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Mongolia has a comparative advantage in natural resources and is
looking to transform it to a competitive advantage

RUSSIA / Major Rating Factors @)

Strengths Weaknesses
« Improved growth prospects on the back of a ¢ Vulnerabilities inherent in a small,
CHINA burgeoning mining sector undt_eveloped, primarily commodity-based,
» Strong donor country and multilateral low-income economy
support » High degree of financial sector
- - 6) « A comparatively stable political environment vulnerabilities as a result of ongoing robust
S&P Rating Detail (December 19, 2008) for this rating category credit growth, relatively high level of past-
Mongolia _due loans, an_d the nged for con_tl_nued
. . . . improvement in banking supervision
Sovereign Credit Rating BB-/Negative/B
Sovereign Credit Ratings History } ) _
24-Dec-07 BB-/Stable/B Reoal GDP per capita growth comparison Economic Prospects
22-Dec-06 B+/Positive/B In % e A heavy reliance on
28-Dec-05 B/Positive/B commodity exports,
12% ; .
inadequate infrastructure,
Mongolia Select Statistics & 10% SIS 137 59 Lt
‘BB’ energy prices, preclude

stable, broad-based growth

Median 8%

2007f  2007f « Continued delays in
Per capita income (US$) 2,931.0 1,588.0 negotiating new mineral
Real GDP (% chg.) 6.2 9.0 investments point to
Real GDP per capita (% chg.) 5.1 8.2

challenges ahead

General government balance (% of GDP) 1.2) (0.7) 9
General government gross debt (% of GDP) 38.4 36.3 « High minerals prices, vast
General government net debt (% of GDP) 31.8 22.3 copper and coal potential,
Gen. gov. interest expenditure/gen. gov. revenue (%) 8.6 1.4 and increased tourism
Dom. credit to private sector and NFPEs* (% of GDP) na 35.3 Ukraine Philippines Indonesia  Nigeria  Venezuela make medium-term growth
CPlI inflation (average % chg) 6.2 7.5 Medlan prospects robust
f - Forecast Five-year average 2002-2006 . 2007 forecast

(1) Standard & Poor’'s Research: Mongolia, December 19, 2008 revision
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Millennium Development Goals based Comprehensive National
Development Strategy of Mongolia

NEW I EL

Development Strategy (NDS) of Mongolia*

We, Mongols, shall respect our

Mongolia is a country of contentment histo_ry gnd cuIt_ure, have our national Mongolia’s de_velopmgnt isa
with vast lands. abundant natural dlgnl_ty, be_hlghly educated and ~ Quarantee of its security and _
[eSOUICes. a drr;irable history, and cc_)nfldent in (_)urselves so as_to independence. T_he root source of its

g’lorious future. ’ re_allze our desires and aspirations, development Ile_s in the national
live comfortable, prosperous and unity.

contented lives in our homeland.

2007 - 2015 period 2016 — 2021 period

» Synchronize EGSPR with NDS

* Increase jobs (unemployment rate at max 3%)
» Create a nation-wide database

* Provide economic incentives for new jobs

» Enhance coordination for poverty reduction
» Create a sovereign wealth fund
* Reduce poverty

Strategy

GDP growth: 14% GDP growth: 12%
GDP per capita: $5,000 GDP per capita: $12,000

Goals

Mongolia successfully developed its economic growth vision and

now it is working on the process on how to achieve these targets

* Parliament of Mongolia resolution 12 dated Jan. 31, 2008 endorsing National Development Strategy of Mongolia 4
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Mongolia’s National Development Strategy objectives in perspective
with other Asian advanced and developing countries
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Achievement of the National Development Strategy would place Mongolia into

one of the key economic powers in the regions

* International Monetary Fund, World Economic Outlook Database, October 2009 5



Mongolia has some of the largest undeveloped reserves in the world — a

comparative advantage for long term growth
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Resources
Mining sites Mineral (000 tons)
Tavan Tolgoi Coaking coal 6,420,000.0
Nariin Sukhait Coal 125,500.0
Baganuur Brown coal 600,000.0
Shivee Ovoo Brown coal 646.2
Mardai Uranium 924.6
Dornod Uranium 16,467.0
Gurvan Bulag Uranium 10,560.0
SYUTOLGOT Tomortei Iron ore 229,300.0
Oyu Tolgoi Copper 2,300,000.0
Tavan Tolgoi is the largest coal Oyu Tolgoi is the largets by inferred copper Tsagaan Suvraga  Copper 10,640.0
reserve in the world by proven reserves and gold resources Molybdenum 240,100.0
Erdenet Copper, 1,200,000.0
Tavan Tolgoy coking coal reserves in comparison Bn lbs of .
9%  Wwith total coking coal reserves of selected countries copper resen\f/orl d's largest copper mines molibdenum
100 | ol gestcopp Burenhaan Phosphorite 192,240.0
- - Boroo Gold 24.5
801 | [ nferred copper resources Tomortein Ovoo Lead 7,689.4
60 - [ Measured and indicated copper resources ASgat Silver 6,4026
60 -
40§~
40 - 1 32
20!
201 Comparative 12 11
share in country's 8 5
reserves 2
0+ 04
Canada Poland USA Germany  Australia i Oyu Pebble Petaqu Galore Mirado HerugaProspe Brisas
IEI ; E E S ! Tolgoi ila  Greek r rity
N USA Canada Mongolia Venezuela
MP_n_g_gI_i'Eli Panama Canada Canada
6

Source: The Boston Consulting Group, Erdenes MGL LLC
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Although Chinais the main market for Mongolian commodities, other
alternative markets, such as Japan, Korea, India, exist

Coal imports into Asian countries will grow ~9%
a year between 2009-2015

Coking coal consumption (M t)

55 68

2009 2015
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2009 2015 .

Tawan 5009 2015
@Av Republic of Korea
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1 _1 Domestic consumption supplied by domestic production

Coking coal imports

Chinais the biggest Asian market for copper,
concentrate makes the bulk of imports

Copper consumption (M t)

1,317 1,337
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["] Copper cathode imports

i__1 Domestic consumption supplied by domestic production

Source: The Boston Consulting Group, Railway infrastructure development strategy for Mongolia, October 16, 2009



In order to achieve its NDS objectives, Mongolia is facing a choice

between an extractive versus industrial economy
Objectives How to achieve NDS goals?

National Development Extractive economy Industrial economy
Strategy 2007-2021

VS.

Cabinet resolutions:
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R#68 — Natural resources supply forward
contract arrangement for building
industrial facilities.

M#52 — Establishment of industrial park in
Sainshand or Choir.

Outcome

Becoming one of the key
economies in the region

Mongolia's Nabonal Development Strategy in perspective with ofher
Asian advanced and developing countries.

Mongolia has clearly chosen an industrial path, which requires significant capital investments.

However, due to complexity of the task, Mongolia needs help with an investment Master Plan.
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In consideration of 4 key principles of industrialization proposed by BCG and all
potential locations for an industrial park, Mongolia is tending to choose
Sainshand for establishment of the industrial park

Industrialization of Mongolia is to be based on 4 key L
principles

@ Competitiveness
+ Products of established downstream companies must be competitive in foreign markets

and add value

Sainshand has the best location among all cities that can =
© Financial viability N o become the basis for the industrial cluster H/ A
+ Industrialization projects are to be financially viable and justify investme,
Domestic demand development Criteria of optimal industrial cluster location: "
+ The products produced must as a priority satisfy domestic demand, esf o Indusirial industrial cluster should be formed on the basis of ore <
supply shortage, and to lead to internal supply development as key sou ot existent cities along | MH: -

— Existent urban infrastructure
Conveniant tranepertation of peaople moving from Ulaanbaator end
other regicns of Mogolia

— Option of iron ore fransportation from Tomorey mine

o Attainment of long-term macroeconomic goals © roxinity to sales markets:
. . . . . . — Zanghand 15 closter to China, the mamn market, than other cibes.
+ Industrialization plans are to be aligned with Mongolia's long-term macr Frocessing in Sainshand minimizes toial logistics cost

o Proximity to Oyu Tolgoy and other mines:

— Most southern route would provide immediate proximity cf the V4 #Cainman
railway to other mines, such as Oyuu Tolgoy, Tsagaan Suvargs, V4 JyyHbaan
Timuriein Ovoeo, Tzagaan Tsav, which will reduce development ’
Source: BCG analyis costs

O3ambn ¥oa
—

FRus 25812-00-Conference._Pres-D50CID-SP-MOS v.4.pot Tie Boston ConsuLring GRoup Ilaran Cyrapra

o Distance and cost of line construction: YXia XVARE @ pn == I
— The line to Dzuunkbayan reduces distance tobe coversd by the . ABAHTCNION
) B inimi . adgad
rew railway which minimizes CAPEX : s} cx’
Oroytonro

i | aWyHCYXaH L]

@ Copyright The Boston Consulting Growp, Conidential

Source: The World Bank; BCS anahsis
Rus 263512-00-Conference. Pres-D50CHE-50-MOS v.4 ppt Tue Boston ConsuLTiNg Group 57

Source: The Boston Consulting Group, Railway infrastructure development strategy for Mongolia, October 16, 2009
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The industrial park in Sainshand would provide basis for further
economic diversification of Mongolia

Resulting industrial framework allows to develop
processing and diversify export

Target technology scheme of minerals production and export (after 2015 r.)

Extraction Treatment
{enrichment)

Processing and consumption

Rus 258512-00-

Conference.Pres-060ciD9-SPr-MOS v 4

.ppt

Source: Presentation of the Government of Mongeliz; Erdenet; JV concept; expert interview; BCG experience and analysis

Bostoxn Consurrivg Group

Tavan Tolgoi/Oyu Tolgoi Industrial cluster (Sainshand)
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© Copyright The Boston Consulting Group, Confidentia

Source: The Boston Consulting Group, Railway infrastructure development strategy for Mongolia, October 16, 2009
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Separate power plants will be required for
mining and industrial clusters

One power generation cluster
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~150 km /@; ~230 km )
.‘ —— —— f————— . Sainshand
Tawan Tolgoy ]

/=100 km

Oyu Tolgoy

« Benchmark cost of construction of high voltage power

line is 500 — 700 kUSD per kilometer

« Ewven at cenfral location, total cost of required power

lines would be ~240 — 336 mUSD

« Given very high average transmission and distribution

losses in Mongolia (17,4%), potential e conomics of
power transmission is very low

« Owerall stability of the system is lower

Source: VWorld bank, expert mterviews, BCG analysis
Rus 253512-00-Conference Pres-080cia-5Pr-MOS v.4.ppl

Recommended option

Two or three power stations

i)

Tavan Tolgoy Iml I

Oyu Tolgoy

+ Incremental cost of coal transportation is insignificant ~

59,3 t/km (comparing to construction and maintenance
of power lines)

+ Burden on potentially scare water resources is

distributed among different areas

« Easier from organizational point of view: each mine

investor has own power plant, no need to create
complex JV schemes

+ In the future power stations can be combined into

central energy system of Mongolia for redistribution of
energy

The Bosrox Consurring Group

e

@ Copyright The Boston Consulting Group, Confidential

Mongolia would need two or three power plants to accommodate power
demand, as recommended by BCG

11



Existing and planned regional rail routes would enable Mongolia access

to the main and alternative markets for commodities
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Source: Ministry of Road, Transportation, Construction and Urban Development of Mongolia
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Building of a new and modernization of an existing railway network
would play a vital role in the achievement of the NDS objectives

Altanbulag

.......

agas

11| Bichigt
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O Shinejinst

Nariyp suhates®
Legend: \O m

= Exjsting railway line
=== Planned railway line in the short term

=== Planned railway line in the medium term

=== Planned railway line in the long term

Source: Ministry of Road, Transportation, Construction and Urban Development of Mongolia

Rashaant
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Mongolia is planning to build 6,611 km

Source: Ministry of Road, Transportation, Construction and Urban Development of Mongolia

of new highway network by 2016

Ulihan

Gashuunsuhait
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Mongolia would need totally about $14 bln in investments, of which $8.3

bln are in Sainshand industrial park, excluding highways

il
| . [y -2 | D [ R - - P N RPN S [ R
Vo Qlid Wi Nneed sigrincdriit imvestrienis 101 redlisingy —
Cumulative investments, 2010-21 Drivers
*  Investment in extraction
- * Tavan Tolgoi
Extraction - 38 — %1 4bn — facilties consfruction
- .
= - — 50,5bn - enrichment plant
o Processing 0.0 «  Oyu Tolgei
[ = 07 — §1,2bn —faciltties construction and enrichment plant sanpg B
[=] nergy ; oFycTpoMc TEC SoTEMM 1 0G0raTHTENEHEIN KOMGUHAT
= — %0,2bn — mine construction
[ Transport 04 - Other mines: 50,4an
: *  Investments in transportation
] TOTAL 48 * 50.4kn in construction of the ine TT— China
L ! ! ! — Construction of 235km at the cost 51_8m'km
5 10 15 %
Shin %
*  Investments in extraction 8
* Tavan Toigoi (31,8bn) 5_
- Exftraction 36 *  Oyu Tolgeoi (31,4bn) F
' *  Other mines: 50 4bn 5]
] Processing 3.0 * Investments in transportation E
=] * 32.4bn for construction of the line TT - Sainshand E
= Energy 1.7 — S5dkm at the cost of 53 0mikm 3
ﬁ *  $3,2bn for TMR upgrade and rolling stock replacement -
Tra 56 — §3,0bn for TMR upgrade £
Q ‘ — §01.2bn for new rolling stock E
(=] TOTAL 139 * Investments in processing and energy ’g
o : : N * 51bn in coke plant construction in Sainshand C
5 10 iz *  52bn in metallurgy complex construction in Sainshand 5
*  51.7bn im construction of 1.5GW1 capacity in Sainghand and at the mines a
Sbn &
Miote: Indicates required investments in extraction and preduction capacities. Ineestments in infrastrusiune (water supply, road network ete. ) were not included. =]
Source: BCG analysis
FRuB 268512-00-Conference_Pres-050cHIS-SPr-MOS v.4.ppt Tue Bostox Consvrring Grourp B&

Source: The Boston Consulting Group, Railway infrastructure development strategy for Mongolia, October 16, 2009
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According to BCG’s socioeconomic impact for building railways and
Sainshand industrial park...

GDP i, Employment i,
Processing & Exports scenario enables both diversification s Most jobs under the P&E scenario would be created —
and higher GDP growth by 2021... outside the extracting sector
Job creation, 2010-2021
. . Ted  Extraction & exports Processing & exports
Extraction & exports Processing & exports jobs - A T -
100 Cazax
5B 5B Employment multiplier effect: \L
Indirect jobs created due to employment
oo spillowers from mining and pracessing to 78
45 gy other industries. Muitiplier 2 assumed
mplying that every dirzct job 1 mining,
125 &0 e e e S e *
< © .
5 2
% 24 13 S : s %
20
2 15 E
2 0 3 A
T T T T T €
@ 5 TOTAL for E&E Consiruction & Transport Power Other Industries TOTAL for P&E E
= scenatio manufacturing scenario H
£ £
o E - Newjobs forecast + New jobs forecast - Forecast based - Forecast based - Forecast based E
2010 2011 2012 013 204 2015 2016 2017 2018 2049 2020 2021 2010 2011 2012 2013 2014 2015 2016 2017 2018 1S 2020 2021 H E:j‘;,’“ (re=h ::f:j;’mi;":“,m on ourrent LBZD ﬁ;‘,\‘m’ffir":ﬁ:j“"' g:fi:f,;jﬂi;‘"“ sdd H
& and average capasity &
[] other produstivity per K
I Transport % empleyee £
[ Power S ®
I Constuction and manufacturing industies 5 @ plier is baszd on academi BOG experience in Chisan mining projects. |n most cases muliper is between 2 and 5. Conservative assumpion is ore for &
M Estraction e ing into account undsrdevelopment of Mongalian sconamy. @
Source: BCG aralysis analysis.
FRus 258512.00-Corference_>res-050c03-50r-MGS v.4.ppt Tz Bosrox Consurrive Group a7 rerence Fres-0ECD3-SPr-MOS vd it THE BosToN CONSULTING GROUP 89
GDF
... and makes the economy less vulnerable to external — AN P&E scenario provides better attainment of the goals set by
price shocks for natural resources the national development strategy
Quantitative and qualitative study of contribution of scenarios vs. the goals of the national
development strategy
Extraction & Exports Processing & Exports - T — |
Target 2021' E&E scenario i P&E scenario |
1
Fluctuations in value add increase Fluctuations in value add inzrease ! i
[ caused by export prie chenge 5 causes by export price change L | R il 12-14% 9%2 | 10%2 !
70 70 =] I
B <> oo ®  Share of processing i
E b in GDP (%) x4 -2pp X +4pp al
2 a0 L+43%] -
30 +2% g g %_ Unemployment (%] significant reduction +10-26 th. p. +40-80 th.p. /
20 2 +21% % §
2 ° 2 T DBelow the poverty regional center with slow M development of the z
a 07 P —— 5 u.IE g line (%) ~100k population development South Gobi and Sainshand 7
-10 -10 z £
-20 -20 | 2% 3 Technoparks and technology & industrial h d Sainshand industrial §
-0 288 L 4 technologicel develop-t  parks are established unehangs x i clusteris established ¢
40 3 @ = g @ i . -
5 7] +20% to the export price <D o Road and rail network . h d ! railway length 1oe
B 550 3 o [ -20% from s expart price £ E density density growth unchange x | increased by 30% v | H
.70 _70 | |1 -40% from the export price g E ) domestic power 0,6GWt capacity | 1,6GWt capacity, / | §
2010 2011 2012 2013 2014 201% 2018 2017 2018 2019 2020 2021 2010 2011 2012 2013 2014 2015 2018 2017 2018 2019 2020 2021 £ H Energy production demand satisfied at the mine | self-sustainability £
2 = . g
E ey s s e double track TR, one-track TMR, double track TMR, integra- / E
Under the E&E scenario, vol y in value add increase is 50% F E"ﬁm and 2 ralway ‘?:ﬁﬂé;“:ﬂi?ﬂm x iﬁdhﬂ“;iLF‘E“"“i’%.‘é“e ire: 3
higher that under the M&E scenario = =
3 1. Defined by e sirategy of naticna! development and goals of millennium Sevelopment X sossit consbuetosategy's goss atanment 4| Lowcontrioion  gal atainmens 8
nalysis @ Z.GP n consm celars geal attained High cantrib.tion in geal attainment hd
Conference_PrRs-(EQCIDR-SPRMOS V4 pat ‘Tue Bostoxn ConsuLting Grour 8 Tt Bostox ConsuLring Grour %8

Source: The Boston Consulting Group, Railway infrastructure development strategy for Mongolia, October 16, 2009
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BCG estimates that industrialization would bring $41 bln to Mongolian GDP over

11 years compared to $28 bin on extraction and exports option

10 4

41
| 1 |
3] - -
23 | I

Extraction & Lozses due to Value added in Value added in ‘Value added in Valie added in - Manufacturing &

exports nigher tranzportation proceszing £ power other industries exports
transportation construction
costs

source: Bl analysis

Fus 2555 2-00-Conference. Pres-050ct0o-50-MOSE v.4.ppt T Boston Consurrine GrouE

2

& Copyright The Boskon Comsulting Group Confidential

GDP el
Cumulative GDP growth over 2010-2021 is 45% higher —
under Processing & Exports scenario
2010-2021 cumulative GDP growth by industry
Gas%) Sharzin
40 [ 1 m
- 8%
<>

Source: The Boston Consulting Group, Railway infrastructure development strategy for Mongolia, October 16, 2009
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Contact address, telephone:

Ministry of Road, Transportation, Construction and Urban Development of Mongolia
Investment Task Force Team

Government Building XII

Barilgachdyn Talbai

Ulaanbaatar, Mongolia

Telephone: 976-51-263319

Fax: 976-11-329190

Ministry of Road, Transportation, Construction

and Urban Development of Mongolia




