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PREFACE

In response to a request from Mr. N. Bayartsaikhan, Minister for Finance (MOF), for a
technical assistance mission to provide strategic advice on mining taxation and the
Development Fund, a mission comprising Mr. Emil M. Sunley (a member of the FAD panel
of fiscal experts), and Mr. Daechaeng Kim and Mr. Mauricio Villafuerte (both FAD) visited
Ulaanbaatar, January 9 to 24, 2007.

The mission met with Mr. Bayartsaikhan; Mr. B.Jargalsaikhan, Minister of Industry and
Trade (MIT), Mr. Ts. Nyamdorj, Speaker of Mongolian Parliament, Mr. N. Batbayar,
Member of Parliament; Mr. Ch. Ganzorig, Vice Minister, MOF; Mr. Ch. Khurelbaatar, State
Secretary, MOF; Mr. B. Batjargal, Director General of the Fiscal Policy and Coordination
Department, MOF; Mr. J.Jargalsaikhan, Director, Economic Policy Department, MOF; Ms.
B. Otgontsetseg, Deputy Director of the Treasury Department, MOF; Mr. J. Ganbat, Head of
Revenue Division, MOF; Mr. B.Batbayar, Head of Debt Management Division, MOF; Mr.
B. Lkhagvasuren, Director of Accounting and IT Department, BOM; Mr. O. Tsogt, Director
of the Tax Collection Division, General Department of National Taxation; Mr. Ts.
Davaadorj, Director of the Department of Geology, Mining and Heavy Industry, MIT; Mr. D.
Munkhjargal, Trade and Economic Cooperation Department, MIT; Mr. Ts. Gankhuyag, First
Deputy Chairman, Mineral Resources and Petroleum Authority of Mongolia (MRPAM); and
Mr. D. Javkhlanbold, Chief of Mineral Division, Office of Geology, MRPAM.

The mission also met with Mr. A. Sayed, Country Manager and Resident Representative of
the World Bank, Mr. S. Orgodol, Associate Investment Officer, IFC; Mr. Peter Meredith,
Deputy Chairman, Ivanhoe Mines; Mr. David Baker, Manager of Corporate Development
and Project Finance, Ivanhoe Mines; Mr. Tony S. Giardini, Chief Financial Officer, Ivanhoe
Mines; Mr. John Fognani, Executive Vice President, Legal, Ivanhoe Mines; A. Munkhbat,
Senior Vice President, [Ivanhoe Mines; Mr. Sam Riggall, General Manager — Commercial,
Rio Tinto Exploration; Mr. Dorj Tsogbaatar, Head of Ulaanbaatar Representative Office,
Erdenet; Mr. Gordon Thorpe, Vice President for Finance and Administration, Boroo Gold;
Mr. Wayne Nicoletto, Vice President for Operations, Boroo Gold; Mr. [.A. Kovarsky, Vice
President for Government Affairs and Corporate Development, Boroo Gold; Mr. Do.
Ganbold, President of Mongolian National Mining Association, and Ms. P. Erdenejargal,
Executive Director of the Open Society Forum.

The mission would like to express its gratitude for the assistance and collaboration provided
by the authorities. The mission would also thank Mr. Byung Kyoon Jang, the Fund’s resident
representative in Ulaanbaatar, and his staff, who facilitated and supported the work of the
mission.



EXECUTIVE SUMMARY

Mongolia has vast mineral resources, primarily copper, gold, and coal, but other minerals as
well. Its mining sector accounted for 25 percent of GDP, 71 percent of export earnings, and
16 percent of tax revenue in 2005; and its importance is estimated to have increased to 32
percent of GDP and 40 percent of tax revenue in 2006. However, the mining sector is
vulnerable to international mineral price volatility; and its direct contribution to employment
has been limited (2.4 percent of labor force), due to its highly capital intensive nature.

In 2006, Mongolia introduced a new Minerals Law, which permits government equity
participation in strategic mineral deposits. The Minerals Law also increased the royalty rates
on copper and gold from 2': to 5 percent, except the rate for placer gold was reduced from
7% to 5 percent. Effective from the beginning of 2007, the rates of the corporate income tax
(CIT), personal income tax (PIT), and value-added tax (VAT) were sharply reduced. A new
windfall tax was introduced in June 2006 to ensure that the government shares in the upside
of high copper and gold prices, and this tax has raised 52 percent of annual GDP in 7
months. The windfall tax revenue is transferred into the Development Fund to finance social
protection programs and public spending. Tying social assistance programs and public
spending to volatile mineral tax revenue could result in excessive fluctuations in either
government expenditure or fiscal deficit.

At the request of the authorities, the mission reviewed the operations of the Development
Fund (DF) and the fiscal regime for the mining sector. In designing or appraising a fiscal
regime, an exclusive focus on the impact of individual tax instruments can be very
misleading. Investors themselves are interested in the trade-off between risk and reward and
in the overall impact of the tax regime, under a range of assumptions about output, costs and
prices. The mission’s model of a copper mine allows a comparison of different tax regimes
under alternative assumptions (Appendix I).

The mission’s recommendations should be viewed as a package. In broad summary, the
mission endorses Mongolia’s 25 percent CIT rate and generous cost recovery rules. It
suggests that the loss carryforward should be simplified and extended to 7-10 years. If the
tax system is going to be stabilized for investors in major mining projects, certain rules of the
income tax should be tightened (e.g., the rules for related parties and thin capitalization). This
mission takes a cautious approach to government equity and suggests that the windfall tax
should be reformed. The government may want to consider alternative fiscal instruments for
capturing a share of the economic rents of the most profitable projects.

Countries are often interested in whether their fiscal regime is internationally competitive.
There is a market test for competitiveness: Is the country able to attract interest of
international mining companies for exploration and development of its mining sector? The



combination of the government’s desire to take an equity position in projects and the windfall
tax reduces the competitiveness of Mongolia’s fiscal regime, but it is too soon to know
whether the international mining companies will reduce their exploration efforts in Mongolia.

Development Fund

The operations of the Development Fund (DF) are inconsistent with international best
practices and it can substantially complicate fiscal policy for Mongolia. If the authorities
want to retain the DF, the mission recommends that:

e The operations of the DF (revenue and expenditure) should be consolidated with the
regular budget.

e The DF operations should be included in the formulation of the medium-term budget
framework (MTBF) targets, in particular the fiscal deficit ceilings.

e The spending initiatives to be financed by the DF should be selected within the
regular budget process.

e The execution of spending financed by the DF should follow the regular procedures
established for budgetary outlays, including the provisions from the Public
Procurement Law.

Royalties

Royalties secure revenue for the government as soon as production commences, are
considerably easier to administer than most other fiscal instruments, and ensure that
companies make a minimum payment for the minerals they extract. The Minerals Law sets
the royalty rate for all metals at 5 percent of the sales value. Prior to the 2006 amendments, a
royalty of 2.5 percent applied to copper and gold, except placer gold, for which the rate was
7.5 percent. The mission recommends that:

e The current royalty rates, although high by international standards, are reasonable
given the low-rate CIT and the generous capital recovery rules.

e To limit disputes between the mining company and the tax authority, reference prices
should be used to determine the value of the mineral for purposes of levying the
royalty. The sales value for royalty purposes should be the higher of the reference
price or the sales price reported by the taxpayer.



Income tax

Income tax rules are necessarily complex if the tax is going to be levied on profits. The most
critical rules relate to rates and capital recovery. Other details are also important. The mission
endorses the 25 percent CIT rate and recommends that:

o All tax provisions in the Minerals Law should be removed. The CIT should be
amended as appropriate to reflect the tax regime for mining.

o In negotiating tax treaties Mongolia should strive to not reduce the 20 percent
withholding tax rates on dividends and interest.

o Mining companies should be allowed to use dollar accounting for tax and financial
purposes.
o The capital recovery rules for mining should be liberalized, as follows:
Depreciable Useful Life
Asset (in years)
Buildings 40
Vehicles 5
Plant and equipment 10
Computer, computer parts, and software 3
Intangible assets with indefinite useful life 10
Intangible assets with definite useful life (includes license for Valid period
mining exploration and mining)
Mining pre-operating expenses 5 years from commencement
of production
o The 10 percent credit for investing in priority sectors should not be extended to
mining if the loss carry-forward period is lengthened and the capital recovery rules
liberalized.
o The loss carry-forward period should be lengthened to 7-10 years and the amount of

the loss carryforward that can offset taxable income in a subsequent year should not
be limited to 50 percent of taxable income.

o To limit excessive use of debt, interest on debt in excess of a 3:1 debt/equity ratio
should not be deductible for tax purposes. This rule should apply to related party and
unrelated party debt. This rule should apply to mining and non-mining companies.

o The definition of related party (Art. 6 of the CIT) needs to be broadened to cover
companies that are owned or controlled directly or indirectly by the same interests.
This change should apply to mining and non-mining companies.



e The tax deduction for funds accumulated in a special bank account for environmental
protection should include both current and future environmental expenditures and
mine closing costs.

e The fiscal regime for mining should be ring fenced license by license (or project by
project) so that losses are not transferred among projects with the single exception—
losses from unsuccessful exploration on relinquished areas should be allowed to
offset income from successful projects.

Indirect taxes

Mongolia levies a 5 percent customs duty, but there is an exemption for technological
equipment and heavy machinery imported by foreign investors for use in priority sectors.
Mining companies pay VAT and excises on fuel, without special rules. The government is
considering introducing export duties on a long list of unprocessed minerals. The mission
recommends that:

e Current customs duty exemption for technological equipment and heavy machinery
imported by foreign investors in the mining sector should be retained.

e The proposal to introduce export duties on unprocessed minerals should be dropped.

e Asthe VAT exemption for imports by the mining sector has recently been repealed, the
authorities should monitor the timely payment of VAT refunds.

e The government should consider allowing mining companies to claim a credit for VAT
paid on inputs during the exploration and development period of the mine.

e @Given the low excise rates levied on fuels, no relief for mining companies is warranted.
Fiscal stability

Fiscal stability clauses are wide-spread in mining and petroleum contracts and are generally
justified by: (i) the large size and the sunken nature of the initial investment, (ii) a long
period required to recover investment and earn a reasonable return, and (iii) a lack of
credibility on behalf of the host country to abstain from changing the fiscal rules—possibly
singling out mining or petroleum—once the investment is sunk. The mission recommends
that:
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o Mongolia should continue to respect previously signed fiscal stability agreements. On
a going forward basis, Mongolia should consider a more limited fiscal stability clause
that might cover the capital recovery rules, the income and withholding tax rates,
royalty rates, and a maximum rate on import duties. However, any tax law change
that affects businesses generally (e.g., a change in the thin capitalization rules) and
that do not discriminate against mining would apply.

State equity

Government equity in mineral projects is an important political symbol in Mongolia, as it is
in other countries. It can give the people, through their government, a sense of participating
in the development of the country and sharing in the risks and rewards of mining projects.
The new Minerals Law provides that the government may take up to a 34 percent equity
interest in a project that was not identified through state funds, and up to 50 percent equity
interest in a project that was identified through state funds. From the legislation, it is not clear
what form this equity interest might take (e.g., paid-up equity on commercial terms or some
type of concessional interest). The mission recommends that:

o The government should take a cautious approach to equity participation in strategic
mining projects, including taking less than the maximum amount of equity allowed
under the Minerals Law. It should look for ways (e.g., a carried equity interest) to
minimize its risk from investing in these projects.

Additional revenue-sharing arrangements

In addition to income tax and royalties, and possibly government equity, the government may
want a fiscal instrument that ensures that it shares in the upside of the most profitable
projects. To this end, the government adopted the windfall tax in 2006. In its design, the
windfall tax can be viewed as government price participation. The mission considered ways
of making the windfall tax responsive to costs, and not just price increases. The mission also
reviewed three additional alternatives for the government to share in the upside of a mining
project: (1) a resource rent tax; (ii) excess profit tax based on Payback Ratio or “R Factor,”
and (ii1) a variable income tax. These alternatives would be more sensitive to the profitability
of the project than the windfall tax is. The mission recommends that:

o If the windfall tax is retained, it should apply only to a limited list of strategic projects
for which the government may elect to take an equity interest; the rate should be
reduced possibly to 55 percent; the base should be adjusted annually by the change in
the US GDP deflator; and the tax should apply to all copper sales.
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I. BACKGROUND AND CURRENT FISCAL ARRANGEMENTS
A. The Fiscal Situation

Mongolia is experiencing an unprecedented period of strong economic performance. Real
GDP is estimated to have risen by 7 percent in 2006, the same as the average pace achieved
during 2002—-05. In 2006, GDP is projected to have reached US$2.8 billion. The mining
sector has been a key engine of growth, supported by record high prices for copper and gold,
some increases in production volumes, and investment in new mines. Outside the mining
sector, growth has also been supported by favorable weather conditions, buoyant residential
and commercial construction, and rapid growth in financial services.

The fiscal position has also improved markedly in recent years, aided by the rapid run up in
copper and gold prices and by faster-than-expected economic growth. The overall budget
balance shifted from a deficit of 4 percent of GDP in 2003 to a surplus of 3 percent in 2005,
which is now projected to have widened to 9 percent of GDP in 2006 (Table 1). Underlying
the dramatic improvement in fiscal performance has been a sevenfold increase in government
revenues from the mining sector between 2003 and 2006 due to high metal prices as well as
the imposition of a new windfall tax on copper and gold in June 2006. Meanwhile, total
expenditure has fallen from 42 percent of GDP in 2003 to an estimated 31"z percent in 2006,
despite a 30 percent wage increase and an expansion of social welfare transfers.

Table 1. Mongolia: Consolidated Fiscal Balance, 2003—07

2003 2004 2005 2006 2007
Est. Budget

(In percent of GDP)
Total revenue 37.6 37.0 33.7 40.6 359
of which: current mineral revenue 2.8 4.1 4.5 13.5 11.3
Total expenditure 41.8 39.1 30.7 31.7 40.9
Currnet expenditure 29.5 28.0 24.1 24.1 28.9
Capital expenditure 12.3 11.1 6.6 7.6 12.0
Primary balance -3.0 -0.9 3.8 9.6 -4.4
Overall balance -4.2 -2.1 2.9 9.0 -5.0
Nonmineral balance -7.0 -6.3 -1.5 -4.5 -16.3

Sources: Mongolian authorities; and Fund staff estimates.

In sharp contrast, the 2007 consolidated budget envisages an overall deficit of nearly
5 percent of GDP. While a part of this deterioration would be due to a projected decline in
copper prices, the non-mineral deficit would also widen from 4 percent of GDP in 2006 to
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16" percent in 2007." With growth remaining robust, most of deterioration in the fiscal
balance would reflect policy measures in the budget, including (i) cuts in VAT, CIT, and PIT
rates that became effective on

January 1, 2007; (i1) a large Figure1. Copper Price and Revenue

increase in recurrent current 7000 e Gooper price et scale) 100
spending such as child allowance 6000 ... Threshold (left scale) oo
and civil service wage bills; and g 5000 | Copperrevenue fanteesle N
(iii) a sharp pickup in capital S w00l N N 60 O
spending. g £
Given the inherent volatility of 2 . -
metal prices, the cuts in non- 3 20001 2o
mineral taxes will make the budget 1000 ~ '
increasingly sensitive to conditions o+H N B N N N '= = = = = L 0.0

2000 2002 2004 2006 2008 2010

Sources: IMF, World Economic Outlook ; and Fund staff estimates.

in the mining sector. The
Mongolian government introduced
the “windfall” tax in June 2006 to share the upside of high copper and gold prices.” Since its
introduction, the windfall tax revenue collected in 7 months has reached Tog 178 billion (5%
percent of annual GDP) in 2006, which have been transferred into the Development Fund to
finance child allowances and public investment.® This strong attachment of social assistance
programs and public spending to volatile mineral tax revenue could result in excessive
fluctuations in either government expenditure or fiscal deficit.

B. Mongolia’s Mining Sector

Mongolia’s mining sector has been a major contributor to economic development. It
accounted for 25 percent of GDP, 71 percent of export earnings, and 16 percent of tax
revenue in 2005; and its importance is estimated to have increased to 32 percent of GDP and
40 percent of tax revenue in 2006. However, the mining sector is vulnerable to international

' The authorities assume that the average copper price in 2007 will be US$6,000 per ton, while the annual
average price at London Metal Exchange (LME) was above US$6,700 in 2006. However, since January 3,
2007, the LME official copper prices, which set a norm for the windfall tax, have remained below US$5,800.
With the annual copper price lower than US$6,000 per ton, the 2007 fiscal balance would fall below the
budgeted level.

* The 68 percent of tax rate applies to the LME copper prices exceeding the sum of a base price (US$2,600 per
ton) and smelting costs, and the Bank of Mongolia gold prices exceeding US$500 per ounce.

? The child allowance financed through the Development Fund would amount to about 3 percent of GDP in
2007. Consolidating this amount into the child allowance in the regular budget, the total child allowance would
provide the equivalent of 10 percent of per capita GDP to about 40 percent of the population.
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mineral price volatility; and its direct contribution to employment has been limited
(2.4 percent of labor force), due to its highly capital intensive nature.

Mongolia has vast mineral resources, although estimates of proven and potential resources
are subject to large uncertainties: overall, only 15 percent of the total area has been
geographically mapped (USGS 2004). Table 2 provides an overview of operating and
expected future mines in Mongolia.

Table 2. Major Mines in Mongolia

Name of Deposit Mineral Resources Location Operational
Erdenet Copper, Molybdenum Erdenet city Yes
Oyu Tolgoi Copper, Gold Umnu-Govi aimag No
Tavan Tolgoi Coking Coal Umnu-Govi aimag Partially
Burenkhaan Phosphate Huvsgul aimag No
Tumurtei Iron Selenge aimag No
Tumurtiin Ovoo Zinc Suchbaatar aimag Yes
Asgat Silver Bayan-Ulgii aimag No
Tsagaan Suvraga Copper Dorno-Govi aimag No

Bor Undur Fluorspar Khentii aimag Yes
Boroo Gold Selenge aimag Yes
Gatsuurt Gold Selenge aimag No
Hailaast Gold Tuv aimag Yes
Baganuur Coal Baganuur city Yes

Sources: Mongolian authorities; company reports and websites.

Among various mineral deposits, the most economically significant minerals are copper,
gold, and coal. The copper production has long been derived exclusively from Erdenet, a
state-owned company owned by the governments of Mongolia (51 percent) and Russia

(49 percent). Erdenet has been exploiting a major copper mine since the 1970s. It is the
largest taxpayer, paying over 50 percent of total CIT revenue in Mongolia and earning about
half of all foreign exchange. The Erdenet mine is expected to continue extraction at the
current rate for a further 50 years, although the head grade is deteriorating with depth. In
contrast, the gold mining sector has been more diverse with over 100 companies, most of
them quite small.

There has been an upturn in mineral exploration since the introduction of the 1997 Minerals
Law, which played a pivotal role in attracting foreign exploration companies by providing
generous tax holidays and exemptions. In addition, the widely publicized discovery of the
Oyu Tolgoi copper/gold deposit by Ivanhoe Mines of Canada in 2001 brought international
attention into the Mongolian mining sector. According to Ivanhoe, the Oyu Tolgoi project
will be able to achieve a life-of-mine in excess of 35 years, producing over 16 million tons of
copper and 11 million ounces of gold. One indication of the size of this deposit is that Rio
Tinto, the second largest mining company in the world, made an investment in the equity of
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Ivanhoe Mines for US$303 million for 9.95 percent of the shares; and will increase the
investment, under defined conditions, up to US$1.5 billion. Ivanhoe is now negotiating an
Investment Agreement with the Mongolian government. Oyu Tolgoi is expected to be
developed into a worldclass copper mine.

Two coal mines, Tavan Tolgoi and Baganuur, are significant due to their huge deposits and
economic impacts on energy sector development. The estimated reserves in these mines are
6 billion tons of coal and 2.4 billion tons of coking coal (Baganuur); and 6 billion tons of
coal (Tavan Tolgoi). A license to develop Tavan Tolgoi is held by two Mongolian
companies, Energy Resources and Tavan Tolgoi Coal Mine. While coal is currently being
extracted on a small scale for domestic sales and exports to China, the coal power plant in
Dalanzadgad, the capital city of Omnogovi province, runs completely on Tavan Tolgoi coal.
Due to its location, just north of Oyu Tolgoi and close to the Mongolia—China border, Tavan
Tolgoi’s huge coal deposit has been attracting the attention of Chinese, Japanese, North
American, and Russian companies. The government anticipates that this deposit will be
exploited by a joint venture of foreign companies.

C. The Current Fiscal Regime for Mining

The current fiscal regime for the minerals sector is governed by the Minerals Law and
various tax laws. (A simulation of the current regime in provided in Appendix I.) The regime
includes a royalty, an income tax, and the windfall tax, which applies to copper and gold
sales.* The Minerals Law provides that a holder of a mining license who undertakes to invest
at least US$50 million during the first 5 years of its mining project can enter into an
Investment Agreement with the government to provide a stable operational environment,
including a stable tax environment clause. The duration of the stability agreement depends on
the amount of investment over the first 5 years of the project as follows: (i) US$50 million to
US$100 million—10 years; (ii) US$100 million to US$300 million—15 years; and (iii) over
US$300 million—30 years.

Royalty

The Minerals Law sets the royalty rate for all metals at 5 percent of the sales value.” Prior to
the 2006 amendments, a royalty of 2.5 percent applied to copper and gold, except placer
gold, for which the rate was 7.5 percent. The royalty payments are shared—10 percent to the
soum or district budget, 20 percent to the aimag or city budget, and 70 percent to the state

* There are also certain fees, but these are of lesser importance.

> Sales value is discussed in Chapter III in the section of royalties.
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budget. Up to 30 percent of the royalty payment to the state budget will be distributed to
finance the geology and mining sector.

Corporate income tax

The new corporate income tax (CIT), effective from January 1, 2007, reduced the standard
tax rate from 30 to 25 percent and the lower rate from 15 to 10 percent. It increased the
threshold of the higher bracket by 30 fold. The new CIT abolished the 5-year tax holiday for
mining companies.® It also introduced a two-year loss carryforward provision. There are
capital recovery rules, for income tax purposes, in both the Minerals Law and the CIT, and
these laws appear to be in conflict. In determining taxable profits, a deduction is allowed for
funds that are accumulated for restoration of the environment and are deposited in a special
bank account established by the ministry in charge of the environment. There is a 20 percent
withholding tax on payments of dividends, interest, and management fees to nonresidents,
unless the withholding tax rates are reduced by a tax treaty.

Windfall tax

In June 2006, Mongolia introduced a windfall tax to: (1) capture a higher share of the
revenues accruing to copper and gold mining companies from high export prices and
(2) mobilize resources into a special fund — the Development Fund. The tax, which is
modeled after the Russian oil export tax, is imposed on sales of gold and copper ore and
concentrate extracted in Mongolia under the following provisions:

o Copper concentrate: the tax is levied at a rate of 68 percent on the difference between
actual copper prices on the London Metal Exchange and the sum of a base price (set
at US$2,600 per ton) and smelting costs (estimated to be US$1,580 per (metric) ton in
20006).

o Gold: the tax will be levied at a rate of 68 percent on the difference between the Bank
of Mongolia’s gold price’ and the base price (set at $500 per ounce of gold).

The windfall tax is deductible for purposes of the regular income tax. The base prices—
$2,600 per ton for copper and $500 per ounce for gold—are not indexed.

® For the subsequent five years, the companies were taxed at half the regular rate.

" The BOM daily gold price is the London PM fix for the previous day. As London is 6 hours behind
Ulaanbaator, the London PM fix for the previous day is set after business hours in Ulaanbaator and before the
BOM opens the next day.
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Companies with stability agreements are unaffected by this tax. At the present time, almost
all of the windfall tax is being collected from the Erdenet copper mine. Several small gold
mines pay about 4-5 percent of the total windfall tax revenue. The largest gold mine—
Boroo—is exempt, as it has a stability agreement.® Moreover, as the tax applies only to
exports of copper concentrates, the Ivanhoe project will not be affected by this tax if it
exports copper cathodes.’

The Law on Government Special Funds provides that windfall tax revenues will go into the
Development Fund, which is described below.

Indirect taxes

The customs law exempts mining companies from customs duties on a specific list of
construction items. However, the new VAT law, adopted in 2006, removed the exemption for
equipment and heavy machinery imported by companies with foreign investment in priority
industries.

State equity

The new Minerals Law provides that the government may take up to a 34 percent equity
interest in a project that was not identified through state funds, and up to 50 percent equity
interest in a project that was identified through state funds. From the legislation, it is not clear
what form this equity interest might take (e.g., paid-up equity on commercial terms or some
type of concessional interest).'?

¥ Boroo Gold entered into a Stability Agreement under the 1997 Minerals Law, under which it has not paid CIT
as the company has been entitled to tax holidays or other exemptions. However, Boroo Gold recently agreed to
pay the government an additional US$10 million in 2006 and to begin paying income tax at the full tax rate
from 2007.

? Ivanhoe would not necessarily have to build its own refinery. It would be exempt from this tax on its copper
production if it exported copper cathodes refined in Mongolia by a third party.

' There is an additional requirement in the Minerals Law that is part of the broader fiscal regime, but outside
the competence of this mission. Art. 5.6 requires that a legal person holding a mining license for a mineral
deposit of strategic importance must trade at least 10 percent of its shares on the Mongolian stock exchange.
This requirement would allow Mongolian citizens to hold directly interests in the deposits and should assure full
disclosure in accordance with the stock exchange rules of the activities on the Mongolian license holder.
Potential international investors may view this requirement as a negative factor in their investment decision.
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Development fu