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Recent Developments Affecting the
Mongolian Mining Industry

Mongolia to Repeal Windfall Profits Tax

The Mongolian parliament has voted to abolish the controversial windfall
profits tax on copper and gold effective 1 January 2011. The windfall profits
tax, which took effect in 2006, imposes a 68% tax on the portion of the metal
sales price (defined by reference to the London Metal Exchange) in excess of
US $2,600 per tonne of copper and US $850 per ounce of gold. The windfall
profits tax does not apply to copper cathode smelted in Mongolia and
taxpayers are permitted to deduct their tax liability for the windfall profits tax
from their taxable income.

The windfall profits tax, which was assessed to allow Mongolia to take
advantage of historically high copper and gold prices, has been greatly
unpopular with the domestic and foreign mining industry. At least one
foreign investor filed an arbitration claiming that the tax violated a bilateral
investment treaty between the investor's country and Mongolia.

The repeal of the windfall profits tax is certain to be welcomed by foreign
mining companies doing business in Mongolia. It is also widely seen as
clearing the way for the approval of an agreement between the Mongolian
Government and Ivanhoe Mines Ltd. of Canada concerning the construction
and operation of the Oyu Tolgoi copper and gold project. Located in
southern Mongolia, the Oyu Tolgoi deposit is regarded as the world's largest
undeveloped gold and copper deposits, estimated to produce in excess of
450,000 tonnes of copper and 330,000 ounces of gold per year over a 35-year
mine life.

Mongolia-Russia Joint Venture to Mine Mongolian
Uranium

Mongolia's state-owned MonAtom Company ("MonAtom"), which
represents Mongolia in the exploration and mining of uranium deposits, has
signed a joint venture agreement with a Russian uranium mining company,
ARMZ Uranium Holding Co. ("ARMZ") to develop a major uranium deposit
located in north-eastern Mongolia. The deposit, known as Dornod, is
expected to produce approximately 50,000 tonnes of uranium oxide over the
next 25 years. The joint venture agreement marks the first time Mongolia has
agreed to create a joint venture with a foreign company to mine and process
uranium.

ARMZ, the world's fifth largest uranium producer with operating mines in
Russia and Kazakhstan, is owned by Russia's state-owned nuclear power
company, State Atomic Energy Corporation (*Rosatom™), the operator of all
of Russia's nuclear assets.



The joint venture agreement follows on a nuclear cooperation agreement
signed by the Mongolian Nuclear Energy Department and Rosatom on 17
March 2009. In addition to providing for the establishment of the joint
venture, the cooperation agreement contemplates:

e the possibility of the participation of a third joint venture partner
for the Dornod deposit; and

e  that Rosatom will prepare plans for small and medium capacity
nuclear power plants to be built in Mongolia.

In a statement published on 3 July 2009, the Director of MonAtom, Mr. R.
Badamdamdin, indicated that Japan has expressed a clear interest in both
buying uranium from Mongolia and cooperating with Russia in extracting
uranium at the Dornod deposit.
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