes. These restrictive covenants will most likely be imposed in certain
sectors where the investment is determined to hatrerral impact or national
security concerns, especially in the key mining sector.

Regarding employment, investors can locate and hire workers without using hiring
agencied as long as hiring practices are consistent with Mongolian Labor Law.
However, Mangolian law requires companies to employ Mongolian workers in
certain labor categories whenever a Mongolian can perform the task as well as a
foreigner. This law generally applies to unskilled labor categories and not areas
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where a high degree of techrliexpertise not existing in Mongolia is required.

The law does provide an escape hatch for all employers. Should an employer seek
to hire a noAMongolian laborer and cannot obtain a waiver from the Ministry of
Labor for that employee, the employer cag pdee of arount!S$140 per

employee per month. Depending on the importance of a project, the Ministry of
Labor may grant an employer a 50% exemption of the waiver fees as an incentive.

Limited Performance Requirements

Requirements in thieetroleum andMlining Sectos

Performance requirements are sparingly imposed on investors in Mongolia with
the exception of petroleum and mining exploration firms. The Petroleum
Authority of Mongolia (PAM) issues petroleum exploration blocks to firmsckwvh
then agree to conduct exploration activities. The size and scope of these activities
are agreed upon between PAM and are binding. If the firm fails to fulfill
exploration commitments, it must pay a penalty to PAM based on the amount of
hectares in thexploration block, or return the block to PAM. These procedures
apply to all investors in the petroleum exploration sector.

Under the current Minerals Law of Mongolia, receiving and keeping exploration
licenses depends on conducting actual exploratiak.wach year exploration

firms must submit a work plan and repor
performance commitments, all of which are subject to annual verification by the
Minerals Authority of Mongolia (MRAM).Failure to comply with work

requirements may result in fines, suspension, or even revocation of exploration

rights. Work commitments expressed in terms of US dollar expenses per hectare

per year:

1 2nd and 3rd years miners must spend no less than US $.50 per hectare on
exploration

1 4th to 6th years miners must spend no less than US $1.00 per hectare on
exploration

1 7th to 9th years miners must spend no less than US $1.50 per hectare on
exploration

In addition to these performance requirements, the law also requires holders of
mining licenses for projects of strategic importance to sell no less than 10% of
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company shares on the Mongolian Stock Exchange. Vaguely presented in the
statute, the GOM has@vided no formal clarification in law or regulation of what
this provision means in practical terms or how it is to be implemented.

In 2009 the Parliament passed a new law imposing significant new controls on
mining and processing uranium in Mongoliahisllaw created a new regulatory
agency, the Nuclear Regulatory Authority of Mongolia (NRA) and a-statesd
holding company, MonAtom, to hold assets that the government will acquire from
current rights holders. The law imposes several conditions:

1 Immediately revokes all current uranium exploration and mining licenses and
then requires all holders to register these licenses with the NRA, for a fee.

1 Requires investors to accept that the Mongolian state has an absolute right to
take-- without compensatn -- at least 50% of the company (as opposed to the
deposit) that will develop the mine as a condition of being allowed to develop
any uranium property.

1 Creates a uraniwspecific licensing, regulatory regime independent of the
existing regulatory and ¢mal framework existing for mineral and metal
resources. Prior to the Uranium Law, exploration licenses gave their respective
holders the rights to discover and develop any and all mineral and metal
resources discovered within that license area (thisatitholude petroleum
resources, which are governed separately). According to GOM officials, this
new law means that the state can issue a distinct license for uranium exploration
on a property otherwise dedicated to other mineral and metals exploration

Requirements Imposed on Foreign Investong/O

All foreign investors must register with the Foreign Investment and Foreign trade
Agency (FIFTA). The Foreign Investment Law of Mongolia requires all foreign
investors to show a minimum of US$100,000s$8e&ts (cash, working stock,

property, etc.) registered in Mongolia as a precondition for registration. In addition
to this particular requirement, all foreign investors must pay an initial processing
fee of somel2, 000 Mongoliariugrik or about US$8.00Foreign Investors must

then pay a yearlyrplongation fee 06,000 Mongolian tugrik or about US$4.00

In addition to these fees, foreign investors must annually report on their activities
for the coming year to the government through FIFTA. Businessess not fulfill
plans set out in this report, but failure to report may result irigsgarance of
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licenses and registrations and suspension of activities. This requirement differs
from that imposed on domestic investors and businesses. Local investensd
yearly reporting requirement. Mongolians pay lower registration fees, which vary
too much to say with any precision what the fees actually are.

FIFTA explains that the higher registration costs for foreign investors arise from

the need t@ompensate for the services it provides to foreign investors, including
assistance with registrations, liaison services, tresbtmting, etc. The different

reporting requirements provide the government with a clearer picture of foreign
investmentinMog o | i a. Foreign investors are ¢
arguments and largely accept them, but they question the need for annual
registrations. Investors recommend that FIFTA simply charge an annual fee rather
than require businesses to submit a newiegijbn each year.

Regarding reports, foreign businesses are concerned about the security of their
proprietary information. Several foreign investors have claimed that agents of
FIFTA routinely use or sell information on business plans and financial téta

have yet to verify these claims, but FIFTA acknowledges that data security largely
depends on the honesty of its staff, as there are few internal controls over access to
the annual reports.

Tariffs

Mongolia has one ofiffrAginiesa @issexpbreaadsimport e st r i
policies do not harm or inhibit foreign investment. Low by world standards, tariffs
of 5% on most products are applied across the board to all firms, albeit with some
concerns about consistency of application and vialnalHHiowever, some netariff
barriers, such as phyganitary regulations, exist that limit both foreign and
domestic competition in the fields of pharmaceutical imports and food imports and
exports. The testing requirements ifoporteddrugs food prodicts, chemicals,
construction materials, et@re extremelyontransparent, inconsisteatd

onerous. When companies attempt to clarify what the rules for impstioiy
products intadhe country are, they receive contradictory information from multiple
agencies.

WTO TRIMS Requirements

Mongolia employs no measures inconsistent with WTO TRIMs requirements, nor
has anyone alleged that any such violation has occurred.
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A.6 RIGHT TO PRIVATE OWNERSHIP AND ESTABLISHMENT

Mongol i a has olibeel oorfersrpsand&siablishmens regimes.
Unless otherwise forbidden by law, foreign and domestic businesses may establish
and engage in any form of remunerative activity. All businesses can start up, buy,
sell, merge; in short, do whatever they wigth their assets and firmsvith

exceptions in the mining and petroleum sectors

Limitations on Exercise of Property Rights

Mongolia passed and implemedia competitiodaw applyingto foreign,

domestic, and statewned entities active in MongoligAs a practical matter,
competition between statevned and private businessesl baen declining for the
simple reason that amy parastatals have been privatized. The exceptions are the
stateowned power and telecom industriesiadionalairline (interndional only at
present)the national rail systefmalf-owned by Russiageveral coal mineand a
large copper mining and concentration faci(@jso halfowned by Russia)

Currently,firms from Mongolia, China, Japan, Europe, Canada, and the U.S. are
actively seeking opportunities feenewable and traditionpbwer generatiom
Mongolia. However, ew want tanvest inthe power generation field until the
regulatory and statutory framework for private power generation firms up and
tariffs are set atates allowing profits.

Regarding its railway sectdvjongolia has no plans to privati#e existing
railroadjointly held with the government of Russia, but current law does allow
private firms to build, operate, and transfer new railroads to the staiger this

law several private mining companies have proposed rail links, and obtained
licenses to construct these new lines from their respective coal mines to the
Chinese border or to the currently operating spur of the I3@esian Railroad.
Howe\er, because landlocked Mongolia and its neighbors have yet to resolve
transnational shipping issues, companies may not be able to access rights granted
under these licenses.

Although the trend lhbeen for the GOM to extract itself from ownership ainfsr
and other commercial assdtsththe currentMinerals Law of Mongoliand the
2009 Uranium Law bring the state back into minirfged Chapter A.1: Openness
of Government to Foreign Investmédat fuller discussions of both the 2009
Uranium Law and Mierals Law) Under both lawsthe GOMgranted itselthe

right to acquire equity stakeanging from 34% to perhaps 100%cefrtain
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depositdeemedstrategic for the nation. Once acquired, these assets are to be
placed withone of twostateownedmanagement compeas: ErdenesMGL, for
nonuranium assets; or MonAtom for uranium resources. These companies are
then mandated to use the proceeds from their respective actwitibe benefit of
the Mongolian people.

The role of state as an equdwner, in terms of managemaeaftrevenuesnd

operation of the mining asseémainsunclear at this point. Theszesome

concers over the capacity ehe GOM to deal with conflicts of interest arising

from its position asothregulator and owner ohése strategic assetSpecifically,

firms are worried t hatlocalpracuree®t)6s desir e
employment, and revenuggy comprise the long term commercial viability of

any mining projet. In addition, discussions are underway to set upetimew

stateowned holding entities to manage assets in three priority argasing,

energy, and infrastructurethen take the companies public to raise investment

revenues through the capital markets.
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A.7 PROTECTION OF PROPERTY RIGHTS

The rightto own private, movable and immovable property is recognized under
Mongolian law. Regardless of citizenship (except for land which only citizens of
Mongolia can own), owners can do as they wish with their property. One can
collateralize real and movablegperty. If debtos default on such secured loans,
creditos do have recourse under Mongolian law to recoversdgbseizing and
disposing of property offered as security. The only exceptions to this liberal
environment are current mining lawehich ether bartransfer of exploration and
mining licenses to third parties lacking professional mining qualificatossatus
as a Mongolian registered entityr which threaten to expropriate without
compensation certain mineral holdings outright.

Mongoliabds Current Regime to Protect Cr

The current protection regime for creditors functions but needs reform. The legal
system presents the greatest pitfalls. Although the courts recognize property rights
in concept, they have a checkered rdaafrprotecting and facilitating acquisition

and disposition of assets practice Part of the problem is ignorance of, and
inexperience with, standard practices regarding land, leases, buildings, and
mortgages. As noted fDhapterA.4 Dispute Settlemgrsome judges, largely out

of ignorance of the concepts, have failed to recognize these practices. Some newly
trained judges are making a good faith effort to uphold property rights, but need
time to learn how to adjudicate such cases.

Mo n g o | i ragicy prdvisiankand procedures for securing the rights of
creditors need reform. Mongolian law allows for mortgages and other loan
instruments backed with securitized collateral. However, rudimentary systems for
determining title and liens and for aatiting on debts make lending on local

security risky. Banks frequently complain that onerous foreclosure rules are barely
workable and unfair toreditoss.

Although a system exists to register immovable propestyuctures and real

estaté for the purpos of confirming ownership, the current system does not
recordexisting liens onimmovable propertynor doesthe currensystem record
ownership and liensromovable property. Consequently, Mongolian lenders risk
lending on collateral that the debtorynaot actually own or which may have

already been offered as security for another debt. It is hoped that a project
sponsored by the Millennium Challenge Corporation to create a more modern and
efficient property registration system will go some way tormepg the ability of
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creditors and debtors to prove ownership. For program details go to
http://www.mca.mn/?g=project/property

Overall the legal system recognigthe concept of collaterized assassecurity

for loans investment capital, or other ddiised financial mechanisms. The legal

system also provides for foreclosure, but this process has proven exceptionally
burdensome and time consuming. Current law bars creditors frofjudicral

foreclosure, requiring them to submit all contested foreclosure actions for judicial
review through Mongoliads court system.
substantially: Waits of up to 24 months for final liquidations and settlement of

security are naincommon.

Debt Collection Procedures

Even with the delays, getting a ruling is relatively easy compared to executing the
courtds decision. The problem is not
the State Collection Offic€SCO) to move on thassets of the debtor. The SCO

orders district bailiffs to seize and turn those assets over to the state, which then
distributes them to creditors. However, foreign and domestic investors claim that
the state collection office and the district bailiffeduently fail in their

responsibilities to both courts and creditors.

In some cases, baliliffs refuse to enforce the court orders. The perception is that
they do so because they have been bribed or otherwise suborned. Bailiffs are often
local agentsvho fear local retribution against them and their interests if they

collect in their localities. In some cases, bailiffs will not collect unless the creditor
provides bodyguards during seizure of assets. Creditors also have reason to
believe that the sta collection office accepts payments from debtors to delay
seizure of assets.

Protection of Intellectual Property Rights

Mongolia supports intellectual property rights (IPR) in general and has protected
American rights in particular. It has joined Werld Intellectual Property
Organization (WIPO) and signed and ratified most treaties and conventions,
including the WTO TRIPS agreement. The WIPO Internet treaties have been
signed but remain uratified by Parliament. However, even if a conventiomis u
ratified, the Mongolian government and its intellectual property rights enforcer, the
Intellectual Property Office of Mongol@d@POM), make a good faith effort to honor
these agreements.
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Under TRIPS and Mongolian law, the Mongolian Customs Authority (V&

the Economic Crimes Unit of the National Police (ECU) also have an obligation to
protect IPR. MCA can seize shipments at the border. The ECU has the exclusive
power to conduct criminal investigations and bring criminal charges against IPR
pirates.The IPOM has the administrative authority to investigate and seize fakes
without court order. Of these three, the IPOM makesribst consistergood

faith effort to fulfill its mandates.

Problems stem from ignorance of the importance of intellectual property to
Mongolia and of the obligations imposed by TRIPS on member states. Customs
still hesitates to seize shipments, saying that their statutory mandate does not allow
seizure of such gmls, but Mongolian statutory and constitutional laws clearly
recognize that international treaty obligations in this area take precedence over
local statutes and regulations. A clear legal basis exists for Customs to act, which
has been recognized by elemts of the Mongolian Judiciary, the Parliament, and

the IPOM. Customs officers may occasionally seize fake products, but it seems
that Mongolian customs law will have to be brought fietonal compliance with

TRIPS before Customs will fulfill its obligatns . The ECU has also been lax.

The ECU hesitates to investigate and prosecute IPR cases, deferring to the IPOM.
Anecdotal evidence suggests that ECU officials fear political repercussions from
going after IPR pirates, many of whom wield politicdluence.

The IPOM generally has an excellent record of protecting American trademarks,
copyrights, and patentsowever tight resourcemitthel POMG6 s ab.i | ity
In most cases, when the U.S. Embassy in Ulaanbaatar conveys a complaint from a
rights holder to the IPOMt quickly investigates the complaint. If it judges that an

abuse occurred, it will (and has in every case brought before it to date) seize the
pirated products or remove faked trademarks, under administrative powers granted

in Mongolian law.

We note two areas where enforcement lags. Legitimate software products are rare
in Mongolia. Low per capita incomes have given rise to a thriving local market for
cheap, pirated software. The IPOM estimates pirated software constitigiest at

95% of the market. The Office enforces the law where it can but the scale of the
problem dwarfs its capacity to deal with it. The IPOM will act if we bring cases to
its attention.

Pirated optical media are also readily available and subjecotty gmforcement.
Mongolians produce no significant quant
import such products from China, Russia, and elsewhere. Products are sold
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through numerous local outlets and sometimes broadcast on private local TV
statims. The IPOM hesitates to move Dl broadcasteranost of which are
connected to major government or political figures. Rather the IPOM raids local
(Astreeto) DVD and CD outlets run by
economic clout of the TWroadcastersAgain, when an American raises a specific
complaint, the IPOM acts on the complaint, but IPOM rarely initiates action.

Restrictive Aspects of Current Mining Laws

Minerals Law of 2006

The current Minerals Law of Mongolia would seem on its face to prevent transfer
of exploration or mining rights to any third party lacking professional mining
qualifications as determined by the Mineral Resources Authority of Mongolia
(MRAM).

Under the Mherals Law, the concept afining expertisecan either qualify or
disqualify any entity from acquiring, transferring, securitizing exploration and
mining rights. The law has the potential to limit the ability of rights holders to
seek financing, becaugidorbids transfer of mining licenses and exploration rights
to non-qualified individuals. Consequently, a miner might not be able to offer his
licenses asecured collateral to banks or to any lender lackingtbfessional
qualifications to receive #se rights if the minatefaulted on his debt obligations.

In addition,no foreign entity, in its own right, can hold any sort of mining or
petroleum license; only entities registered in Mongolia under the terms of relevant
company and investment laws yraold exploration and mining licenses. Should

a foreign entity acquire a licenseamdlateralor for the purpose of actual

exploration or mining, and fail to create the appropriate Mongolian corporate entity
to hold a given license, that failure magree as grounds for invalidating the

license In essence, the foreign entity may lose its securityiamg rights. We

advise investors with specific questions regarding the current status of their
respective to seek professional advice on the stati®sé licenses.

Uranium Law of 2009

The Uranium Law of 2009 dramatically curtails property rights protection regime
protecting most exploration and mining licenses. The law imposes the following
conditions upon investors in the uranium mining sector
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1 Immediately revokes all current uranium exploration and mining licenses and
then requires all holders to register these licenses with the NRA, for a fee.

1 Requires investors to accept that the Mongolian state has an absolute right to
take-- without compensatior- at least 3% of the company (as opposed to the
deposit) that will develop the mine as a condition of being allowed to develop
any uranium property.

1 Creates a uraniwspecific licensing, regulatory regime independent of the
existingregulatory and legal framework existing for mineral and metal
resources. Prior to the Uranium Law, exploration licenses gave their respective
holders the rights to discover and develop any and all mineral and metal
resources discovered within that licemsea (this did not include petroleum
resources, which are governed separately). According to GOM officials, this
new law means that the state can issue a distinct license for uranium exploration
on a property otherwise dedicated to other mineral andlsnexploration

To both investors and observelsstlav statutorily sanctiosiexpropriationa
conceptheretoforealien to Mongolian law Although the Minerals Law of

Mongolia and other pieces of legislation officially state that the GOM must
compensa rights holders for any takinthe Uranium hw allowsthe GOM
unfetteredoowerto seizeholdings with no obligation to compensate rights holders.
Complicating the issue, the law conflawkeposits witthe companiesleveloping
those deposits, lettingehGOM claim an uncompensated share of any entity that
might mine the deposit. In effect, the GOM denwmadreecarried, non
compensated interest of no less tha#of any uranium mimg firm in Mongolia

Affected uranium rights holders contested thestibutionality of these provisions
before Mongoliabds Constitutional Court,
law, asserting that the all minerals in the ground are the property of the Mongolian
state everf separated from the ground. Legal expevrith whom we consulted

explained that the Couskeems tanake the extraordinary and unprecedented claim

t hat Mongol i abstopmduatecreatdd iwith the ard; leencd the state
hasa fil egiti mateo claim on both the ore
resource. This theory appears to undermine the property rights of uranium

investors and chips away at property rights protections granted both under the
constituti on aralsiComMpanygamd Foraigndnvestimente aws.
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A.8 TRANSPARENCY OF THE LEGISLATIVE AND REGULATORY
PROCESS

Generally, Mongoliabs pr obldeMongbliahas ot | a
passed more than 1,600 laws since undertaking its transition to a easkemy

20 years agd but rather, the problem is that legislatiask knowledgeon what

foreign and domestic investanged from the state when investiagd thathey

do notconsult withthoseaffected by their legislative actions. Corruption aside, th

fact that laws and regulations change with little consultation creates a chaotic

situation for all parties.

Problems with the Drafting Process for Legislation and Regulations

Normally, laws can be crafted in two ways. Once rare but now common, &éemb

of Parliament and the President of Mongolia may draft their own proposals for
direct submission to the Parliament. Such bills need not be submitted to the
Cabinet of Ministers but can be delivered directly to the Speaker of Parliament for
consideratia by the relevant Standing Committee. The relevant Standing
Committee may either reject the bill (in which case it dies in committee) or pass it
on to the Parliamentodés plenary body, un
typically, Parliament orlte Cabinet of Ministers requests legislative action. These
institutions send such requests to the relevant ministry. The Minister relays the
request to ministerial council, which in turn sends the request to the proper internal
division or agency withinhte respective ministry, which in turn forms a working
group. The working group prepares the bill, submits it for ministerial review,

makes any recommended changes, and then the bill is reviewed by the full Cabinet
of Ministers. Relevant ministries arekad to comment and recommend changes

in the legislation.

Prior to a final vote by the Cabinet of Ministers, the National Security Council of
Mongolia (NSC® consisting of the President of Mongolia, the Prime Minister,
and Speaker of Parliaméntan revieweach piece of legislation for issues related
to national security. Although the government has never clarified the legal and
constitutional authority of the NSC to veto or recommend changes to draft
legislation, the Cabinet to our knowledge will not d&ras never overruled NSC
recommendations.

Once through NSC and Cabinet reviews, the bill goes to Parliament. In
Parliament, the bill is vetted by the relevant Standing Committee, sent back for
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changes or sent on to the full Parliament for a vote. Tésident can veto bills,
but his veto can be overcome by a #thods (2/3) vote of Parliament.

For regulations, the process is truncated. The relevant mitastethe working
group that wrote the original law to drafigulations. This group submits their
work to the minister who approves or recommends changes. In most cases,
regulations requirao Cabinet approval, and become official when the relevant
incumbent minister approves them. When legislation crossesmirtésterial
boundaries, the Cabinet will authorize the most relevant ministry to supervise an
inter-ministerial approval process for regulations.

The Ministry of Justice and Home AffaiMOJHA) plays an important role in
drafting both laws and reguiahs. MOJHA vets all statutes and regulations before
they are passed for final approval. In the case of legislaQ@JIHA reconciles

the language and provisions of the law with both existing legislation and the
constitution of Mongolia, after which thaw passsto the Cabinet and then
Parliament. In the case of regulations, MOJHA vets the regulations to ensure
consistency with current laws and provisions of the constitulioreffect,

MOJHA caneither modify or eveneto legal or regulatory provigis that it finds
inconsistent with the statutes and constitution.

System lacks Transparency

Absent from these drafting processes is a statutory, systematic, transparent review
of legislation or regulations by stakeholders and the public. Ministeriatines

are not publicized until the drgfasse out of a given ministry to the full Cabinet.
Typically, the full Cabinet discusses and passes bills on to Parliament, without
public input or consultations. Parliament itself issues neither a formaldealaor
routinely announces or opens its standing comnsitieéull chamber hearings to

the public. While Parliament at the beginning of each session announces a list of
bills to be considered during the session, this list is very general and often
amended. New legislation is commonly introduced, discussed and passed without
public announcement or consideration. For example, in 2006, Parliament passed
the (sinceamended) Wind Fall Profits Tax Law bill in six days without consulting
any business, NG@y other entity about the impact and desirability of the bill. In
2007, Parliament significantly amended the Law on State Procurement within
thirty days without any public notification or comment regarding new liamts
competitive, transparent biddinggatices and limits on access tender opportunities
to foreign bidders. In 2009, Parliament passed legislation threatening property
rights in the mining sector that many view as expropriatory and revoked key tax
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exemptions affecting major mining and coastron projects, all with no formal or
informal public comment and review.

The U.S. Embassy in Ulaanbaatar and foreign and domestic investors have
repeatedly urged the Mongoli a@pegover nme
Governmentveb site to post draft and pending legislation for public consultation

and review before it is finalized and sent to Parliament. Over the past couple of

years, we have noticed some improvement in the timeliness and completeness of

the postings.

To suppément this effort, the U.S. Embassy and local business organizations have
jointly created an informal system to identify legislation and regulations under
review. Once identified, we meet with working groups, provide information on

how other nationshaveand|l ed such | egi sl ation, sha
view, and widely distribute publicly available dratft bills, preferably before they
reach a ministerods desk. Should a piec

Cabinet, or Parliament, thesen-government organizations are prepared to lobby

at the appropriate level. Over the last three years we have found that many

agencies and Members of Parliament welcome our advice and information,

particularly if given in a nortonfrontational way thaers pect s Mongol i a¢
process and right to deliberate.

Regulators resist consultation when it comes to implementation. Bureaucrats are
only slowly becoming comfortable with the concepts and practices of broad, public
consultation and informatiorharing with their own citizens, let alone foreigners.
Many times businesses ask for a clear copy of the current regulations, only to be
met with blank stares or outright refusals. The government has long acknowledged
that the Sovieera State Secrets Lawquires substantial amendment. Currently,
most government documedtsncluding administrative regulations affecting
investments and business activiiesan beechnically classifiedd s fist at e s e
not be released to the public. This gives bothduwsets and regulators a

convenient excuse to deny requests for information or, more commonly, to demand
extralegal fees to provide documents. The legacy of secrecy has also resulted in
cases where government officials themselves cannot getdgie cpies of the

rules. Mongolia is considering a freedom of information flamseveral yeardut

it remaingn its formative stages.

High officials acknowledge the value,@ind need fqra more open, transparent
system. While laws are easy to fixethehavior of individual bureaucrats,
Members of Parliament, and the judiciary will only gradually change, with training
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and experience. Already a younger generation of professionals, many trained

abroad or during Mongolia's democratic erdgalsnghold and mowng into senior
positions of authority. This bodes wel
private sectoted, open, market economy underpinned by good government and
corporate governance.

The Impact of NGOS and Private Sector Associations on GOM Policy

The Mongolian government actively protects its prerogatives to legesidte
regulateeconomic activities in its domain. While NGOs and private sector
associationavewide latitude to ra their activities, the government of Mongolia
has never allowed any ngyovernmental entify be it business, civil society, trade
union, etad to servemore than an advisory role over the formulation and
execution ofboth laws and rules, which also appliesetting standards for
various industries. Based on experience, the G@IMroutinely resists any
expanded role for civil society and NGOs. Thimsarticulated butacit policy of

the government of Mongolia applies to both domestic and foreign entitie

Laws, Regulations, and Policies that Impede FDI

While the GOM supports FDI and domestic investment, individual agencies and
elements of the judiciary reportedly use their respective powers to hinder
investments into such sectors as meat productitatammunications, aviation, or
pharmaceuticals. Both domestic and foreign investors report similar abuses of
inspections, permits, and licenses by Mongolian regulatory agencies. However, we
generally note no consistent, systematic pattern of abuse teotigisnitiated by

either government or private Mongolian entities aimed against foreign investors in
general or against U.S. investment in particular. The impediments more often than
not are opportunistic attempts by individuals to misuse contactsaeshd.S. and

other foreign investors with whom the Mongolian entity is in dispute.

Alternatively, other reports suggest thvddngolians use connectionsuell-

placed regulators at all levels to extract exégal payments from both foreign and
domestidbusinesses or otherwise hinder their work. In the latter case the general
approach is to demand some sort of payment in lieu of not enforcing work,
environmental, tax, health and safety rules, otherwise imposing the full weight of a
contradictory mix ofSoviet Era and the current reformed rules on the firm. Most
foreign businesses refuse to pay bribes, and in turn accept the punitive inspections,
concede to some of the violations found, and contest the rest in the City
Administrative Court. In our expence companies that show resolve against such
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predatory abuse of statutory and regulatory power will face impediments at the
start; but these usually ease over time as state agents look for easier targets.

Although we have note no systemic and routineale of Mongol i ads |
to hinder FDI and investors, a worrisome trend affecting implementation of

Mongol i ads r e ushymtm®aongoliah mublic amcpriiate v i s a
entities to exert pressure on foreign investors to settle commercialedisput

Required valid exit visa are normally issuedro formaat the port of departure
(e.g. the international airport), bomay bedenied for a variety of reasons
including civil disputes, pending criminal investigation, or for immigration
violations. The lawdoes notllow authorities to distinguish a criminal and
civil case when detaining a persadhdenied for a civil dispute, the visa may
not be issued until eithéne dispute is resolvemtiministrativelyor a court has
rendereda decision.Neither current law nor regulations establish a clear
process or timéable forresolution In fact, he Mongolian government
maintains the right to detain foreign citizens indefinitely without appeal until
the situation has been resolved.

Research into ise has revealed that investors from countries other than the U.S.
are affected by abuse of the exita system. All casdsave a similar profile. A
foreign investor has a commercial dispute with a Mongolian entity, often involving
assets, management gtiges, or contract compliance. The Mongokantities

respond by filing either civil or criminal charges with local police or prosecutorial
authority. It is important to note that at this point there rimsatb actual arrest
warrant or any sort of offial determination that charges are warranted: Mere
complaint by an aggrieved party is sufficient grounds to deny exit.

An investor in this situation is effectivetietained in Mongoliandefinitely. Some
foreign investos have resolved the impasse bylsef, thereby allowing them to
depart Mongolia. If unwilling to settle, the foreign investor will have to undergo
the full investigatory process, which may lead to a court action. Investigations
commonly take up to six months, and in one case an Ametitiaen has been

denied an exit visa for two years pending a criminal investigation into a failed
business deal. In addition, even if a dispute seems settled, it can beftiiled in

same venue againif the local police and prosecutors are williagr in a

different venue. In one case, an American citizen has been denied an exit visa for
over two years pending a criminal investigation into a failed business deal with the
Government of Mongolia.
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We note that Mongolian investors are not subjectrtolar impositions of their
immigration codes when involved in commercial disputes. Mongolian citizens do

not require exit visas to depart Mongolia and can only be denied exit with a
pending arrest warrant.
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A.9 EFFICIENT CAPITAL MARKETS AND PORTFOLIO INVESTMENT

Mongolia currently lackshe experience and expertiseededo sustain portfolio
investments. It has no regulatory apparatus for these activities, and both the state

and private entities are just beginning to engage in them. However, Mongolia has
active capital markets. Thy®vernment of Mongolia (GOMjnposedew

restraints on the flow of capital in any of its markets. Multilateral institutions,
particularly thelnternational Monetary Funtiave typically foundhe regime too

loose, especially in the crucial banking sector. Although the government has clear
rules about capital reserve requiremelatsn practices, and banking management
practicesthe Bank of Mongolia (BOM) Mo ngol i a §sas histoncally a | b a
resistedestrainng credit flowsand interfering with operatiorMo ng ol i a 6 s
commerciabanks, even which the need to intervene has been appatiemtever,

In response to the severe impact of the ongoing global financial crisis on
Mongoliads banking sector, the BOM is s
both those insolvent banks andaraperly managed banks that have affected the

heal th of Mongoliads f i f2aitbacauhtrysist e m.
banks are currently in receivership, and additional consolidation is under

consideration.

Capital andCurrency Markets

Although liquidity is quite high in Mongolia, affordable capital remains scarce.
Local credit interest rates for customers range from 12% for the most credit worthy
to perhaps 90% per annum (or more) for the least, with inflagaking at around

40% in 200&efore settling at 24%. Inflation eased in 2009 as the global
economic crisis drove down global commodity prices, which, when coupled with
domestic fiscal tightening, helped lower Mongolia's imyabiiven inflation rate.

Foreign investors can easily tago domestic capital markets. However, they
seldom do, because they can do better abroad or better locally by simply taking on
an equity investor, Mongolian or otherwise.

The global economic crisis savaged Mong
markes. While the currency had proved resilient, holding its value against most
international currencies, it fell some 40 percent against the U.S. dollar from late

2008 into spring 2009, as the worst of the crisis hit; it has remained relatively

stable and everesilient since then. The currency's resiliency has largely been
attributed to the commodities boom, which saw Mongolia selling such raw

materials as copper, gold, and coal, primarily to China. In mid 2008, the

commodity markets began to cooland Mongoa 6 s f or ei gn trade
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leading to growing trade deficit as imports no longer balanced or exceeded exports.
Subsequently, once the tugrik began to slide relative to the U.S. dollar,import
related trade was affected as well. Complicating mgtteajor banks and other
Institutions that formally had access to international capital flows (in the form of
dollars, yenRenmimbi, Euros, etc, which were parked in higterest yielding

tugrik accounts), found internationaHiows reversing as forgn depositors

repatriated their funds, either because these entities needed the money to weather
their own financial <c¢crises or they fear
value of their deposits. Banks no longer had access to easy capitgLahty,

and began and continue to restrict lending to almost all clients, who in turn found
they lacked funds to finance construction projects, trade, and other activities.

Af ter several mont hs of tapping ankserve
curtailed such infusions. Instead, the Bank sells dollars into the system by auction

to the local commercial banks and lets the market decide the value of the exchange
rate rather than attempting to set the rate. . In addition, Parliament closed a

loophole that allowed local transactions to occur in any currency desired. Now, all
domestic transactions must be conducted
Tugrik, excepting those entities allowed specific waivers as determined by the
Mongolian centrabank, the Bank of Mongolia. The move was intended to bolster

the value of the Tugrik by increasing demand for the currency.

Equity Markets

Investors do not use stocks to raise equity for investment but to gain control of
companies listed on the exclyggn As most of the firms have been bought up, the
market sees little trading.

Mongolian firms do not use shareholding relationships to restrict foreign
investment at this point. Part of this arises from lack of experience with such
devices. It alsorases from the fact that Mongolians prefer to concentrate
ownership in their own hands, rather than disperse it through complicated
shareholding relationships. They perceive such devices as weakening their ability
to control the companies, which is momgoiortant than safeguarding the firm from
foreign or domestic raiders raising capital for investmentf a foreign company
wanted to purchase a Mongolian firm, the foreign entity would have to contact the
shareholders and buy them out. These couldb@adiostile takeovers, because few
outstanding shares remain on the market to buy. Eager to take on equity partners
or sell businesses entirely, the Mongolians would employ few defenses beyond
sharp negotiating.
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ThecurrentMinerals Law of Mongoliacontairs a provision that requires that

holders of mining licenses for projects of strategic importance must sell no less
than 10% of the resulting entityds shar
Vaguely presented in the statute, what this new provision megmagtical terms

and how it is to be implemented has yet to be spelled out in regulation.

The Banking Sector

Weakness in Mongoliads banking sector c
International Monetary Fund (IMFttp://www.imf.org). Small by American
standards, t he t gemaining Bwteea tosmenocial btksn g o | i a

(down from 16 in 200Badds up tgust aroundJS$2 billion. The system has been
through massive changes since the Soviet era, during which the banking system
was divided into several different units. This early system failed through
mismanagement and commercial naivety in the-®dig, but over the last decade
hasbecome more sophisticated asawmewhabetter managed.

Mongolia has threarge,generally wellregarded banks owned primarily by

Japanesand Mongoliarinterests respectively. They follow international

standards for prudent capital reserve requiremdrave conservative lending

policies, upto-date banking technology, and are generally well managed. If a
storm should descend on Momgpeawellads bank
positioned to weather it.

However, concerns remain among banlers thesector's observeebout the
effectiveness of Mongoliads | egal and r
Issues in Mongolia, the problem is not of lack of laws or procedures but the will

and capacity of the regulat@©M, to supervise and execute manddtmctions,

particularly in regard to capital reserve requirements anegordiorming loans.

From1999through late 20080M consistently refused to close atynmercial

bank for insolvency or malpractice Il n | ate 2008, Mongol
fourth largest bank into receivership. Most deposits were guaranteed and their
depositors paid out at a cost of around US$150 mitharot an inconsequential

sum in an economy with a US$5 billion per annub & . Il n 2009, Mon:
fifth largest bank went into receivership, and three (3) othettimidanks are at

the center of widespread discussion of future consolidation.

The BOM and Mongoliads financial systen
However,most observers note that the insolvent banks had shown signs of
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mismanagement, ngoerforming loans, and #Hiquidity for several years before
the BOM moved to safeguard depositors and the financial sector. They argue
furtherthat the BOM withheld effetive supervisiorfearing that closurevould
signal weakness t@nd spur panic amontie general publiand because of
interference on the part of those whéisancial interests in the troubled banks
would havebeenthreatened by regulatory action.

Thelatest crisis has spurred the BOM to develop a short run plan to identify and
close insolvent banks while preserving the integrity of financial system. Reserve
requirements will be raised to deal with thegmng nonperforming loan

problem, too. Beyamthis triage, the BOM is in the process of instituting fong

term reforms to enhance its ability to supervise the banking system; however, such
reform depends on Parliament to amend
supervision laws, a process that maycompleted by mi@010.
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A.10 COMPETITION FROM STATE -OWNED ENTERPRISES (SOEYS)

Mongolia passed and implemedia competitiodaw applyingto foreign,

domestic, and stat@wned entities active in MongoligAs a practical matter,
competition between ateowned and private businessesl baen declining for the
simple reason that amy parastatals have been privatized. The exceptions are the
stateowned power and telecom industriesa@ionalairline (international only at
present) the national raisystem(half-owned by Russiakeveral coal mingand a
large copper mining and concentration faci(@yso halfowned by Russia)

Although the trend rthbeen for the GOM to extract itself from ownership of firms
and other commercial assdisththe currentMinerals Law of Mongoliaand the
2009 Uranium Law bring the state back into minirged Chapter A.1: Openness
of Government to Foreign Investméat fuller discussions of both the 2009
Uranium Law and Minerals Law)nder both lawsthe GOMgraned itselfthe

right to acquire equity stakeanging from 34% to perhaps 100%o&frtain
depositdeemedstrategic for the nation. Once acquired, these assets are to be
placed withone of twostateowned management compest ErdenesMGL, for
nonturaniumassets; or MonAtom for uranium resources. These companies are
then mandated to use the proceeds from their respective acfmitibe benefit of
the Mongolian people.

In addition, the GOM has publically discussed using the expected proceeds from
mining to underwrite SOE projects in variety of sectors, beyond its current mining
portfolio. These include operations in flour milling, meabcessing,
telecommunications, and pharmaceuticals. Business observers have found such
plans unsettling; for rathéinan use the revenues to create infrastructure or to
provide affordable financing, the GOM seem to want to enter into direct
competition with both foreign and domestic private investors. From statements by
GOM policy representatives, investors might dade the GOM is clearly

considering giving its SOE preferential financing at rates not available to
commercial firms.

The role of state as an equity owner, in terms of manageshestenuesnd

operation of the mining asseeémainsunclear at this pat. Currently, most

GOM6s assets are managed by professiona
Committee (SPC), which ultimately answerg@&rliament and the Prime Minister.

How the SPC selects management and boards of directors remains untransparent,

but observers perceive the process to be politicized, with Parliament playing a key

role in appointments.
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Therearesome concemover the capacity ahe GOM to deal with conflicts of

interest arising from itposition agothregulator and owner of thestrategic
assetsSpeci fically, firms are worlocaled t hat
procurement, employment, and revenmag/ comprise the long term commercial

viability of any mining projet. In addition, discussions are underway to set up

three new statewned holding entities to manage assets in three priority areas

mining, energy, and infrastructurethen take the companies public to raise

investment revenues through the capital market

Mongolia currently lacks a sovereign wealth fund (SWF); however, the GOM has

expressed an interest in using mining revenues to create such a fund. The issue
remains under review.
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A.11CORPORATE SOCIAL RESPONSIBILITY (CSR)

It is early days focorporate social responsibility (CSR) in Mongolia. Most

western companies make a good faith effort to work with the communities in
which they invest. These efforts usually take the form of specific projects aimed at
providing missing infrastructuéewells, power, medical and educational

structured or such support for education as books and scholarships. The larger
western firms tend to follow accepted international CSR practices and underwrite a
full range of CSR activities across Mongolia; however stinaller ones, lacking
sufficient resources, limit their CSR actions to the locales in which they work.

Only the largest Mongolian firms regularly undertake CSR actions, with small to
mediumi sized enterprises generally (but not always) limiting the usenidéd
resources to underwrite CSR actions.

Generally, firms that pursue CSR are perceived favorably, at least within the
communities in which they act. Nationally, responses range from praise from
politicians to cynical condemnation by certain civitsby groups of CSR actions

as nothing more than an attempt to Abuy
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A.12 POLITICAL VIOLENCE

Mongolia is peaceful and stable. Political violence is rare. Mongolia hasiheld

(9) peaceful presidential and parliamentalgcaonsin the past 16 years.

However, a brief but violent outbreak of civil unrest followed disputed
parliamentary elections on July 1, 2008. Accompanied by some property
destruction and bodily injury, the unrest was quickly contained and order restored.
Therehas been no repeat of this civil unrest since July 1. Mongolia held peaceful
presidential elections in May 2009 in which the incumbent president was defeated
and power smoothly transitioned to the current president

Mongolia has an ethnically homogenowspplation: 97% of the population is
Khalkh Mongol. The largest minority, numbering an estimated 90,000 people, is
Kazakh (Muslim), concentrated in the far western part of the country.

There have been no known incidents of-#utierican sentiment or poldally

motivated damage to American projects or installations in at least the last decade.
However, there has been a gradual and perceptible level of rising hostility to
Chinese nationals in Mongolia. This hostility has led to some instances of
improper izure of Chinesévested property; and in more limited cases acts of
physical violence against the persons and property of Chinese nationals resident in
Mongolia. Other Asians living in Mongolia have expressed concern that they may
inadvertently becomeictims of this hostility.
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A.13 CORRUPTION

Corruptionin Mongolig, including bribery, raises the costs and risks of doing
business. Corruptiocorrodesmarket opportunitiesr Mongoliafor U.S.
companiesas well agheoverall Mongoliarbusiness clirate. It also deters
international investmenmto Mongolia stifles economic growth and development,
distorts prices, and undermines the rule of law.

It is important for U.S. companies, irrespective of their size, to assess the business
climate inMongdia to have an effective compliance program or measarpkace

to detect angbrevent corruption, including foreign bribery. U.S. individuals and
firms operating or investing isuchforeign market@as Mongoliashould take the

time to become familiar whtthe relevant anticorruption laws of bdftongolia

and the Urted States in order womply with them, and where appropriate, they
should seek the advice of legal counsel.

The U.S. Government seeks to level the global playing field for U.S. busngsse
encouraging other countries to take ste
of corruption, including bribery of foreign public officials, by requiring them to

uphold their obligations under relevant international conventions. A U. S. firm that
believes a competitor is seeking to use bribery of a foreign public official to secure

a contract should bring this to the attention of appropriate U.S. agencies, as noted
below

Current Views on Mongolian Corruption

In mid-2005, the USAID Mission tMongolia, in collaboration with

USAID/Washington and The Asia Foundation (TAF), funded a corruption

assessment conducted by Casals & Associates, Inc. (O8&)complete report is

available atttp://www.usaid.gov/mnFollow-up surveys of the problem show

that the results of this assessment remain valid 110.2The study found that
opportunities for corruption continue t
admi ni strati ve an dBothtyes afcatrdgption shoulbeof e | e v
concern to Mongolians, but grand corruption should be considered a more serious

one because it solidifies linkages between economic and political power that could
negatively impact or ultimately deral delaydemocracy andevelopment.

Severalinter el at ed factors contribute to Mon

1 A blurring of the lines between the public and private sector brought about
by systemic conflicof interest at nearly all levels;
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1 A lack of transparency aratcess to information, stemming in part from a
broad State Secrets Law that surrounds many government fureniomsas
yielded criticism that it renders tmeediaineffective anchindess citizen
participation in policy discussions and government oversight

1 An inadequate civil service system that gives rise to a highly politicized
public administration and the existe

9 Limited political will to actually implement required reforms in accordance
with the law, complicated by conflicgnand overlapping laws that further
inhibit effective policy implementation;

1 Weak government control institutions, including the Central Bank, National
Audit Office, parliamentary standing committees, Prosecutor General,
Generalized State Inspection AggnState Property Committee, and
departments within the Ministry of Finance.

The aforementioned systemic shortcomings have allowed for an evolution of
corruption in Mongolia that Afoll ows t
most significant scales geladly occurs most often in the industries and sectors
where there is the most potential for financial gdduring the early 19904,

the earlytransition toward democracy and market econamyg areas that
offered particular opportunities for grand scale corruption at that time were
foreign donor assistance and privatization of stateed enterprisesAs
Mongolialaterembarked on further policy changesnstitutionalize

capitalistic practes, corruption reared its head in the process of privatizing
public land. As the economy continues to develemerging areas for

corruption include the banking and mining sectdreere also are several areas
that provide stable and consistent oppaties for corruption, both grand and
administrative in nature, such as for procurement opportunities, issuance of
permits and licenses, customs, inspections, the justice sector, amoihgviigh
elected and appointed officials, and in the conduct a vafatgy-to-day

citizen and businesto-government transactions, notably in education, health
care, and city services.

Despite the fact that few of the conditions to prevent corruption from getting

worse are in place, the situation has not reached thés lthat are evident in
many other countries with contexts and histories similar to that of Mongolia.
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Perhaps more importantly, there are a number of efforts underway to actively
combat corruption, including:

1 Government commitments to international asatiruption regimes and
protocols, such as the Arflorruption Plan of the Asian Development
Bank/Organization of Economic Cooperation and Development
(ADB/OECD) and the United Nations Convention Against Corruption
(UNCACQC);

1 Development of a National Progrdor Combating Corruption and
formation of a National Council for coordinating the Program and a
Parliamentary AntCorruption Working Group;

1 Implementation of an antiorruption law that has included the formation
of an independent antiorruption body;

1 Short and mediurtermantic or r upt i on advocacy and
programs initiated by civil society organizations, often with international
donor support.

There is, in fact, time for Mongolians and the international community to nurture
these efforts and take further action before corrugroms too large to rein inln
general, the main need in Mongoliaasdevelopeffective disincentives for corrupt
behavior at both the administrative and political lsvéh its broadest
configuration, this implies a strategy of increasing transparency and effective
citizen oversight, as well as intgovernmental checks and balanc®@githout

these major changes,raphistrative reforms may provide some small
improvements, but they are unlikelygolve the problemSpecifically, the
aforementioned USAIBponsoredeportof 2005 makeseveral strategic
recommendationsyhich remain relevant in 201hcluding:

9 Diplomatic engagement focused on keeping-aatruption issues on the policy
agenda, promoting implementation of existing laws related tecamuption,
and highlighting the need for further measures to promote transparency and
improved donor coordination;

1 General programmatic recommendations to address conflict of interest,
transparency/access to information, civil service reforms, and the independent
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anticorruption body, with a definitive focus on engaging civil society and
promoting public participationtilizing UNCAC as a framework;

9 Specific programmatic recommendations to address loci of corruption, such as
citizen and businesg-government transactions, procurement, privatization,
customs, land use, mining, banking, the justice sector, and ttiegda@nd
economic elite

In addition, the reputable international aoirruption NGO Transparency
International (T1) opened a national chapter in Mongolia in 26@4njore
information, seewww.transparency.ory U.S. technical advisors are working

with TI to train Mongolian staff to monitor corruption and to advocate on behalf of
anticorruption legislation and, Tl first included Mongolia in its annual

APerceptions of Corrupt i thatintialswveyw ey i n S
Mongolia ranked 85 out of 145 countries and its score of 3 on the Corruption
Perception | ndeCPRlSeomse Ifigptoeosy . too (Al edrscept i

degree of corruption as seen by business people and country analysts and ranges
between 10 (highly clean) and O (highly corpupptl 6 s 2005 Survey r a
Mongolia 85 out 158; and againn TMobnsg o2 O Oa
survey, Mongolia had dropped to 99 out of 163 countries, receiving a score of

2.80 poor. In 2007, Mongolia was still 99 but out of 179 nations and had achieved

a score of 3.0aslight uptick but still poor. 2008 saw Mongolia drop to 102 out

180 nations, maintaining its poor score of2Z8009 found Mongolia dropping to

124 out of 180 nations, and declining to a poorer score ofr2short, Mongolia
hasdeclined.

One factor raising concerns about Mongo
the series of amnesties granted to Mongolians found guilty of corruption or those

under investigation for abuses. These amnesties happen about every three years,
usually through presidential legislative action, with the most recent occurring in

late 2009.Because they allow corrupt officials and those who enable them to

avoid substantial prison time for their improper acts, these amnesties are

demoralizing for the IAAC and the public, who question the value of tackling

corruption with agovernmentackingthe will to holdmalefactors to account

Current Anti-Corruption Law

In 2006, Parliament passed an AGbrruption Law (ACL), a significant milestone
in Mongolia's efforts against corruption. The legislation had been under
consideration since 1999.
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The ACL created an independent investigative bodylntiependent Authority

Against Corruption (IAAC).The IAAC has four sectionsI'he Prevention and

Education Section works to prevent corruption and educate the public on anti
corruption legal requirenmés. The Investigation Section receives corruption cases

and executes investigations. The third section collects, checks, and analyzes the
legally required property and income statements of government officials. The

fourth section, the IAAC's Secretariaindle s administrative tasks. The IAAC
formally began operations in August 200
from its inception through | ate 2008 an
current views of corruption in Mongolia see the esgfMongolia Corruption

Benchmarking Surveys prepared for USAID Mongatitip://www.usaid.gov/mn

and by The Asia Foundation Mongoliattp://asiafoundation.ofgublications)

Anti-Corruption Resources Available to U.S. Citizens

U.S. Foreign Corrupt Practices Act In 1977, the United States enacted the
Foreign Corrupt Practices Act (FCPA), which makes it unlawful for a U.S. person,
and certain foreign issuers of securities, to make a corrupt payment to foreign
public officials for the purpose of obtaining or retagbusiness for or with, or
directing business to, any person. The FCPA also applies to foreign firms and
persons who take any act in furtherance of such a corrupt payment while in the
United States. For more detailed information on the FCPA, see the E&PA

Per s on 0 shtt@@mwwdjesticagov/criminal/fraud/docs/dojdocbh.himl

Guidanceonthe US.FCPAT he Depart ment of Justicedo
Procedure enables U.S. firmsdaindividuals to request a statement of the Justice
Departmentds present enforcement intent
the FCPA regarding any proposed business conduct. The details of the opinion
procedure are avai |lmWMbssteabn DOJO6s Fraud
www.justice.gov/criminal/fraud/fcpaAlthough the Department of Commerce has

no enforcement role with respect to the FCPA, it supplies general guidance to U.S.
exporters who have quest® about the FCPA and about international

developments concerning the FCPA. For further information, see the Office of the
Chief Counsel for International Counsel, U.S. Department of Commerce, Website,

at http://www.ogc.doc.gov/trans_anti_bribery.hiniMore general information on

the FCPA is available at the Websites listed below.

Other Assistance for U.S. Businesse$he U.S. Department of Commerce offers
several services to aid U.S. businesses seeking to address bredatesis
corruption issues. For example, the U.S. and Foreign Commercial Service can
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provide services that may assist U.S. companies in conducéimgltte diligence

as part of the companydés overarching co
partners or agents overseas. The U.S. Foreign and Commercial Service can be
reached directly through its offices in every major U.S. and foreign city, arghro

its Website atvww.trade.gov/cs

The Departments of Commerce and State provide worldwide support for qualified

U.S. companies bidding on foreign government contracts through the Commerce
Depart ment O0en tAdrv o yStCat eds Office of
Affairs. Problems, including alleged corruption by foreign governments or

competitors, encountered by U.S. companies in seeking such foreign business
opportunities can be brought to the attention of @ppate U.S. government

officials, including local embassy personnel and through the Department of
Commerce Trade Compliance Center MnRepor
tcc.export.gov/Report_a ddrier/index.asp

Exporters and investors should be aware that generally all countries prohibit the
bribery of their public officials, and prohibit their officials from soliciting bribes
under domestic laws. Most countries are required to criminslizke bribery and
other acts of corruption by virtue of being parties to various international
conventions discussed above.

Other Instruments: It is U.S. Government policy to promote good governance,
including host country implementation and enforceméiaingi-corruption laws

and policies pursuant to their obligations under international agreements. Since
enactment of the FCPA, the United States has been instrumental to the expansion
of the international framework to fight corruption. Several significamiponents

of this framework are the OECD Convention on Combating Bribery of Foreign
Public Officials in International Business Transactions (OECD Antibribery
Convention), the United Nations Convention against Corruption (UN Convention),
the InterAmerican Convention against Corruption (OAS Convention), the Council
of Europe Criminal and Civil Law Conventions, and a growing list of U.S. free
trade agreementdviongolia is party to the UN Convention Against Corruption
andprohibitsthe lribery and solicitabn of itspublic officials.

OECD Antibribery Convention: The OECD Antibribery Convention entered into
force in February 1999. As of Decemi2609,38 nations are party to iincluding

the United States (séxtp://www.oecd.org/dataoecd/59/13/40272933.pdajor
exporters China, India, and Russia are not parties, although the U.S. Government
strongly endorses their eventual accession to the Convention. The Convention
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obligates the Partig@se criminalize bribery of foreign public officials in the conduct
of international business. The United States meets its international obligations
under the OECD Antibribery Convention through the U.S. FQWdngolia is not

a party to the OECD Antibribamgonvention.

UN Convention: The UN Anticorruption Convention entered into force on
December 14, 2005, and there are 143 parties to it as of December 2009 (see
http://www.unodc.org/unodc/en/treaties/ CAC/signatories htifhe UN

Convention is the first global comprehensive international anticorruption
agreement.The UN Convention requires countries to establish criminal and other
offences to cover a wide rangéacts of corruption. The UN Convention goes
beyond previous anticorruption instruments, covering a broad range of issues
ranging from basic forms of corruption such as bribery and solicitation,
embezzlement, trading in influence to the concealmentaamaiering of the
proceeds of corruption. The Convention contains transnational business bribery
provisions that are functionally similar to those in the OECD Antibribery
Convention and contains provisions on private sector auditing and books and
records equirements. Other provisions address matters such as prevention,
international cooperation, and asset recovétpngolia is a member of the UN
Convention Against Corruption.

Local Laws: U.S. firms should familiarize themselves with local anticorruption
laws, and, where appropriate, seek legal counsel. While the U.S. Department of
Commerce cannot provide | egal advice
Foreign Commercial Service can provide assistance with navigating the host
countryo0s ahdelgamiy a Isstyokldca Iegal counsel.

Anti-Corruption ResourcesDocuments and Contacts
Resource$or combating corruption in global markets include the following:

1 Information about the U.S. Foreign Corrupt Practices Act (FCPA), including a

o

n

fiLay-Per son6s Guide to the FCPAO is avai

Just i c e 0 shttpWenvbnsusticeegovéctiminal/fraud/fcpa

1 Information about the OECD Antibribery Convention includimdg$ to
national implenenting legislation anthonitoring reports is available at:
http://www.oecd.org/department/0,3355,en_2649 34859 1 1 1 1 1,00.html
See also new Antiibery Recommendation and Good Practice Guidance
Annex for companiesttp://www.oecd.org/dataoecd/11/40/44176910.pdf
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For general information about anticorruption initiatives, such as the OECD
Convention and the FCPA, including translations of the statute into severa
languages, go tthe Department of Commerce Office of the Chief Counsel fo
International Commerce :dittp://www.ogc.@c.gov/trans_anti_bribery.html

Transparency International (T1) publishes an annual Corruptooeptions

Index (CPI). TheCPI measures the perceived level of pubkctor corruption

in 180 countries and territories around the world. The CPI is alaid:
http://www.transparency.org/policy research/surveys _indices/cpi/200B

also publishes an annualobal Corruption Reponivhich provides a

systematic evaluatioof the state of corruption around the world. It includes

an indepth analysis of a focal theme, a series of country reports that document
major corruption related events and developments from all continents and an
overview of the latest research findirms anticorruption diagnostics and

tools. Sedttp://www.transparency.org/publications/gcr

The World Bank Institute publishes Worldwi@®vernancendicators
(WGI),whichsix dimensions of governance in 212 countries, including Voice
and Accountability, Political Stability and Absence of Violence, Government
Effectiveness, Regulatory Quality, Rule of Law and Control of Corruption.
Seehttp://info.worldbank.org/governance/wgi/sc_country.asfphe World

Bank Business Environment and Enterprise Performance Surveys may also be
of interest and are available dtttp://go.worldbank.org/RQQXYJ6210

The World Economic Forum publishes B®bal Enabling Trade Repottat
assesss bothborder administratiotransparencyfocused orbribe payments

and corruption) andorruption andhe regulatory environment:
http://www.weforum.org/en/initiatives/gcp/GlobalEnablingTradeReport/index.
htm.

For additionainformationoncorruptionseethdJ . S. St at e Depar tr
annualHumanRights Reporat http://www.state.gov/g/drl/rIs/hrrpt/

Global Integrity, a nonprofit organization, publishes its an@labal Integrity
Report which provides indicators for 92 countries with respegovernance
and anticorruption. The report highlights the strengths and weaknesses of
national levelnticorruption systems. The report is available at:
http://report.globalintegrity.org/
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A.14 BILATERAL

INVESTMENT AGREEMENTS AND TAXATION

(Source: U NCTDhttp://www.unctad.org

Reporter Partner Date of Signature | Entry in to force

Mongolia Austria 19-May-01 1-May-02
Belarus 28-May-01 1-Dec01
Belgium/Luxembourg 3-Mar-92 15-Apr-04
Bulgaria 6-Jun00 | -
China 25-Aug-91 1-Nov-93
Cuba 26-March99 | -
Czech Republic 13-Feb98 5-Jul99
Denmark 13-Mar-95 2-Apr-96
Egypt 27-Apr-04 25-Jan05
Finland 15-May-07 | -
France 8-Nov-91 22-Dec93
Germany 26-Jun9l 23-Jun96
Hungary 13-Sep94 29-Aug-95
India 3-Jan01 29-Apr-02
Indonesia 4-Mar-97 13-Apr-99
Israel 25-Nov-03 2-Sep04
Italy 15-Jan93 1-Sep95
Japan 15Feb01 24-Mar-02
Kazakhstan 2-Dec94 3-Mar-95
DPR of Korea 10-Nov-03 | -
Republic of Korea 28-Mar-91 30-Apr-91
Kuwait 15-Mar-98 1-May-00
Kyrgyzstan 5Dec99 | -
Lao Peopl ¢3Mar94 29-Dec94
Lithuania 27-Jun03 3-May-04
Malaysia 27-Jul95 14-Jan96
Netherlands 9-Mar-95 1-Jun96
Philippines 1-Sep00 1-Nov-01
Poland 8-Nov-95 26-Mar-96
Qatar 29-Nov-07 | ===—=-mmm-
Romania 6-Nov-95 15-Aug-96
Russian Federation | 29-Nov-95 | -—-------—--
Singapore 24-Jul95 14-Jan96
Sweden 20-Oct03 1-Jun04
Switzerland 29-Jan97 9-Sep99
Turkey 16-Mar-98 22-May-00
Ukraine 5-Nov-92 5-Nov-92
UAE 21-Feb01l | e
United Kingdom 4-Oct-91 4-Oct-91
United States 6-Oct-94 4-Jan97
Vietham 17-Apr-00 13-Dec01
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Taxation issues of Concern to American Investors

Taxation remains key concern for Americanother foreign investors, and
Mongolian domestic investors and businesses9 2a@ysome changes in the
Mongoliantax system, most of which, with the exception ofrévocation of the
valueadded tax exempticior mining equipment, weregreeted positively by

most foreign and domestic investor in Mongol@bservers noted that recent
experience with taxode revisions does suggest that both the GOM and Parliament
are amenable to revising legislation if themamic benefits to the state, the public,
and investors can be proven.

Windfall Profits Tax on Copper and Gol&unsets in 2011

Since passage in 2006, the Windfall Profits Tax Law has generated criticism
regarding the depth of the GOMG6Gs commi t
and fair environment for foreign direct investment. The speedy legislative process

for passing the WPwas unprecedented. This bill was passed in six days without

any consultation with outside stakeholders on any its provisions. The entire

process raised concerns among investors about the stability and transparency of
Mongol i ads | e g iryehvisohnmentevhiehmekrvenieggeats and o
experience with other netnansparently passed legislation did little to alleviate.

The WPT imposes a 68% tax on the profits from gold and copper mining
respectively, and for gold originally kicked in whendytthe price for gold hit

US$500 per ounce; however, in late 2008 Parliament raised the threshold to
US$850. For copper, the threshold is US$2,600 per ton. Mining industry sources
claim that the 68% tax rate, when combined with other Mongolian taxegsrttadk
effective tax 100% on all proceeds above the copper threshold price.

The recent Oyu Tolgoi Investment Agreement entailed further amendment to the

WPT as a condition precedent to its pas
argued that they auld not be able to run a commercially viable OT operation

when faced with the WPT. Consequently, the Parliament agreed to amend the

WPT Law: The WPT will officially end for all copper concentrate and gold

products in 2011.

Revisions of the Mongolian TraCode:

Effective since January 1, 2007 the current tax code reduces tax rates, flattens the
tax schedule, removes discriminatory loopholes and exemptions, and infoduce
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appropriate deduction opportunities for corporate investnigm. current law

allows firms to deduct more types of legitimate business expenditures: training,
business travel, cafeteria expensts, The curreriaw levels the playing field
between foreign and domestic investors, eliminating the majority of discriminatory
tax exemptios and holidaysmost of which favored international investors.

2009 changes into the tax codeob6s treatn
mi xed bag for investors. On the down s
exemption available on valtmddediax (VAT) taxes of 10% on equipment used to

bring a given mine into production. Most jurisdictions, recognizing that most

mines have long development lead times before production begins, either waive or

do not tax such imports at all. Parliament, withcnasultation with investors,

international advisors provided by donor organizations, or even of its own tax

officials, chose to impose the VAT, which immediately makes Mongolian mining

costs 10% higher than they would otherwise be, impairing competsgeand

dramatically varying from global practice.

On the plus side, Parliament revised loasy forward provisions, extending from

two (2) years to eight (8) years the ability to deduct losses from taxes after
incurring a loss. Like the revision ofdWPT, this change is also a condition
precedent of passing the OT Agreement. Most investors find eight years sufficient
for many Mongolian investments that require impose long, expensive development
horizons before producing any sort of profit.

Unfinished Taxation Business Improving Institutions and Practices

As reported irthe 2009 Investment Climate StatemantCountry Commercial
Guide,both the GOM and Parliament has been intending to take up additional tax
reform measures sin@)07 but havenade no substantive progress since

promising additional reformsThese measures include revisions to the law on
customs and customs tariffs. While the exact naifitke proposed changes to the
customs law remasmurky, the GOM states that changed Wwé consistent with
Mongolia's WTO obligations angest practices.

Despite overall solid, positive changes, international financial institutions warn that
last year's tax reforms by themselves are insufficient to improve Mongolia's
business environmenihey report that reform efforts need to go beyond changes
to the tax code to restructure the operations of the key agertiseetax

department, the customs administration and the inspections d@gtratydirectly
interact with private firms and indivighls.
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Specifically, tax authorities charged with enforcing the tax codes require a more
custometbased approach to dealing with their business clientele and a more
detailed and rigorously enforced regulatory framework under which to audit
company accoust Many foreign and domestic investarguethat the lack of

such a clear, implementable code of ethics and enforceable set of guidelines leads
to arbitrary, capricious, or predatory tax audits.
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A.15 OPIC AND OTHER INVESTMENT INSURANCE PROGRAMS

TheU. S. government 6s Overseas Private 1In
(www.opic.goV offers loansand political risk insurance to American investors
involvedin most sectors of the Mongolian economy.

The U.S. Exportmport Bank (EXIM: www.exim.goy offers programs in
Mongoliafor short, medium, and longterm transactions in the public sector and
for short and mediurrterm transactions in the private sector.

Mongolia is a member of the Muateral Investment Guarantee Agency (MIGA
Www.miga.orqg.
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A. 16 LABOR

The Mongolian labor pool is generally well educated, relatively young, and
adaptable, but shortages exist in most professional categoriesmg@avianced
degrees or trainingnly time and investment in education and training will
remedy thideficit of trained skilled laborUnskilled labor issufficiently

available. Shortages exist in both vocational and professional categories because
Mongdians who obtain such skillfrequentlygo abroad to find higher wages.
Foreignriinvested companies are dealing with this situation by providhogumtry
training to their staffs, raising salaries to retain employees, or hiring expatriate
workers toprovide skills and expertise unavailable in the local maikeaddition,
the USG funded Millennium Challenge Corporation (MCC) is underwriting a five
year training and vocational education program (TVET) to develop sustainable
programs to help Mongolia meigt needs for skilledblue- collar workers
(http://www.mca.mror http://www.mcc.goy.

Mongolian labor law is not particularly restrictive. Investors can locate and hire
workers withoutusing hiring agencies as long as hiring practices are consistent
with Mongolian Labor Law. However, Mongolian law requires companies to
employ Mongolian workers in certain labor categories whenever a Mongolian can
perform the task as well as a foreignd@his lawgenerallyapplies to unskilled

labor categories and not areas where a high degree of technical expertise
nonexistent in Mongolia is required. The law does provide an escape hatch for all
employers. Should an employer seek to hire aMongdian laborer and cannot
obtain a waiver from the Ministry of Labor for that employee, the employer can
pay a fee oUS$14000b er empl oyee per mont h. Depe
Importance, the Ministry of Labor can exempt employers from 50% of the waiver
fees per worker.

Foreign and domestic investors consistently argue that they bear too much of the
social security costs for each domesina foreigrhire under the amended 2008
Social Insurance Law enacted in July 2068®reign employees became liable for
social insurance taxes if they reside within Mongolia for 181 days within a 365 day
period. Under this law, foreign and domestic worlgagup t0108,000 tugrik

(US$75) for this tax, no matter their respective rates of pay. Employetpay a

tax equvalent to 136 of the annual wage dyothdomesticandforeign workers

Given that state pensions have yet to broach even US$100, employers argue that
pensions are not commensurate with worker contributions, especially those of
highly-paid expatriot empbyees. In addition, workers must pay in for twenty

years in order to be vested, highly unlikely for manmypatriot employees, who
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reside in Mongolia for less than three years on average. Local and foreign business
associations are attempting to workwitoth the government and Parliament to
address these perceived inequalities.

ILO conventions

Mongolia has ratified 15 IL@onventionghttp://www.ilo.org):

. Ratification

Convention date Status
C29 Forced Labor Convention, 1930 15:03:2005 ratified
C59 Minimum Age (Industry) Convention (Revised), . denounced on
1937 03:06:1969 16:12:2002
C87 Freedom of Association and Protection of the . o
Right to Organize Convention, 1948 03:06:1969 ratified
C98 Right to Organize and Collective Bargaining . .
Convention, 1949 03:06:1969 ratified
C100 Equal Remuneration Convention, 1951 03:06:1969 ratified
C103 Maternity Protection Convention (Revised), 03:06:1969 ratified
1952
C105 Abolition of Forced Labor Convention, 1957 15:03:2005 ratified
C111 Discrimination (Employment and Occupation) . o
Convention, 1958 03:06:1969 ratified
C122 Employment Policy Convention, 1964 24:11:1976 ratified
C123 Minimum Age (Underground Work) . -
Convention, 1965 03:12:1981 ratified
C135 Workers' Representatives Convention, 1971 08:10:1996 ratified
C138 Minimum Age Convention, 1973 16:12:2002 ratified
C144 Tripartite Consultation (International Labor o, -
Standards) Convention, 1976 10:08:1998 ratified
C155 Occupational Safety and Health Convention, 03:02:1998 atified
1981
C159 Vocational Rehabilitation and Employment . o
(Disabled Persons) Convention, 1983 03:02:1998 ratified
C182 Worst Forms of Child Labor Convention, 1999 26:02:2001 ratified
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http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=2924&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=2924&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=3483&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=3483&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=3651&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=3777&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=3777&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=7306&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=4147&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=4147&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=4579&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=4621&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=4621&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=6445&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=7136&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=6529&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=6529&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=4078&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=4078&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=4249&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=4249&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool
http://www.ilo.org/ilolex/cgi-lex/pdconv.pl?host=status01&textbase=iloeng&document=6898&chapter=19&query=Mongolia%40ref%2D%23convention%3DP%2A&highlight=&querytype=bool

A. 17 FOREIGN TRADE ZONES/FREE PORTS

The Mongolian government launched its free trade zone (FTZ) program in 2004.
Currently there are two FTareadocated along the Mongolia spur of the trans
Siberian highway: one in the north at the Ruédangolia border town of
Altanbulag and the other in the south at the ChiMsrgolia border at the town

of ZamynUud . Both FTZsare inactivewith no developrant at either site. The
port of entry of Tsagaan Nuur in Bay@igii province is being considered as the
site ofathird FTZ.

Management for the Zamydud Free Trade Zone (ZUFTZ) was originally
tendered to a Chinese firm. In 2006, the GOM voided theeaggnt for non
compliancewith the terms of the tender. The GOMtemdered the management
contract in 2006, but later voidédatcontract, alleging that the current holder of
the management rights in the ZUFTZ had failed to live up to the terms of the
tender.

So far, there are no indications that government will not keep promises to open the
zone to any who satisfy the relevant legal requirements. However, there are

concerns about the Mongolian free trade zones in general and Zunalyim

particular. In April 2004, the USAID sponsored Economic Policy Reform and
Competitiveness Project (EPRI&tp://www.eprechemonics.biz/made the

foll owing observations ol0thbbeissgestemma 6 s F T
concerns:

l. Benchmar king of Mongoliabs FTZ Progr
international practices shows deficiencies in the legal and regulatory
framework as well as in the process being followed to establish FTZs in the
country.

2. Lack ofimplementing regulations and procedural definitions encapsulated in
transparency and predictability quotient required to implement key
international best practices.

3. A process of due diligence, including a ebsnefit analysis, has not been
completed fothe proposed Zamybud FTZ.

4. ldentifiable funding is not in place to meet-gffe infrastructure
requirements for Zamyblud and Altanbulag sites.
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5. Deviations from international best practices in the process of launching
FTZs risks repeating mistakes madether countries and may lead to
Ahi dden costso or the provision of
Mongolia did not foresee or which will have to granted at the expense of

other high priority needs.
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A. 18 FOREIGN DIRECT INVESTMENT ST ATISTICS

The Foeign Investment and Foreign Trade Agency (FIFTA) provides most of the
data for tracking FDI in Mongolia. However, the data has limitations:

Incomplete reporting

Many foreign firms provide FIFTA with inaccurate or incomplete data on their

annuali nvest ment amount s. FI FTAGs registr
document business plans and total FDI for the coming year. FIFTA uses these
amounts to determine FDI for the year. However, firms reportedly believe FIFTA

may not be able to guarantde confidentiality of proprietary business

information, and so they withhold complete data on their actual activities.

Mongolia suffers from promised investment thatermaterialize or which

comes in at a lower level than originally stated. FIFTAsdoet update reports to

account for these or other changes to investments during the year. (See Chapter 6,
Section A.5: Performance Requirements and Incentives).

Many of Mongol i-awned ol faeiggneested eritittes azel ingthre
mining seabr, which because of a quirk of the current Minerals Law of Mongolia
are not necessarily defined as foreigmnested firms. The current minerals law
specifies that only domestically registered mining firms can have mining licenses
registered in their namsewhich means that foreign investments associated with
mining may not be recorded by FIFTA, even though the investment is
demonstrably foreign. For example, the investment by lvanhoe Mines Mongolia (a
Canadian company) into Mongolia has reachearly U$ 1 billion, yet this

investment is not recorded among the data provided by FIFTA.

Data not Available

Neither FIFTA nor any other Mongolian agency to our knowledge tracks
Mongoliabs direct investment abroad
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FDI Statistics (Source Foreignnvestment and Foreign Trade Agency of

Mongolia)

A. Trade turnover (USD min.)

2000 1,150. 3 119.0% 535.8 118.0% | 614.5 119.8% | -78.7

2001 1,159.2 100.8% 512.5 97.3% 637.7 103.8% | -116.2

2002 1,214.7 104.8% 524.0 100.5% | 690.7 108.3% | -166.2

2003 1,416.9 116.6% 615.9 117.5% | 801.0 116.0% | -185.2

2004 1,890.9 133.4% 869.7 141.2% | 1,021.1| 127.5% | -151.5

2005 2,249.2 119.0% | 1,064.9 | 122.4% | 1,184.4| 116.0% [ -119.5

2006 3,018.0 134.2% | 1,528.8 | 143.6% | 1,489.2]| 125.7% 39.0

2007 4,119.3 136.0% | 1949.2 | 126.3% | 2,170.1| 146.1% [ -220.9

2008 6,155.1 149.4% | 2,539.3 | 130.3% | 3,615.8] 166.6% | -1076.6
Source:National Statistics commission of Mongolia, December 2008

B. Top 10 InvestorCountries (USD)
1 China | 60.09 | 2,292,197.04 441,786.38| 227,922.28| 172,014.03| 339,614.67| 497,800.88| 613,058.80
2 Canada | 6.61 | 252,193.92 | 174,206.58] 1,542.25 | 72,180.37 | 497.15 | 2,739.57 | 1,028.00
3 Korea 5.69 | 217,050.18 | 85,180.14 | 19,004.49 | 16,434.78 | 22,991.38 | 41,765.41 | 31,673.98
4 Japan | 3.45 | 131,44500 | 66,208.26 | 5,840.80 | 4,727.59 | 2,450.10 | 46,623.46 | 5,594.78
5 BVI 3.16 | 120,451.88 | 48,394.23 | 5,033.92 | 6,111.67 | 35449.00| 6,157.89 | 19,305.18
6 Russia | 2.78 | 105,976.82 | 37,163.16 | 7,450.14 | 11,654.52| 39,774.38 | 3,795.42 | 6,139.20
7 USA 2.67 | 101,779.39 | 45,725.48 | 5,564.06 | 37,165.78| 4,285.67 | 6,466.89 | 2,571.52
8 | Netherlands| 1.60 | 61,119.44 | 526558 | 221.70 475.86 58.50 4,069.20 | 51,028.60
9 | Singapore | 1.48 | 56,286.96 | 8513.28 | 464578 | 728.60 700.00 | 32,339.86| 9,359.44
10| Sreal | 133 | 5063349 | 2581322 | 6,347.90 | 901347 | 2420000 0776 | 97215

Source: FIFTA
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C. Top 25 Entities Registered with FIFTA

PeabodyPolo | 61,047,789| 60,947,789 Geologicalexploration Netherlands
Resources
2 | TethysMining | 24,198,521| 20,198,521 - Geologicalexploration Switzerland
3 Midaswolf 12,600,000| 12,600,000 - Trade catering service Germany
4 | Tengerin Bag | 8,704,199 | 8,704,199 - Tradecatering service Singapore
group
5 Central Asan | 5,524,403 | 4,910,561 | 303,842 Engineeringconstruction/ | Belgium-Great
Cement production of building Britain-Hong
materials Kong-
Netherlands
SingaporeUSA-
Mongolia
6 Ulaanbaatar | 6,697,000 | 4,641,000 - Culturdeducation, science/| USA-Korea
University press Mongolia
7 Hyway 5,250,000 | 3,675,000 | 1,575,000 Tradecatering service China/Hong
Mongolia Kong/-Mongolia
8 Gyantbaylag | 5,000,000 | 3,333,500 | 1,666,500 Tradecatering service BVI (UK)-
Mongolia
9 Xinxing Pipes | 2,628,200 | 2,628,200 - Geologicalexploration China
10 | Agmmaining | 13,360,000/ 2,500,000 - Geologicalexploration Korea
11 L G Mongol 2,514,200 | 2,250,561 - Engineeringéonstruction Korea
production of building
materials
12 | Louis Vuitton | 2,000,000 | 2,000,000 - Tradecatering service France
Mongolia LLC
13 KMNR 2,000,000 | 2,000,000 - Tradecatering service Korea
14 | Minghongda | 1,660,000 | 1,600,000 - Geologicalexploration China
15 New Elion 1,600,000 | 1,524,000 - Tradecatering service China
Neng Yuan
16 | Asian United | 1,500,000 | 1,500,000 - Tradecatering service China /Hong
Mining Kong/
17 Mongolian 2,806,394 | 1,403,197 | 1,403,197 Transportation Russia
Soviet JVC Mongolia
18 Santanmores | 2,800,000 | 1,300,000 - Geolajical exploration Korea
19 Yuan Xing 1,200,000 | 1,200,000 - Tradecatering service China
Energy
20 MCTT 1,672,669 | 1,198,094 - Geologicalexploration China
China/Hong
Kong/
21 | Yokozuna Net| 2,695,859 942,000 269,500 ICT JapanMongolia
22 Dedbulttsiin 1,776,000 888,000 888,000 Transportation Russia
hogjil Mongolia
23 Altaikhangai 1,260,667 882,467 378,200 Geologicalexploration ChinaMongolia
burd
24 EAM khokh 1,118,110 782,677 335,433 Geologicalexploration BVI (UK)-
adar Mongolia
25 Nuutbulag 1,000,000 800,000 200,000 Trade and catering service China /Taiwan/
Mongolia

Source: FIFTA
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D. Mongolian Sectoral FDI (USD)

1 Mining/Qil 61.3 | 2,338,954.27| 493,972.74 | 183,961.91| 195,390.34| 336,985.65 485,189.08 643,454.56
Geological
services

2 Trade support 19.7| 751,142.03 | 162,764.31 | 53,376.62 | 103,388.43| 111528.37 187,447.85 132,636.45
services

3 Others 5.7 | 217,772.98 92,880.36 52,884.35 | 47,739.57 | 13,882.50 6,875.86 3,510.34

4 Banking & 3.1 118,410.97 67,105.46 9,671.09 11,982.63 | 21,936.52 4,495.96 3,219.31
financial services
Light industry 2.8 107,754.41 85,001.91 1,792.13 1,454.22 1,205.34 18,208.00 92.82
Engineering 1.9 73,337.16 55,237.94 772.73 1,791.75 4,273.45 1,894.74 9,366.55
servicestonstructi
on material
manufacture

7 Processing: animal 1.4 55,174.12 53,516.29 825.33 292.50 540.00 - -
raw materials

8 IT/Telecom sales | 0.9 35,983.56 19,623.03 6,267.60 480.86 6,916.70 1,442.57 1,252.80
and services

9 Transport 0.7 25,147.30 20,951.90 933.33 24.60 657.15 174.13 2,406.20

10 | Tourism 0.5 18,499.30 13,028.04 1,490.23 1,637.36 486.70 1,365.63 491.34

11 | Food processing 0.5 18,134.49 15,297.57 303.96 1,424.37 710.00 100.50 298.08

12 | Culturaleducation | 0.4 14,623.32 10,656.24 12.99 391.47 67.00 3,495.61
al products
manufacture

13 | Agriculturelivesto | 0.4 14,410.42 9,305.76 2,787.10 362.60 208.43 1,242.38 504.15
ck processing

14 | Wooden Furniture | 0.2 5,853.15 5,400.63 22.00 14.15 81.30 335.06 -
manufacture

15 | Energy 0.1 5,515.80 5,415.32 100.48 - - - -

16 | Health/ beauty 0.1 4,999.40 4,011.72 56.30 5.25 395.00 101.00 430.12

17 | Public utilities 0.1 2,720.22 2,474.73 33.19 162.50 - 49.80 -
services

18 | Jewelrysouvenirs | 0.1 2,648.18 1,224.43 1,353.75 - 70.00 - -

19 | Electric appliance | 0.0 1,809.20 1,615.02 194.18 - - - -
manufacture

20 | Household items 0.0 1,432.50 1,411.50 - 3.00 18.00 - -
manufacture

Total FDI 100 | 3,814,322.77| 1,120,894.91| 316,839.28| 366,545.59| 499,962.11 708,922.55 801,158.33

Source: FIFTA
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E. Registered FDIlinto Mongolia by Origin (in USD thousands)

1 China 601 2,292,197.04 441,786.38 227,922.28| 172,014.03| 339,614.67 497,800.88| 613,058.80
2 | canada 6.61| 252,193.92| 174,206.58| 1,542.25| 72,180.37| 497.15| 2,739.57| 1,028.00
3 | Korea 5.69| 217,050.18| 85,180.14| 19,004.49| 16,434.78| 22,991.38| 41,765.41| 31,673.98
4 | Japan 3.45| 131,445.00| 66,208.26| 5,840.80| 4,727.59| 2450.10| 46,623.46| 5:594.78
5 | BVI (UK) 3.16 | 120,451.88| 48,394.23| 5,033.92| 6,111.67| 35449.00, 6,157.89| 19.305.18
6 | Russia 2.78| 105,976.82| 37,163.16| 7,450.14| 11,654.52| 39,774.38| 3,795.42| 6,139.20
7 | USA 2.67| 101,779.39| 45725.48| 5564.06| 37,165.78| 4,285.67| 6,466.89| 2,571.52
8 | Netherlands | 1.6 61,119.44| 5,265.58 221.7 475.86 58.5| 4,069.20| 51,028.60
9 | Singapore 1.48| 56,286.96| 8,513.28| 4,645.78 728.6 700 | 32,339.86] 9.359.44
10 | Great Britain| 1.33 50,633.49| 25813.22| 6,347.90| 9,013.47| 2,429.00] 6,057.76 972.15
Hong Kong 11,032.44
11 | SAR 1.24| 47,202.64| 25033.35 773.02 350.5| 8,255.51| 1,757.81
Cayman 321.45
12 | Islands 1 38,054.80 264.02 2,400.00 35,069.33
13 | Switzerland | 0.99| 37,619.76] 5,732.89| 2,563.50| 6,676.45|  366.52 90| 22,190.40
14 | Bulgaria 0.81| 30,817.98| 30,778.48 17 15 75
15 | German 0.7 26,804.77| 10,369.80 370.2| 1,386.27| 817.49 580.01| 13,281.00
16 | Vietnam 0.62 23,572.85 505.8 231.67| 20,448.54 674.73| 1,270.11 442
17 | Australia 053| 20,348.94| 3,730.19| 12,066.75 384.4 289.2| 3,361.90 516.5
China 997.5
18 | /Taiwan/ 0.52| 19,650.01| 11,123.37 474.75 20.1 590.8|  6,443.49
Th
19 Baﬁamas 0.46| 17,537.79| 17,435.79 102
20 | France 041| 15524.70 326.99 35 66.3| 12,550.00 170.08| 2.376.34
21 | ltaly 0.39| 14764.65| 8,265.85| 5,219.43 44.9 37.5 856.97 340
22 | Portugal 0.35| 13,506.00| 13,506.00
23 | Malaysia 0.37| 14,080.35| 4,529.19| 2,993.00 711.6 60.75| 5,340.69 445.12
24 | Kazakhstan | 0.36 13,870.15 551.76 35.3 31.3| 11,522.22 21457| 1,515.00
25 | Luxemburg | 0.24 8,068.37| 2,911.70| 1,809.30 10| 3,118.92 195.8 922.65
26 | Israel 0.21 8,163.61| 8,094.91 10 20 23.7 15
27 | Cyprus 0.2 7,606.60 244.08 10 | 7,091.52 71 190
28 | India 0.19 7,242.00 334 10 128 | 4,925.00 690 | 1,155.00
29 | Ukraine 0.19 7,100.50| 6,148.12 24.95 89.9 66.9 45 725.63
Czech 80
30 | republic 0.17 6,397.74|  4,145.87 24 52.22 80.61| 2,015.04
31 | Bermuda 0.17 6,604.09| 1,604.48| 4,962.86 30.3 6.46
New 580
32 | zealand 0.16 6,201.02|  2,489.20|  1,139.60 60 225.95| 1,706.28
33 | Belgium 0.14 517271 2,744.72 2,190.90 134.46 75 27.62
34 | Macao 0.12 4461.00]  4,461.00
35 | Lichtenstein 0.09 3,336.45 3,336.45
36 | Turkey 0.08 2,989.67| 1,910.27 80 32 114.3 338.6 514.5
37 | Austria 0.06 2,294.64| 1,984.85 10 101.87 6.4 191.52
38 | Poland 0.05 1,986.26| 1,780.26 10 16 20 10 150
39 | Hungary 0.04 1,487.39| 1,162.48 12.71 54.2 18 240
40 | Panama 0.03 1,163.15| 1,055.45 7.7 100
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41 | DRPK 0.03 1,301.86| 1,162.61 66.5 22.75 50
42 | Slovakia 0.03 1,192.06 869.06 273 50
43 | Uzbekistan | 0.02 859.3 3.2 100 756.1
44 | Kyrgyzstan | 0.02 590.5 469.5 1 120
45 | Pakistan 0.02 821.05 698.95 15 6 21.1 80
Antigua &
46 | Barbuda 0.02 729.86 729.86
47 | Gibraltar 0.01 281 176 15 90
48 | Belize 0.01 273.88 13 175.88 85
49 | Sweden 0.01 560.1 13.1 10.9 466 30 40.1
50 | Syria 0.01 410.99 285.89 5.1 15 105
51 | Armenia 0.01 270.05 239.6 15.3 6.6 8.55
52 | Yugoslavia 0.01 285.07 280.17 4.9
53 | Saudi Arabia| 0.01 198.3 198.3
54 | Mauritania | 0.01 510 30 480
Islands of 173.7
Saint Kitts &
55 | Nevis 0.005 188.7 5 10
56 | Thailand 0.005 187.1 76 3 108.1
57 | Norway 0.005 178.15 67.15 10 5 6 90
58 | Ireland 0.004 140.79 46.25 9 9 76.54
59 | Cambodia | 0.004 168.3 153.3 15
60 | Lebanon 0.004 142.86 134.94 7.92
61 | Croatia 0.004 146 146
62 | Bangladesh | 0.003 115 10 105
63 | Indonesia | 0.003 104 20 84
64 | Denmark 0.002 90.3 90.3
65 | Spain 0.002 89.6 59.6 20 10
66 | Belarus 0.002 83 27 56
67 | Georgia 0.002 73.05 18.05 5 50
Republic 55
68 | Argentina 0.001 55)
69 | Greece 0.001 49 49
70 | Moldavia 0.001 415 39 25
71 | Finland 0.001 41.67 20 8.17 7 6.5
72 | Qatar 0.001 40 10 30
73 | Barbados | 0.001 30 20 10
74 | Tajikistan 0.001 30 10 10 10
75 | Sri Lanka 0.001 28 28
British
Indian
Ocean
76 | territory 0.001 25 25
77 | Jordan 0.001 24.93 21.6 3.33
78 | Liberia 0.001 20.5 20.5
79 | Morocco 0.001 20 20
80 | Uran 0.001 20 18 2
81 | Azerbaijan 0.001 20 20
82 | Honduras 0.001 19.5 13.5 6
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Seychelles | 0.000
84 | Islands 7 27 10 17
0.000
85 | Estonia 4 17 17
0.000
86 | Iraq 4 15 5
Serbia 0.000
87 | Montenegro 4 15 8.25 6.75
0.000
88 | Cameroon 3 12 12
0.000
89 | Mauritius 3 12 12
0.000
90 | Latvia 3 10 10
Marshall 0.000
91 | Islands 3 10 10
0.000
92 | Myanmar 3 10 10
Minor
Outlying 0.000
93 | Islands 3 10 10
0.000
94 | Saint Helena 2 6 6
Dominion of | 0.000
95 | Melchizedek 1 5.61 5.61
0.000
96 | Nigeria 1 5 5
The 0.000
97 | Philippines 1 4.9 4.9
Turks and
Caicos 0.000
98 | Islands 1 3.1 3.1
0.000
99 | Ethiopia 1 2.5 285,
10 | US Virgin 0.000
0 | Islands 1 2 2
Total FDI 100 3,814,322.77 | 1,120,894.91| 316,839.28 | 366,545.59| 499,962.11| 708,922.55 | 801,158.33

Source: FIFTA
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