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(the “Initial Purchasers”) that (1) you consent to delivery of the attached Offering Memorandum and any amendments or
supplements thereto by electronic transmission and agree to the terms set forth herein, (2) either (A) you are a QIB (within
the meaning of Rule 144A under the Securities Act) or (B) (i) you are outside the United States and, to the extent you purchase
the securities described in the attached Offering Memorandum, you will be doing so pursuant to Regulation S under the
Securities Act, and (ii) the e-mail address to which the attached Offering Memorandum has been delivered is not located in
the United States of America (including the States and the District of Columbia), its territories, its possessions and other areas
subject to its jurisdiction and (3) you acknowledge that you will make your own assessment regarding any legal, taxation or
other economic conditions with respect to your decision to subscribe for or purchase any securities.

The attached Offering Memorandum has been made available to you in electronic form. You are reminded that documents
transmitted via this medium may be altered or changed during the process of transmission and consequently none of the
Issuers, the Subsidiary Guarantors (as defined in the attached Offering Memorandum), the Initial Purchasers or any of their
respective affiliates, directors, officers, employees, representatives and agents, nor any other person controlling any of the
Issuers, any Subsidiary Guarantor, the Initial Purchasers or any of their respective affiliates accepts any liability or
responsibility with respect to any discrepancies between the Offering Memorandum distributed to you in electronic format
and the hard copy version. The Issuers will provide a hard copy version of the Offering Memorandum to you upon request.

Restrictions: The attached Offering Memorandum is being furnished in connection with an offering exempt from registration
under the U.S. Securities Act solely for the purpose of enabling prospective investors an opportunity to consider the purchase
of the securities described therein.

The Notes and the Subsidiary Guarantees (each as defined in the attached Offering Memorandum) have not been, and
will not be, registered under the U.S. Securities Act, or the securities laws of any other jurisdiction, and may not be
offered or sold within the United States unless registered under the U.S. Securities Act or offered or sold pursuant to
an exemption from such registration.

You are not authorized to and you may not forward or deliver the attached Offering Memorandum, electronically or
otherwise, to any other person or reproduce such Offering Memorandum in any manner whatsoever. Any forwarding,
distribution or reproduction of this document and the attached Offering Memorandum in whole or in part is
unauthorized. Failure to comply with this directive may result in a violation of the U.S. Securities Act or the applicable
laws of other jurisdictions.

The materials relating to this offering of the Notes and Subsidiary Guarantees do not constitute, and may not be used in
connection with, an offer or solicitation in any jurisdiction where offers or solicitations are not permitted by law. No action
has been or will be taken in any jurisdiction by the Initial Purchasers or the Issuers that would, or is intended to, permit a
public offering of the Notes, or possession or distribution of the Offering Memorandum (in preliminary, proof or final form)
or any other offering or publicity material relating to the Notes, in any jurisdiction where action for that purpose is required.
If a jurisdiction requires that this offering be made by a licensed broker or dealer, and any Initial Purchaser or an affiliate
of the Initial Purchasers is a licensed broker or dealer in that jurisdiction, this offering shall be deemed to be made by such
Initial Purchaser or such affiliate on behalf of the Issuers and the Subsidiary Guarantors in such jurisdiction.

Under no circumstances shall this Offering Memorandum constitute an offer to sell or the solicitation of an offer to buy nor
shall there be any sale of these securities in any jurisdiction in which such offer, solicitation or sale would be unlawful.

You are reminded that you have accessed the attached Offering Memorandum on the basis that you are a person into whose
possession this Offering Memorandum may be lawfully delivered in accordance with the laws of the jurisdiction in which you
are located and you may not nor are you authorized to deliver this Offering Memorandum, electronically or otherwise, to any
other person. If you have gained access to this transmission contrary to the foregoing restrictions, you will be unable to
purchase any of the Notes and Subsidiary Guarantees described therein.

If you receive this Offering Memorandum by e-mail, you should not reply by e-mail to this announcement, and you may not
purchase any of the Notes and Subsidiary Guarantees by doing so. Any reply e-mail communications, including those you
generate by using the “Reply” function on your e-mail software, will be ignored or rejected. If you receive this Offering
Memorandum by e-mail, your use of this e-mail is at your own risk and it is your responsibility to take precautions to ensure
that it is free from viruses and other items of a destructive nature.



STRICTLY CONFIDENTIAL

MONGOLIAN MINING CORPORATION
(Incorporated in the Cayman Islands with limited liability)

and

ENERGY RESOURCES LLC
(Incorporated in Mongolia with limited liability)

US$440,000,000

9.25% Guaranteed Senior Notes due 2024

Our 9.25% Guaranteed Senior Notes due 2024 (the “Notes”) will bear interest from April 15, 2019 at 9.25% per annum payable semiannually in
arrears on April 15 and October 15 of each year, beginning October 15, 2019. The Notes will mature on April 15, 2024.

The Notes are general obligations of Mongolian Mining Corporation (the “Company”) and Energy Resources LLC (“ER LLC”, and together with
the Company, the “Issuers”), guaranteed by certain of our existing subsidiaries (the “Subsidiary Guarantors”). The guarantees by the Subsidiary
Guarantors are referred to herein as Subsidiary Guarantees.

The Issuers may at their option redeem the Notes, in whole or in part, at any time and from time to time on or after April 15, 2022, at the
redemption prices set forth in this Offering Memorandum plus accrued and unpaid interest, if any, to (but not including) the redemption date.

At any time and from time to time prior to April 15, 2022, the Issuers may at their option redeem the Notes, in whole or in part, at a redemption
price equal to 100% of the principal amount of the Notes plus the Applicable Premium (as defined herein) as of, plus accrued and unpaid
interest, if any, to (but not including) the redemption date. At any time and from time to time prior to April 15, 2022, the Issuers may redeem up
to 35% of the Notes, at a redemption price of 109.25% of the principal amount, plus accrued and unpaid interest, if any, in each case, using the
net cash proceeds from certain equity offerings.

Upon the occurrence of a Change of Control Triggering Event (as defined herein), the Issuers must make an offer to repurchase all Notes
outstanding at a purchase price equal to 101% of their principal amount, plus accrued and unpaid interest, if any, to (but not including) the date
of repurchase.

The Notes will be (1) general obligations of the Issuers; (2) effectively subordinated to secured obligations of the Issuers, to the extent of the
value of the assets serving as security therefor; (3) senior in right of payment to any existing and future obligations of the Issuers expressly
subordinated in right of payment to the Notes; (4) at least pari passu in right of payment with all other unsecured, unsubordinated Indebtedness
of the Issuers (subject to any priority rights of such unsubordinated Indebtedness pursuant to applicable law); (5) guaranteed by the Subsidiary
Guarantors on a senior basis, subject to the limitations described in “Description of the Notes – The Subsidiary Guarantees” and in “Risk Factors
– Risks Relating to the Notes and the Subsidiary Guarantee”; and (6) effectively subordinated to all existing and future obligations of any
subsidiary of the Company other than ER LLC and the Subsidiary Guarantors. In addition, applicable law may limit the enforceability of the
Subsidiary Guarantees. See “Risk Factors – Risks Relating to the Notes and the Subsidiary Guarantees”.

For a more detailed description of the Notes, see the section entitled “Description of the Notes” beginning on page 167.

Issue Price: 100.0%

Investing in the Notes involves risks. See the section entitled “Risk Factors” beginning on page 25.

Approval in-principle has been received for the listing and quotation of the Notes on the Official List of the Singapore Exchange Securities
Trading Limited (the “SGX-ST”). The SGX-ST assumes no responsibility for the correctness of any of the statements made or opinions expressed
or reports contained herein. Approval in-principle for the listing and quotation of the Notes and admission of the Notes to the Official List of the
SGX-ST are not to be taken as an indication of the merits of the Issuers, the Subsidiary Guarantors (if any), any of their respective subsidiaries
and/or associated companies, the Notes or the Subsidiary Guarantees.

Notification pursuant to Section 309B of the Securities and Futures Act, Chapter 289 of Singapore-The Notes are prescribed capital markets
products (as defined in the Securities and Futures (Capital Markets Products) Regulations 2018 of Singapore).

The Notes and the Subsidiary Guarantees have not been and will not be registered under the United States Securities Act of 1933, as amended
(the “Securities Act”), and may not be offered or sold within the United States, except pursuant to an exemption from, or in a transaction not
subject to, the registration requirements of the Securities Act. Accordingly, the Notes are being offered and sold by the Initial Purchasers only (1)
to qualified institutional buyers in reliance on the exemption from the registration requirements of the Securities Act provided by Rule 144A
(“Rule 144A”), and (2) outside the United States in compliance with Regulation S under the Securities Act. For a description of certain
restrictions on resale or transfer, see the section entitled “Transfer Restrictions” beginning on page 226.

It is expected that the delivery of the Notes will be made through the facilities of The Depository Trust Company (the “DTC”), on or about April
15, 2019 in New York, New York against payment therefor in immediately available funds.

The Notes are expected to be rated “B” by Fitch Ratings (“Fitch”) and “B-” by Standard & Poor’s Ratings Services (“S&P”). A rating is not a
recommendation to buy, sell or hold securities, and may be subject to revision, suspension or withdrawal at any time by the assigning rating
agency.

Joint Bookrunners and Joint Lead Managers

J.P. Morgan Morgan Stanley

Offering Memorandum dated April 3, 2019
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IMPORTANT INFORMATION

You should rely only on the information contained in this Offering Memorandum. The Issuers have
not, and J.P. Morgan Securities plc and Morgan Stanley & Co. International plc (the “Initial Purchasers”)
have not, authorized any other person to provide you with information that is different. The information in
this Offering Memorandum is accurate only as of the date on the front cover of this Offering Memorandum
or otherwise as of the date specifically referred to in connection with the particular information. Our
business, prospects, financial condition and results of operations may have changed since that date. Neither
the delivery of this Offering Memorandum nor any sale made hereunder shall, under any circumstances,
create any implication that there has been no change in our affairs since the date hereof or that the
information contained herein is correct as of any time subsequent to its date.

This Offering Memorandum does not constitute an offer to sell or the solicitation of an offer to buy
any securities other than the securities to which it relates or an offer to sell or the solicitation of an offer to
buy such securities by any person in any circumstances in which such offer or solicitation is unlawful. In
addition, there may be legal restrictions on the distribution of this Offering Memorandum, this offering and
the sale of the Notes in certain jurisdictions. If you come into possession of this Offering Memorandum, the
Issuers and the Initial Purchasers require that you inform yourself about and observe any such restrictions.
For a further description of certain restrictions on the offering, and the offer, sale or resale of the Notes, see
the sections headed “Plan of Distribution” and “Transfer Restrictions” in this Offering Memorandum.

Neither the U.S. Securities and Exchange Commission (the “SEC”), nor any state securities
commission in the United States has approved or disapproved of these securities or determined if this
Offering Memorandum is truthful, complete or adequate. Any representation to the contrary is a criminal
offense.
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The Notes and the Subsidiary Guarantees have not been and will not be registered under the
Securities Act and may not be offered or sold in the United States, except pursuant to an exemption from, or
in a transaction not subject to, the registration requirements of the Securities Act. The Notes are not
transferable except in accordance with the restrictions described herein. See the sections headed “Plan of
Distribution” and “Transfer Restrictions” in this Offering Memorandum.

Each person receiving this Offering Memorandum acknowledges that: (i) such person has been
afforded an opportunity to request from us and to review, and has received, all additional information
considered by it to be necessary to verify the accuracy of, or to supplement, the information contained
herein; (ii) such person has not relied on the Initial Purchasers, the Trustee or the Agents or any person
affiliated with the Initial Purchasers, the Trustee or the Agents in connection with any investigation of the
accuracy of such information or its investment decision; and (iii) no person has been authorized to give any
information or to make any representation concerning us, our subsidiaries and affiliates, the Notes or the
Subsidiary Guarantees (other than as contained herein and information given by our duly authorized officers
and employees in connection with investors’ examination of us and the terms of the offering of the Notes)
and, if given or made, any such other information or representation should not be relied upon as having been
authorized by us, the Initial Purchasers, the Trustee or the Agents. This Offering Memorandum summarizes
certain material documents and other information, and we refer you to them for a more complete
understanding of what we discuss in this Offering Memorandum.

You are hereby notified that sellers of the securities, including the Notes and the Subsidiary
Guarantees, may be relying on the exemption from the provisions of Section 5 of the Securities Act provided
by Rule 144A.

This Offering Memorandum is confidential. You should not reproduce or distribute this Offering
Memorandum, in whole or in part, and should not disclose any contents or use any information in this
Offering Memorandum for any purpose other than considering an investment in the Notes.

The Issuers are furnishing this Offering Memorandum solely for the purpose of enabling you to
consider the purchase of the Notes. You should not consider this Offering Memorandum to be legal, business
or tax advice. In making an investment decision, you must rely on your own examination of us and the terms
of the offering, including the merits and risks involved. If you are in any doubt about this Offering
Memorandum, you should consult your legal counsel, professional accountant or other professional advisors.
We have provided information contained in this Offering Memorandum and have also relied on other
identified sources. The Initial Purchasers make no representation or warranty, express or implied, as to the
accuracy or completeness of such information, and you should not rely on anything contained in this
Offering Memorandum as a promise or representation by the Initial Purchasers. By accepting delivery of this
Offering Memorandum, you agree to these terms. In making an investment decision, you should rely on your
own examination of us and the terms of this offering, including the merits and risks involved. You are
responsible for making your own examination of us and your own assessment of the merits and risks of
investing in the Notes.

The Issuers reserve the right to withdraw the offering of the Notes at any time, and the Initial
Purchasers reserve the right to reject any commitment to subscribe for or purchase the Notes in whole or in
part and to allot to any prospective purchaser less than the full amount of purchase of the Notes sought by
such purchaser. The Initial Purchasers and certain related entities may acquire for their own account a
portion of the Notes.

IN CONNECTION WITH THIS OFFERING, J.P. MORGAN SECURITIES PLC, AS
STABILIZING MANAGER (THE “STABILIZING MANAGER”), OR ANY PERSON ACTING FOR
THE STABILIZING MANAGER, MAY, SUBJECT TO ALL APPLICABLE LAWS AND
REGULATIONS, PURCHASE AND SELL THE NOTES IN THE OPEN MARKET WITH A VIEW TO
SUPPORTING THE MARKET PRICE OF THE NOTES AT A LEVEL ABOVE THAT WHICH MIGHT
OTHERWISE PREVAIL. THESE TRANSACTIONS MAY, TO THE EXTENT PERMITTED BY
APPLICABLE LAWS AND REGULATIONS, INCLUDE SHORT SALES, STABILIZING
TRANSACTIONS AND PURCHASES TO COVER POSITIONS CREATED BY SHORT SALES.
HOWEVER, NEITHER THE STABILIZING MANAGER NOR ANY PERSON ACTING ON BEHALF
OF THE STABILIZING MANAGER IS OBLIGATED TO COMMENCE SUCH TRANSACTIONS. IF
THESE ACTIVITIES ARE COMMENCED, THEY MAY BE DISCONTINUED AT ANY TIME AND
MUST IN ANY EVENT BE BROUGHT TO AN END AFTER A LIMITED TIME THAT IS NO LATER
THAN THE EARLIER OF 30 DAYS AFTER THE ISSUE DATE OF THE NOTES AND 60 DAYS
AFTER THE DATE OF ALLOTMENT OF THE NOTES.
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NOTICE TO INVESTORS IN THE EUROPEAN ECONOMIC AREA

Solely for the purposes of each manufacturer’s product approval process, the target market
assessment in respect of the Notes has led to the conclusion that: (i) the target market for the Notes is
eligible counterparties and professional clients only, each as defined in Directive 2014/65/EU (as amended,
“MiFID II”); and (ii) all channels for distribution of the Notes to eligible counterparties and professional
clients are appropriate. Any person subsequently offering, selling or recommending the Notes (a
“distributor”) should take into consideration the manufacturers’ target market assessment; however, a
distributor subject to MiFID II is responsible for undertaking its own target market assessment in respect of
the Notes (by either adopting or refining the manufacturers’ target market assessment) and determining
appropriate distribution channels.

The Notes are not intended to be offered, sold or otherwise made available to and should not be
offered, sold or otherwise made available to any retail investor in the European Economic Area (“EEA”). For
these purposes, a retail investor means a person who is one (or more) of: (i) a retail client as defined in
point (11) of Article 4(1) of MiFID II; or (ii) a customer within the meaning of Directive 2002/92/EC (as
amended, the “Insurance Mediation Directive”), where that customer would not qualify as a professional
client as defined in point (10) of Article 4(1) of MiFID II; or (iii) not a qualified investor as defined in
Directive 2003/71/EC (as amended, the “Prospectus Directive”). No key information document required by
Regulation (EU) No 1286/2014 (as amended, the “PRIIPs Regulation”) for offering or selling the Notes or
otherwise making them available to retail investors in the EEA has been prepared. Offering or selling the
Notes or otherwise making them available to any retail investor in the EEA may be unlawful under the
PRIIPS Regulation.

This Offering Memorandum has been prepared on the basis that any offer of the Notes in any
Member State of the EEA will be made pursuant to an exemption under the Prospectus Directive from a
requirement to publish a prospectus for offers of Notes. This Offering Memorandum is not a prospectus for
the purpose of the Prospectus Directive.

CERTAIN DEFINITIONS, CONVENTIONS AND CURRENCY PRESENTATION

Certain financial numerical figures, including financial information and percentages, contained in
this Offering Memorandum have been rounded for convenience. As a result, discrepancies may exist in the
numerical figures shown as total in some tables as they may not be exact arithmetic aggregations of the
figures that precede them.

PRESENTATION OF FINANCIAL INFORMATION

Our financial results are reported in U.S. dollars. For convenience only and unless otherwise noted,
all translations from Togrogs into U.S. dollars in this Offering Memorandum were made at the rate of
MNT2,638.00 to US$1.00, which translation represents the basic exchange rate published by Bloomberg on
December 31, 2018. On March 15, 2019 the translation of Togrogs into U.S. dollars published by Bloomberg
was MNT2,631.68 to US$1.00. Further information on exchange rates is set forth in “Exchange Rates and
Exchange Controls” in this Offering Memorandum. These are provided by way of illustration only and no
representation is made that the Togrog amounts could have been, or could be, converted into any U.S. dollar
amounts, at the rates indicated or at all. Certain financial amounts presented in this Offering Memorandum
may not correspond directly to our financial statements included elsewhere in this Offering Memorandum or
may not add up due to rounding.

Our financial information is prepared and presented in accordance with International Financial
Reporting Standards, or IFRS, which differ in certain respects from accounting principles generally accepted
in the United States, or U.S. GAAP, which might be material to the financial information herein. We have
made no attempt to quantify the impact of those differences. In making an investment decision, investors
must rely upon their own examination of us, the terms of this offering and the financial information.
Potential investors should consult their own professional advisors for an understanding of the differences
between IFRS and U.S. GAAP, and how those differences might affect the financial information herein.
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NON-IFRS FINANCIAL MEASURE

Earnings before interest, tax, depreciation and amortization and certain other items (“Adjusted
EBITDA”) and the related ratios presented in this Offering Memorandum are supplemental measures of our
performance and liquidity that are not required by, or presented in accordance with, IFRS. Adjusted EBITDA
is not a measurement of financial performance or liquidity under IFRS and should not be considered as an
alternative to net income, operating income or any other performance measures derived in accordance with
IFRS or as an alternative to cash flows from operating activities as a measure of liquidity. In addition,
Adjusted EBITDA is not a standardized term; hence, a direct comparison of Adjusted EBITDA as reported
by different companies may not be possible or meaningful.

We believe that Adjusted EBITDA facilitates comparisons of operating performance from period to
period and company to company by eliminating potential differences caused by variations in capital
structures (affecting interest and finance charges), tax positions (such as the impact on periods or companies
of changes in effective tax rates or net operating losses), the age and booked depreciation and amortization
of assets (affecting relative depreciation and amortization expenses), foreign exchange gains or losses,
allowance for doubtful debts and other related non-cash expenses. Adjusted EBITDA has been presented
because we believe that it is frequently used by securities analysts, investors and other interested parties in
evaluating similar companies, many of whom present such non-IFRS financial measures when reporting their
results. Finally, Adjusted EBITDA is presented as a supplemental measure of our ability to service our debt.
Nevertheless, Adjusted EBITDA has limitations as an analytical tool, and you should not consider it in
isolation from, or as a substitute for, analysis of our financial condition or results of operations, as reported
under IFRS. Because of these limitations, Adjusted EBITDA should not be considered as a measure of
discretionary cash available to us to invest in the growth of our businesses. The term “Consolidated
EBITDA,” as used in the section titled “Description of the Notes” summarizing certain provisions of the
Indenture, the Notes and the Subsidiary Guarantees, is calculated differently from Adjusted EBITDA and is
not a measurement of financial performance or liquidity under IFRS.

INDUSTRY AND MARKET DATA

We have commissioned Shanxi Fenwei Energy Information Services Co., Ltd, or Fenwei, as our
industry consultant, to prepare an independent expert report on the energy sector in Mongolia and China, or
the Fenwei Report, for use in whole or in part in the Industry Overview section of this Offering
Memorandum. Fenwei prepared its report based on Fenwei’s in-house database, independent third-party
reports and publicly available data from reputable industry organizations. Fenwei has assumed that the
information and data which it relied on are complete and accurate. The definition of the terms used in the
Fenwei Report may be different than the definition of the terms used in this Offering Memorandum. The
information contained in the Industry Overview has been obtained from sources believed by Fenwei to be
reliable, but there can be no assurance as to the accuracy or completeness of included information. Unless
otherwise specified, all of the data presented in this section with respect to the Mongolian and Chinese coal
industries has been extracted from the Fenwei Report.

This Offering Memorandum includes market share and industry data and forecasts that we have
obtained from industry publications and surveys, reports of governmental agencies, publicly available
corporate information and internal company surveys or estimates. Industry publications and surveys and
forecasts generally state that the information contained therein has been obtained from sources believed to be
reliable, but there can be no assurance as to the accuracy or completeness of the information. While we have
taken reasonable care to ensure that the information is extracted accurately and in its proper context, we
have not independently verified any of the data from third-party sources or ascertained the underlying
economic assumptions relied upon therein. None of us or the Initial Purchasers makes any representation as
to the accuracy and reliability of such information. Due to possible inconsistent data collection and
consolidation methods and other associated data collection difficulties, the statistics and estimates herein may
be inaccurate and should not be unduly relied upon.
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ENFORCEABILITY OF CIVIL LIABILITIES

The Company is an exempted company incorporated under the laws of the Cayman Islands with
limited liability. All or a substantial portion of its assets are located in Mongolia. In addition, most of the
Company’s directors and officers are residents of Mongolia or Hong Kong, and all or a substantial portion of
their assets are or may be located in Mongolia or Hong Kong. As a result, it may be difficult for you to
effect service of process upon the Company or such persons, or to enforce against the Company or them
judgments obtained in courts or arbitral tribunals outside Mongolia, Hong Kong or the Cayman Islands
predicated upon the laws of jurisdictions other than Mongolia, Hong Kong or the Cayman Islands, including
the civil liability provisions of the United States federal or state securities laws.

We have been advised by our Mongolian legal counsel, ELC LLP Advocates, that there is
uncertainty as to whether the courts of Mongolia would enforce judgments in original actions brought in
Mongolia, of liabilities against ER LLC, its directors or officers predicated upon the U.S. federal or state
securities laws. Mongolian courts will not enforce judgments of U.S. courts obtained against ER LLC, its
directors or officers predicated upon the civil liability provisions of the U.S. federal or state securities laws
in the absence of a bilateral treaty between Mongolia and the United States or the mutual recognition of
court judgments between the two countries. As of the date of this Offering Memorandum, no such treaty
exists.

We have been advised by our Cayman Islands legal adviser, Walkers (Hong Kong), that a judgment
obtained in a foreign court (other than certain judgments of a superior court of any state of the
Commonwealth of Australia) will be recognized and enforced in the courts of the Cayman Islands without
any re-examination of the merits at common law, by an action commenced on the foreign judgment in the
Grand Court of the Cayman Islands, where the judgment: (a) is final and conclusive; (b) is one in respect of
which the foreign court had jurisdiction over the defendant according to Cayman Islands conflict of law
rules; (c) is either for a liquidated sum not in respect of penalties or taxes or a fine or similar fiscal or
revenue obligations or, in certain circumstances, for in person and non-money relief; and (d) was neither
obtained in a manner, nor is of a kind enforcement of which is contrary to natural justice or the public
policy of the Cayman Islands

We have been advised by our Hong Kong legal adviser, Davis Polk & Wardwell, that Hong Kong
has no statutory or other arrangement for the reciprocal enforcement of judgments between Hong Kong and
the United States. A judgment obtained in the courts of New York cannot be enforced by registration in
Hong Kong. Subject to the Foreign Judgments (Restriction on Recognition and Enforcement) Ordinance (Cap
46 of the Laws of Hong Kong), a judgment given by the courts of New York could form the basis of a claim
in the Hong Kong courts in respect of the judgment debt if: (a) the judgment was not obtained by fraud,
misrepresentation or mistake nor obtained in proceedings which contravene the rules of natural justice; (b)
enforcement of the judgment would not be contrary to public policy in Hong Kong; (c) the relevant court of
United States had jurisdiction in accordance with the Hong Kong rules on the conflict of laws; (d) the
judgment is for a definite sum of money which is not payable in respect of taxes or other charges of a
similar nature or in respect of a fine or other penalty; and (e) the judgment is final and conclusive between
the parties, but if it is capable of being appealed or an appeal is pending, the proceedings in Hong Kong are
likely to be stayed by the courts of Hong Kong pending any such appeal being heard.

We have been advised by our Luxembourg counsel, Loyens & Loeff Luxembourg S.à r.l., that the
United States and the Grand Duchy of Luxembourg (“Luxembourg”) are not currently bound by a treaty
providing for reciprocal recognition and enforcement of judgments, other than arbitral awards rendered in
civil and commercial matters. According to such counsel, an enforceable judgment for the payment of
monies rendered by any U.S. federal or state court based on civil liability would not directly be enforceable
in Luxembourg. However, a party who received such favorable judgment in a U.S. court may initiate
enforcement proceedings in Luxembourg by requesting enforcement of the U.S. judgment rendered in civil or
commercial matters by the Luxembourg District Court pursuant to the relevant provisions of the New
Luxembourg Code of Civil Procedure and in Luxembourg case law. The Luxembourg District Court will
authorize the enforcement in Luxembourg of the U.S. judgment if it is satisfied that the following conditions
are met:

• the U.S. court awarding the judgment has jurisdiction to adjudicate the respective matter
according to its applicable laws, and Luxembourg private international and local law;

• the judgment is enforceable in the U.S.;
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• the U.S. court has applied the law which is designated by Luxembourg conflict of law rules, or,
at least, the order must not contravene the principles underlying these rules (based on case law
and legal doctrine, it is not certain that this condition would still be required for an exequatur to
be granted by a Luxembourg court);

• the principles of natural justice have been complied with and the judgment was granted
following proceedings where the counterparty had the opportunity to appear, and it appeared to
present a defense;

• the U.S. court has acted in accordance with its own procedural laws;

• the judgment must not have been obtained by fraud; and

• the judgment does not contravene the Luxembourg public policy as understood under
Luxembourg law or has been given in proceedings of a criminal or tax nature.

If an original action is brought in Luxembourg, Luxembourg courts may refuse to apply the
designated law among others and notably if its application contravenes Luxembourg public policy. In an
action brought in Luxembourg on the basis of U.S. Federal or state securities laws, Luxembourg courts may
not have the requisite power to grant the remedies sought. Also, an enforcement proceeding may be refused
in respect of punitive damages.

Further, in the event of any proceedings being brought in a Luxembourg court in respect of a
monetary obligation expressed to be payable in a currency other than Euro, a Luxembourg court would have
power to give judgment expressed as an order to pay a currency other than Euro. However, enforcement of
the judgment against any party in Luxembourg would be available only in Euro and for such purposes all
claims or debts would be converted into Euro.

Subject to the foregoing, purchasers of the Notes may be able to enforce judgments in civil and
commercial matters obtained from U.S. federal or state courts in Luxembourg. We cannot, however, assure
you that attempts to enforce judgments in Luxembourg will be successful.

FORWARD-LOOKING STATEMENTS

This Offering Memorandum contains forward-looking statements that are, by their nature, subject to
significant risks and uncertainties. Statements that are not historical facts, including statements about our
intentions, beliefs, expectations or predictions for the future, are forward-looking statements. These forward-
looking statements include, without limitation, statements relating to:

• our business strategies;

• our capital expenditure plans;

• our future production targets;

• our operations and business prospects;

• our financial performance;

• our dividend policy;

• the regulatory environment as well as the industry outlook generally;

• the changes in the amount of recoverable resources and reserves;

• fluctuations in the market prices of our products;

• future developments in our industry, including but not limited to the statements in the “Industry”
section of this Offering Memorandum; and

• general economic trends in China and Mongolia.
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This Offering Memorandum contains certain statements that are “forward-looking” and uses forward-
looking terminology such as “anticipate”, “believe”, “expect”, “estimate”, “may”, “ought to”, “should”,
“will”, “can”, “could”, “continue”, “going forward”, “intend”, “plan”, “potential”, “seek” and similar
expressions. Those statements include, among other things, the discussion of our growth strategy and
expectations concerning our future operations, liquidity and capital resources. Purchasers of the Notes are
cautioned that reliance on any forward-looking statement involves risks and uncertainties and that, although
we believe the assumptions on which the forward-looking statements are based are reasonable, any or all of
those assumptions could prove to be inaccurate and as a result, the forward-looking statements based on
those assumptions could also be incorrect. The risks and uncertainties in this regard include those identified
in the “Risk Factors” section in this Offering Memorandum. Actual results may differ materially from
information contained in forward-looking statements as a result of numerous factors, including, without
limitation, those described in the “Risk Factors” section in this Offering Memorandum and the following:

• our ability to service our substantial indebtedness;

• our ability to obtain financing to fund our operational needs and re-finance our existing debt on
satisfactory terms, if at all;

• our ability to comply with the financial tests and other covenants in our existing and future debt
instruments, including limitations on our flexibility in operating our business;

• our history of losses and uncertainty regarding our profitability in the future;

• further deterioration in the market prices of our products;

• our production capabilities;

• our plans and objectives for future operations;

• our relationship with, and other conditions affecting, our customers;

• risks inherent to our mining and production;

• export transportation inefficiency and delays in railway and cross border infrastructure
development programs; competition;

• inflationary trends and interest rate changes;

• the effects of changes in currency exchange rates;

• environmental laws and regulations;

• regulatory and court decisions;

• future legislation, including regulations and rules as well as changes in enforcement policies;

• changes in political, economic, legal and social conditions in Mongolia and China, including
their respective governments’ specific policies with respects to the coal industry, economic
growth, inflation, foreign exchanges and the availability of credit;

• economic conditions in Asia, the United States, Europe and elsewhere in the world;

• weather conditions or catastrophic weather-related damage; and

• our liquidity and financial condition.

We do not undertake and are under no obligation to publicly update or revise any forward-looking
statements contained in this Offering Memorandum, whether as a result of new information, future events or
otherwise, except as required by applicable laws, rules and regulations. All forward-looking statements
contained in this Offering Memorandum are qualified by reference to this cautionary statement.

In light of these and other risks and uncertainties, the inclusion of forward-looking statements should
not be regarded as representations by us that our plans and objectives will be achieved.
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CAUTIONARY NOTE REGARDING RESOURCES AND RESERVES

We have estimated the coal resources and reserves reported in this Offering Memorandum in
accordance with the JORC Code which governs such disclosures by companies listed on the Australian Stock
Exchange.

The JORC Code recognizes two types of classification, mineral resources and ore reserves, based on
the nature of the technical and economic evaluation carried out.

• Mineral resources are based on mineral occurrences quantified on the basis of geological data
and quality, and are divided into measured, indicated and inferred categories reflecting
decreasing confidence in geological and quality continuity. No allowances are included for
dilution and losses during mining, but the reporting of mineral resource estimates carries the
implication that there are reasonable prospects for eventual economic exploitation. Mineral
resources may therefore be viewed as the estimation stage prior to the application of more
stringent economic criteria for ore reserve definition, such as a rigorously defined cut-off grade
and mine design outlines, along with allowances for dilution and losses during mining. Under
this system of reporting, it is common practice for companies to include in the mineral resource
category material with a high expectation of conversion to ore reserves, but for which final
technical and economic viability has not been determined.

• Ore reserves as defined by the JORC Code are the economically mineable part of measured or
indicated resources. Ore reserves are designated within proved and probable categories, and are
derived from the corresponding measured and indicated mineral resource estimates after
inclusion of allowances for mining and recovery factors. In addition to geological considerations,
other modifying economic, mining, metallurgical, marketing, legal, environmental, social and
governmental factors are taken into account in determining the extent to which mineral resources
could be converted to ore reserves.

The resource and reserve estimates provided in this Offering Memorandum comply with the resource
and reserve definitions of the JORC Code. The resource estimates are presented as measured, indicated and
inferred, and the reserve estimates are presented as proved and probable.

Cautionary Note to U.S. Investors Concerning Estimates of Reserves

There are differences between reporting regimes for reserve estimates in the United States and in
Australia. A key difference between the reporting regimes in Australia under the JORC Code and in the
United States under the requirements as adopted by the SEC in its Industry Guide 7-Description of Property
by Issuers Engaged or to be Engaged in Significant Mining Operations (“Industry Guide 7”) is the absence
in the United States of any provision for the reporting of estimates other than proved (measured) or probable
(indicated) reserves. There is, therefore, no equivalent for “resources” under the SEC’s Industry Guide 7.

The SEC has applied the following reporting definitions to reserves under Industry Guide 7:

• A “reserve” is “that part of a mineral deposit which could be economically and legally extracted
or produced at the time of the reserve determination. Reserves are customarily stated in terms of
“ore” when dealing with metalliferous minerals; when other materials such as coal, oil, shale,
tar, sands, limestone, etc. are involved, an appropriate term such as “recoverable coal” may be
substituted.”

• “Proven (measured) reserves” are defined as reserves for which (a) quantity is computed from
dimensions revealed in outcrops, trenches, workings or drill holes; grade and/or quality are
computed from the results of detailed sampling; and (b) the sites for inspection, sampling and
measurement are spaced so closely and the geologic character is so well defined that size, shape,
depth and mineral content of reserves are well-established.
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• “Probable (indicated) reserves” are defined as reserves for which quantity and grade and/or
quality are computed from information similar to that used for proven (measured) reserves, but
the sites for inspection, sampling, and measurement are farther apart or are otherwise less
adequately spaced. The degree of assurance, although lower than that for proven (measured)
reserves, is high enough to assume continuity between points of observation.

This Offering Memorandum uses the terms “measured,” “indicated” and “inferred” resources. United
States investors are advised that while some investors recognize such terms, the SEC does not recognize
them. “Inferred resources” have a higher degree of uncertainty as to their existence and economic feasibility.
It cannot be assumed that all or any part of an inferred resource will ever be upgraded to a higher category.
Under SEC rules, estimates of inferred mineral resources may not form the basis of feasibility or other
economic studies. You should not assume that all or any part of measured or indicated resources will
ever be converted into reserves. You are also cautioned not to assume that all or any part of an
inferred resource exists or is economically or legally mineable.

Coal Resource and Reserve Statement

Information contained in this Offering Memorandum relating to estimates of (i) coal resources at our
UHG deposit as of December 31, 2018 was prepared by Mr. Said (Competent Person as defined by JORC
code 2012 edition, ID #316005, member of Australasian Institute of Mining and Metallurgy), who was
employed by Mongolian Mining Corporation, (ii) coal resources at our BN deposit (excluding the THG
deposit) as of December 31, 2018 was prepared by Mr. Said (Competent Person as defined by JORC code
2012 edition, ID #316005, member of Australasian Institute of Mining and Metallurgy), who was employed
by Mongolian Mining Corporation, (iii) coal resources at our THG deposit as of December 31, 2018 was
prepared by Mr. Said (Competent Person as defined by JORC code 2012 edition, ID #316005, member of
Australasian Institute of Mining and Metallurgy), who was employed by Mongolian Mining Corporation, (iv)
coal reserves at our UHG deposit as of January 1, 2019 was prepared by Mr. Lundeg (Competent Person as
defined by JORC code 2012 edition, ID #326646, member of Australasian Institute of Mining and
Metallurgy), who was employed by Glogex Consulting LLC and (v) coal reserves at our BN and THG
deposits as of January 1, 2019 was prepared by Mr. Lundeg (Competent Person as defined by JORC code
2012 edition, ID #326646, member of Australasian Institute of Mining and Metallurgy), who was employed
by Glogex Consulting LLC, each according to the requirements of the JORC Code effective as of the date of
the respective report. All Competent Persons provided written consent statement according to Clause 9 of the
JORC code 2012 edition.

You should be aware that the coal reserves we state are estimates of the material we believe we will
be able to profitably mine taking into account the economic, legal and technical factors in its extraction and
sale, while the coal resources stated is primarily based on geological factors (although such a declaration
implies that there are reasonable prospects for the eventual economic extraction of the resource).
Accordingly, you should not assume that we will be able to profitably extract the mineral resources
estimated in this Offering Memorandum, particularly that portion of the estimated mineral resources
identified as “inferred resources”. When coal resources and reserves are reported under the JORC Code, the
mineral reserve figures (tonnage and coal quality) are included within the mineral resource figures (tonnage
and coal quality). In addition, Industry Guide 7 differs from the JORC Code in that it requires reserves to be
calculated on the basis of current legal and economic conditions at the time of the reserve determination,
whereas the JORC Code permits reporting companies to make “realistic” assumptions about such matters
within the judgment of the Competent Person ultimately responsible for the statement of the quantities.

Estimates of coal resources and reserves depend significantly on the interpretation of geological data
obtained from drill holes and other exploration techniques, which is extrapolated to produce estimates of the
location, volume and qualities of coal deposits. In addition, to calculate our coal reserves, we make estimates
and assumptions regarding a number of technical factors such as recoverability and process efficiency, as
well as economic factors such as forecast costs and revenues. These economic and technical estimates and
assumptions may change in future in ways that affect the quantity of our stated coal reserves. We generate
additional geological data as we mine, which may not be consistent with the data on which we based our
coal resource and reserve estimates, resulting in changes to such estimates. No assurance can be given that
the coal resources and reserves presented in this Offering Memorandum will be recovered at the quality or
quantity presented. Estimates of coal resources of our UHG deposit and BN deposits disclosed herein have
not been adjusted to reflect production after December 31, 2018. Estimates of coal reserves of our UHG and
BN deposits disclosed herein have not been adjusted to reflect production after January 1, 2019.
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Assumptions Underlying Our Coal Reserve Estimates

We estimate our coal reserves using various assumptions regarding our mining costs and the price of
coal. For more information regarding the cost and revenue factors used to estimate our coal reserves
presented in this Offering Memorandum, see the coal reserve statement under the heading “Cost and Revenue
Factors”.

AVAILABLE INFORMATION

During any period in which the Issuers are not subject to Section 13 or 15(d) of the U.S. Securities
Exchange Act of 1934, as amended, or the Exchange Act, or exempt from reporting pursuant to Rule
12g3-2(b) under the Exchange Act, the Issuers will furnish, upon request, to each noteholder, or any
prospective purchaser designated by any such noteholder, information satisfying the requirements of Rule
144A(d)(4) under the Securities Act to permit compliance with Rule 144A in connection with resales of the
Notes for so long as any such Notes are “restricted securities” within the meaning of Rule 144(a)(3) under
the Securities Act.
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DEFINITIONS

In this Offering Memorandum, unless the context otherwise requires, the following terms shall have
the meanings set forth below. Certain other terms are explained in the section headed “Glossary” in this
Offering Memorandum.

“2006 Minerals Law” .................... the Minerals Law of Mongolia, enacted on July 8, 2006, and effective
from August 26, 2006, and as amended and supplemented from time to
time

“2017 Notes” ................................ the US$600,000,000 8.875% senior notes due 2017 issued by the
Company

“2022 Notes” ................................ the US$412,465,892 senior notes due 2022 issued by the Company
bearing interest ranging from 5% – 8% per annum based on the
benchmark coal price index

“ADB” ......................................... Asian Development Bank

“affiliate(s)”.................................. any other person, directly or indirectly, controlling or controlled by or
under direct or indirect common control with a specified person

“aimag” ........................................ the highest level of Mongolian administrative subdivision (essentially
equivalent to a province), of which there are 21 in Mongolia

“Audit Committee”........................ the audit committee of the Board

“Auto Road Use Agreement” ......... the toll fee arrangement for the UHG-GS paved road, owned by
Erdenes MGL, entered into with Gashuun Sukhait Auto Road LLC in
2018

“BN”............................................ Baruun Naran

“BN deposit” ................................ our BN deposit located in South Gobi Province which includes coal
resources and reserves identified for surface (<300m depth of cover)
and underground (>300m depth of cover) mining, including both the
BN mining license and the THG mining license

“BN mine” ................................... the surface mining applicable (<300m depth of cover) portion of our
BN deposit

“BN mining license” ..................... the Mining License MV-014493 of 4,482 hectares area obtained
through acquisition of Baruun Naran Limited on June 1, 2011

“BNP and ICBC Facility
Agreement” ..............................

a coal pre-export loan facility of US$150 million entered into with
BNP Paribas Singapore Branch and Industrial and Commercial Bank of
China Limited dated March 5, 2014

“Board” ........................................ the board of directors of the Company

“BOT”.......................................... Build-Operate-Transfer agreement, a type of contract arrangement in
which a private sector entity builds an infrastructure project, operates
it and eventually transfers ownership of the project to the government
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“BOT Agreement” ......................... Build-Operate-Transfer Agreement executed by and between Gobi
Road LLC, formerly a direct subsidiary of ER LLC and has been
merged into ER LLC, and the Ministry of Road, Transportation and
Urban Development of Mongolia on June 9, 2010

“C&F”.......................................... Cost-and-Freight, meaning the seller must pay the cost and freight to
bring the goods to the port of destination. The risk is transferred to the
buyer once the goods are loaded on the vessel

“China” ........................................ the People’s Republic of China, and for the purposes of this Offering
Memorandum, excluding Hong Kong, Macau and Taiwan

“CHPP” ........................................ coal handling and preparation plant

“Company”, “our Company”,
“Group”, “our Group”, “we”,
“us”, “our” or “Mongolian
Mining Corporation” .................

Mongolian Mining Corporation, an exempted company incorporated in
the Cayman Islands with limited liability on May 18, 2010 and except
where the context indicates otherwise (i) our subsidiaries; and (ii) with
respect to the period before our Company became the holding
company of our present subsidiaries, the business operated by our
present subsidiaries or (as the case may be) their predecessors

“DAP”.......................................... Delivered-at-Place, the seller delivers the goods to the buyer on the
arriving means of transport, ready for unloading at the named place of
destination, pays for carriage to the named place, except for costs
related to import clearance, and assumes all risks prior to the point
that the goods are ready for unloading by the buyer

“DGMC” ...................................... the Department of Geological and Mining Cadaster, a subordinate
agency of MRAM responsible for registration of exploration licenses
and mining license rights in Mongolia

“Director(s)” ................................. director(s) of our Company

“ER LLC” .................................... Energy Resources LLC, a limited liability company organized under
Mongolian law on April 22, 2005

“Erdenes MGL” ............................ Erdenes MGL LLC, a state-owned enterprise

“Erdenes Tavan Tolgoi” ................. Erdenes Tavan Tolgoi Joint Stock Company, which was established on
October 20, 2010 by the Government by Resolution No. 272

“Exchange Act”............................. the U.S. Securities and Exchange Act of 1934, as amended, and the
rules and regulations promulgated thereunder

“FOB” .......................................... Free-on-Board, meaning the risk passes to the buyer, including
payment of all transportation and insurance costs, once goods are
delivered on board of the ship by the seller

“FOR” .......................................... Free-on-Rail, meaning the risk passes to the buyer, including payment
of all transportation and insurance costs, once goods are delivered on
the wagon of rail by the seller
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“FOT” .......................................... Free-on-Transport, meaning the risk passes to the buyer, including
payment of all transportation and insurance costs, once goods are
delivered on a truck at a named loading point

“GDP”.......................................... gross domestic product

“Glogex” ...................................... Glogex Consulting LLC, a company incorporated under the laws of
Mongolia with limited liability

“GM” ........................................... Ganqimaodu or Gants Mod, the Chinese side of the Sino-Mongolian
border crossing, where the Company currently exports its coal products

“Gobi Road LLC” ......................... Gobi Road LLC was formerly our indirect subsidiary and it has been
merged into Energy Resources LLC on April 20, 2017

“Government of Mongolia” or
“Government” ..........................

the Government of Mongolia

“Group”........................................ the Company and its subsidiaries

“GS” ............................................ Gashuun Sukhait, the Mongolia side of the Sino-Mongolian border
crossing, where the Company currently exports its coal products

“Hong Kong” or “HK” .................. the Hong Kong Special Administrative Region of China

“Hong Kong Stock Exchange” ....... The Stock Exchange of Hong Kong Limited

“Huanghua” .................................. located in the Bohai Gulf coastal regions of Hebei province in
northeastern China, and home to the Huanghua Port

“IFRS” ......................................... International Financial Reporting Standards

“IMF” .......................................... International Monetary Fund

“Initial Purchasers” ....................... J.P. Morgan Securities plc and Morgan Stanley & Co. International plc

“Investment Agreement” ................ an agreement that a mining license holder may, at its option, enter into
with the Government of Mongolia concerning stability of tax rates, the
right to sell products at international market prices, a guarantee that
the license holder may receive and dispose of income from such sales,
and provisions with respect to the amount and term of the license
holder’s investment

“Law on VAT” .............................. Law on Value-Added Tax

“Listing Rules” ............................. Rules Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited

“MCS Group” ............................... MCS Mongolia and its subsidiaries (other than our Group)

“MCS Holding” ............................ MCS Holding LLC, a wholly owned subsidiary of MCS Mongolia, a
limited liability company organized under Mongolian law on March
29, 2001
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“MCS International”...................... MCS International LLC, a wholly owned subsidiary of MCS Holding,
principally engaged in project management, engineering, operation and
maintenance of power plant, electricity and thermal energy distribution
facilities, and supply of electricity and thermal energy

“MCS Mongolia” .......................... MCS (Mongolia) LLC, a limited liability company organized under
Mongolian law

“Mineral Deposit of Strategic
Importance”...............................

under the 2006 Minerals Law, a deposit that may have the potential to
impact national security, or the economic and social development of
Mongolia, or that is generating, or has the potential to generate, more
than 5% of Mongolia’s GDP in any given year

“Minerals License Transfer
Agreement” ...............................

the minerals license transfer agreement entered into between ER LLC
and the Government of Mongolia on March 21, 2008, pursuant to
which ER LLC agreed to transfer all of the mining licenses held by it
at the time, except for the one covering our UHG deposit, to a state
owned enterprise at nil consideration

“MMHI”....................................... the Ministry of Mining and Heavy Industry, a cabinet-level ministry of
the Government of Mongolia

“MNT” or “togrog” ....................... the lawful currency of Mongolia

“MPP”.......................................... Mongolian People’s Party

“MPRP” ....................................... Mongolian People’s Revolutionary Party

“MRPAM” .................................... the Mineral Resources and Petroleum Authority of Mongolia, a
subordinate agency of the MMHI, under which the DGMC operates
(former Mineral Resources Authority of Mongolia or MRAM)

“NIC”........................................... NIC LLC, an oil import and distribution company in Mongolia

“Nomination Committee”............... the nomination committee of the Board

“Non-Guarantor Restricted
Subsidiaries” .............................

any Restricted Subsidiary that is not a Subsidiary Guarantor

“Notes” ........................................ US$440,000,000 9.25% Guaranteed Senior Notes due 2024

“Parliament” or “State Great
Hural” .......................................

the legislature in Mongolia

“Perpetual Securities” .................... the US$194,999,827 perpetual securities issued by Mongolian Mining
Corporation

“Perpetual Securities Indenture” ..... an indenture entered into by the Company and The Bank of New York
Mellon as trustee on May 4, 2017, pursuant to which the Perpetual
Securities were issued

“Proved Coal Reserve” .................. the economically mineable part of a mineral measured resource

“QGX” ......................................... QGX Holdings Ltd.
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“QGX Promissory Notes” .............. the two promissory notes issued by the Company to QGX, each in the
amount of US$52,500,000, and bearing interest at a rate of 3.0% per
annum commencing on the issue date to the maturity date. The original
maturity date was November 22, 2013. On February 8, 2013, an
amendment agreement was signed by the Company and QGX to extend
the maturity date of two promissory notes from November 22, 2013 to
March 31, 2014 and December 31, 2014, respectively. On December
31, 2015, the maturity date of two promissory notes was extended to
March 31, 2016, with a rate of 8.0% per annum to the maturity date

“QIB”........................................... “qualified institutional buyer” within the meaning contained in Rule
144A

“Regulation S” .............................. Regulation S under the Securities Act

“Remuneration Committee”............ the remuneration committee of the Board

“Risun Group” .............................. Risun Coal Chemicals Group

“RMB” ......................................... Renminbi, the lawful currency of China

“Rule 144A” ................................. Rule 144A under the Securities Act

“S&P” .......................................... Standard & Poor’s Rating Services

“SDR” .......................................... the Special Drawing Right

“SEC” .......................................... the U.S. Securities and Exchange Commission

“Securities Act” ............................ the U.S. Securities Act of 1933, as amended, and the rules and
regulations promulgated thereunder

“Sedgman” ................................... Sedgman Consulting (China) and Sedgman Limited, a provider of
multi-disciplinary engineering, project delivery and operations services

“Senior Loan” ............................... a loan facility of US$31.2 million entered into with BNP Paribas
Singapore Branch and Industrial, Commercial Bank of China Limited
and ICBC London Plc dated May 4, 2017

“SGX-ST” .................................... the Singapore Exchange Securities Trading Limited

“Shared Collateral” ....................... the Company’s debt reserve account, CHPP modules 1 and 2, the UHG
Power Plant and certain water facilities and shares of Mongolian Coal
Corporation Limited, Mongolian Coal Corporation S.à.r.l,
Enrestechnology LLC, Ukhaa Khudag Water Supply LLC and United
Power LLC

“Shenhua Bayannaoer” .................. Shenhua Bayannaoer Energy Co., Ltd.

“Shunkhlai” .................................. Shunkhlai LLC, an oil import and distribution company in Mongolia

“soum” ......................................... the second level of Mongolian administrative subdivisions (essentially
equivalent to a sub-province or district)
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“South Gobi Province” .................. Umnugobi Aimag, a province located in southern Mongolia

“State Professional Inspection
Agency” ....................................

an agency of the Government of Mongolia that is in charge of laws
and regulations of the State, including labor, safety and health

“Strategic Deposits List” ............... a list of 16 deposits designated by the Parliament to be Mineral
Deposits of Strategic Importance by Resolution No. 27, adopted on
February 6, 2007 and amended on January 23, 2015 and June 29,
2018, respectively (Tier 1 Deposits List)

“Subsidiary Guarantors” ................ Mongolian Coal Corporation Limited, Mongolian Coal Corporation
S.à.r.l., Energy Resources Corporation LLC, Baruun Naran S.à.r.l.,
Khangad Exploration LLC, Enrestechnology LLC, United Power LLC,
Ukhaa Khudag Water Supply LLC, Tavan Tolgoi Airport LLC and
Energy Resources Rail LLC

“Tavan Tolgoi” or “TT”................. means the coal formation located in South Gobi, Mongolia, which
includes our UHG deposit per Parliament Resolution No. 27, adopted
on February 6, 2007

“THG deposit” .............................. our THG deposit located in South Gobi Province which includes coal
resources and reserves identified for surface (<300m depth of cover)
and underground (>300m depth of cover) mining covering the THG
mining license

“THG mining license” ................... the Mining License MV-017336 of 8,340 hectares area granted to us
on June 24, 2013, contiguous with the BN mining license

“Thiess” ....................................... Thiess Mongolia LLC, formerly Leighton LLC, a global mining
services provider

“Tier 2 Deposits List” ................... a list of 39 deposits designated in Resolution No. 27, adopted on
February 6, 2007, to be further evaluated and determined if one or
more of such deposits should be recommended by the Government of
Mongolia to Parliament for designation as a Mineral Deposit of
Strategic Importance

“TKH” ......................................... Tsagaan Khad, located in Khanbogd soum of South Gobi Province,
approximately 21 km from GM

“TMR” ......................................... target market region, including Inner Mongolia, Hebei, Tianjin, Gansu,
Xinjiang, Shandong and Jiangsu provinces

“Tsogttsetsii” ................................ Tsogttsetsii soum is the location where Tavan Tolgoi sits

“UHG” ......................................... Ukhaa Khudag, located in Tsogttsetsii soum of South Gobi Province

“UHG deposit”.............................. means our Ukhaa Khudag deposit located in the Tavan Tolgoi coalfield
which includes coal resources and reserves identified for surface
(<300m depth of cover) and underground (>300m depth of cover)
mining

“UHG mine” ................................. means the surface mining applicable (<300m depth of cover) portion
of our UHG deposit and its related infrastructure
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“UHG mining license”................... the Mining License MV-011952 of 2,960 hectares area granted to us on
August 29, 2006

“UK”............................................ the United Kingdom

“Uniservice Solution” .................... a wholly owned subsidiary of MCS Holding that provides ancillary
services, such as cleaning and camp supporting services

“United States” or “U.S.” .............. the United States of America

“US$” or “U.S. dollar” .................. United States dollar, the lawful currency of the United States

“VAT” .......................................... value added tax

“Wholly Owned Restricted
Subsidiaries” .............................

Mongolian Coal Corporation Limited, Mongolian Coal Corporation
S.à.r.l., Energy Resources Corporation LLC, Energy Resources Rail
LLC, Tavan Tolgoi Airport LLC, United Power LLC, Enrestechnology
LLC, Ukhaa Khudag Water Supply LLC, Baruun Naran S.à.r.l. and
Khangad Exploration LLC
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GLOSSARY

The glossary of technical terms contains explanation of certain terms used in this Offering
Memorandum as they relate to our Company and as they are used in this Offering Memorandum in
connection with our Group and our business. These terms and their given meanings may not correspond to
standard industry definitions.

“bcm”........................................... bank cubic meter

“coke” .......................................... bituminous coal from which the volatile components have been
removed

“coking coal” ................................ coal used as a raw material in the process of manufacturing steel and
iron. It is also known as metallurgical coal

“Competent Person” ...................... as defined by the JORC Code, a minerals industry professional who is
a Member or Fellow of the Australasian Institute of Mining and
Metallurgy, or of the Australian Institute of Geoscientists, or of a
‘Recognised Professional Organisation’ (RPO), as included in a list
available on the JORC and ASX websites

A Competent Person must have a minimum of five years relevant
experience in the style of mineralization or type of deposit under
consideration and in the activity which that person is undertaking. If
the Competent Person is preparing documentation on exploration
results, the relevant experience must be in exploration. If the
Competent Person is estimating or supervising the estimation of
mineral resources, the relevant experience must be in the estimation,
assessment and evaluation of mineral resources. If the Competent
Person is estimating or supervising the estimation of ore reserves, the
relevant experience must be in the estimation, assessment, evaluation
and economic extraction of ore reserves

“CSN” .......................................... Crucible Swelling Number. This number is used to compare the shape
and the coking volume increase of a finely ground coal sample when 1
gram is heated in a closed crucible quickly over a brief time period.
Results are only used as a comparative indication of the coking
potential of the coal and not a measure of strength. Values for CSN
range from 1 through 9 in increments of 0.5

“CSR” .......................................... Coke Strength after Reaction, a quantitative measurement of the
strength of the coke produced by a particular coking coal. This
strength rating is evaluated in a laboratory setting, with a high CSR
value being highly regarded in the market, primarily because this
measurement is related to blast furnace performance

“Environmental Impact
Assessment” or “EIA”................

a feasibility study by international standards which assesses in detail
the environmental impact of an undeveloped mining project

“feasibility study” ......................... a feasibility study by international standards which assesses in detail
the technical soundness and economic viability of an undeveloped
mining project, and serves as the basis for the investment decision and
as a bankable document for project financing. The study is based on a
detailed mine plan and constitutes an audit of all geological,
engineering, environmental, legal and economic information
accumulated on the project. Generally, a separate environmental impact
study is required
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“G Index” ..................................... a measure of caking or cohesive behavior of bituminous coal. The
caking behavior is critical to making coke strong and not powdery

“HCC” ......................................... hard coking coal; see “Business – Coal Products”

“indicated mineral resource” .......... as defined under the JORC Code, that part of a mineral resource for
which quantity, grade (or quality), densities, shape and physical
characteristics are estimated with sufficient confidence to allow the
application of Modifying Factors in sufficient detail to support mine
planning and evaluation of the economic viability of the deposit

Geological evidence is derived from adequately detailed and reliable
exploration, sampling and testing gathered through appropriate
techniques from locations such as outcrops, trenches, pits, workings
and drill holes, and is sufficient to assume geological and grade (or
quality) continuity between points of observation where data and
samples are gathered

An indicated mineral resource has a lower level of confidence than
that applying to a measured mineral resource and may only be
converted to a probable ore reserve

“inferred mineral resource” ............ as defined under the JORC Code, that part of a mineral resource for
which quantity and grade (or quality) are estimated on the basis of
limited geological evidence and sampling. Geological evidence is
sufficient to imply but not verify geological and grade (or quality)
continuity. It is based on exploration, sampling and testing information
gathered through appropriate techniques from locations such as
outcrops, trenches, pits, workings and drill holes

An inferred mineral resource has a lower level of confidence than that
applying to an indicated mineral resource and must not be converted to
an ore reserve. It is reasonably expected that the majority of inferred
mineral resources could be upgraded to indicated mineral resources
with continued exploration

“JORC” ........................................ the Australasian Joint Ore Reserves Committee, which produces the
JORC Code. JORC was established in 1971 and is sponsored by the
Australian mining industry and its professional organizations

The JORC comprises representatives of each of the three parent
institutions: The Minerals Council of Australia (MCA), The
Australasian Institute of Mining and Metallurgy (The AusIMM), and
the Australian Institute of Geoscientists (AIG); as well as
representatives of the Australian Securities Exchange (ASX), the
Financial Services Institute of Australasia (FinSIA) and the accounting
profession

“JORC Code” ............................... the Australasian Code for Reporting of Exploration Results, Mineral
Resources and Ore Reserves, a professional code of practice that sets
minimum standards for public reporting of minerals exploration results,
mineral resources and ore reserves

The JORC Code provides a mandatory system for the classification of
minerals exploration results, mineral resources and ore reserves
according to the levels of confidence in geological knowledge and
technical and economic considerations in public reports
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“km” ............................................ kilometer

“lignite” ....................................... the lowest rank of coal with the lowest energy content, typically
containing 25-35% carbon. Lignite tends to be found in relatively
young coal deposits that were not subjected to extreme heat or
pressure, is crumbly, has high moisture content and is mainly used as
fuel at power plants to generate electricity

“m” .............................................. meter

“measured mineral resource”.......... as defined by the JORC Code, that part of a mineral resource for
which quantity, grade (or quality), densities, shape, and physical
characteristics are estimated with confidence sufficient to allow the
application of Modifying Factors to support detailed mine planning and
final evaluation of the economic viability of the deposit

Geological evidence is derived from detailed and reliable exploration,
sampling and testing gathered through appropriate techniques from
locations such as outcrops, trenches, pits, workings and drill holes, and
is sufficient to confirm geological and grade (or quality) continuity
between points of observation where data and samples are gathered

A measured mineral resource has a higher level of confidence than that
applying to either an indicated mineral resource or an inferred mineral
resource. It may be converted to a proved ore reserve or under certain
circumstances to a probable ore reserve

“metallurgical coal”....................... see “coking coal”

“metric tonne” .............................. 1,000 kilograms

“mineral resource” ........................ as defined by the JORC Code, a concentration or occurrence of solid
material of economic interest in or on the earth’s crust in such form,
grade (or quality), and quantity that there are reasonable prospects for
eventual economic extraction. The location, quantity, grade (or
quality), continuity and other geological characteristics of a mineral
resource are known, estimated or interpreted from specific geological
evidence and knowledge, including sampling. Mineral resources are
sub-divided, in order of increasing geological confidence, into inferred,
indicated and measured categories

“mining rights” ............................. the rights to exploit minerals in areas where mining activities are
licensed

“Modifying Factors”...................... as defined by the JORC Code, considerations used to convert mineral
resources to ore reserves. These include but are not limited to mining,
processing, metallurgical, infrastructure, economic, marketing, legal,
environmental, social and governmental factors

“Mt”............................................. million tonnes

“Mtpa” ......................................... million tonnes per annum

“MW” .......................................... megawatt
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“open-pit”..................................... mine designed to extract minerals close to the surface; also known as
“open cut”

“ore reserve” ................................ the economically mineable part of a measured or indicated mineral
resource demonstrated by at least a preliminary feasibility study. This
study must include adequate information on mining, processing,
economic and other relevant factors that demonstrate, at the time of
reporting, that economic extraction can be justified. A mineral reserve
includes diluting materials and allowances for 8 losses that may occur
when the material is mined

“overburden” ................................ barren rock material, either loose or consolidated, overlying a mineral
deposit, which must usually be removed prior to mining of ore
reserves

“PCI coal” .................................... the term refers to coal that is used for Pulverized Coal Injection. PCI
coal is characterized by its high rank, low volatile matter and generally
has ash levels of less than 10.5%. PCI coal is fired directly into the
lower level of the blast furnace as an effective means of injecting
carbon, thereby reducing the quantity of coke required per tonne of hot
metal produced. The higher the volume of PCI coal that can be
utilized, the lower the volume of coke required. A wide range of coal
is suitable for PCI, including thermal and semi-soft coking coal and as
such it is cheaper than most coal purchased for producing coke

“Permian” ..................................... a geological period from around 299 million years ago to around 251
million years ago

“probable reserve”......................... as defined by the JORC Code, the economically mineable part of an
indicated, and in some circumstances, a measured mineral resource.
The confidence in the Modifying Factors applying to a probable ore
reserve is lower than that applying to a proved ore reserve

“proven reserve” ........................... as defined by the JORC Code, the economically mineable part of a
measured mineral resource. A proved ore reserve implies a high degree
of confidence in the Modifying Factors

“PS”............................................. meager lean coal

“qualified person/qualified
personnel” .................................

an individual who: (a) is an engineer or geoscientist with at least five
years of experience in mineral exploration, mine development or
operation, or mineral project assessment, or any combination of these;
(b) has experience relevant to the subject matter of the mineral project
and the technical report; and (c) is a member or licensee in good
standing of a professional association

“raw coal” .................................... generally means coal that has not been washed and processed

“ROM”......................................... run-of-mine, the as-mined coal, that includes out-of-seam dilution
material which is processed through our CHPP

“seam” ......................................... a stratum or bed of coal; generally applied to large deposits of coal

“SSCC” ........................................ semi-soft coking coal; see “Business – Coal Products”

“standard gauge” ........................... 1,435 mm rail track gauge
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“steel industry supply chain” ......... industries involved in the steel producing process (including iron ore
and coking coal)

“strip ratio” or “stripping ratio” ..... the ratio of the amount of waste removed (in bcm) to the amount of
coal (in ROM tonnes) extracted by open-pit mining methods

“thermal coal”............................... also referred to as “steam coal” or “steaming coal,” thermal coal is
used in combustion processes by power generation plants and
industrial users to produce steam for power and heat. Thermal coal
tends not to have the carbonization properties possessed by coking
coal and generally has lower heat value and higher volatility than
coking coal

“tonne”......................................... metric tonne

“tpa” ............................................ tonnes per annum

“transshipment”............................. transfer of shipment from one carrier to another

“underground mining” ................... refers to a group of underground mining techniques used to extract
coal

“washed coal” ............................... hard coking coal that has been washed and processed to reduce its ash
content

“washed thermal coal” ................... secondary thermal product resulting from the processing of raw coal
primarily to produce coking coal

“yield” ......................................... the percentage of saleable portion of product coal recovered from
proposed raw coal
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SUMMARY

This summary highlights information contained elsewhere in this Offering Memorandum and does
not contain all the information that may be important to you in deciding to invest in the Notes. You should
read the entire Offering Memorandum, including the section entitled “Risk Factors” and financial statements
and related Notes thereto included elsewhere in this Offering Memorandum, before making an investment
decision. This Offering Memorandum includes forward-looking statements that involve risks and
uncertainties. See “Forward-looking Statements”.

Overview

We are a leading Asian coking coal producer engaged in the open-pit mining and processing of
coking coal sourced from our UHG and BN deposits, located in the South Gobi Province of Mongolia. These
deposits are adjacent to each other and strategically located approximately 250 km from the Sino-Mongolian
border and approximately 600 km from Baotou, China, an important railway transportation hub providing
access from Mongolia to the largest steel producing provinces in China, including Inner Mongolia, Hebei,
Shandong and Jiangsu provinces. We have worked closely with a number of industry-leading experts,
including Thiess and Sedgman, throughout the planning, development and operation of our business to
develop integrated mining, processing, supporting infrastructure, transportation and logistics operations.

Our UHG mining license permits us to engage in coal mining activities on 2,960 hectares of land for
an initial period of 30 years commencing from August 29, 2006. As of December 31, 2018 and January 1,
2019, 663 Mt of JORC-compliant coal resources and 324 Mt of JORC-compliant coal reserves have been
identified within such area, respectively. Our BN mining license, comprising the BN mining license area of
4,482 hectares and the contiguous THG mining license area of 8,340 hectares, permits coal mining for an
initial period of 30 years commencing from December 1, 2008 and June 24, 2013, respectively. Within the
BN and THG mining license areas combined, a total of 399 Mt of JORC-compliant coal resources have been
identified as of December 31, 2018. Within the BN mining license area, a total of 175 Mt of JORC-
compliant coal reserves have been identified as of January 1, 2019. Our BN mine is located approximately
32 km by paved road southwest of our UHG mine, and its development, in integration with existing facilities
at UHG, is yielding benefits through synergies achievable in terms of shared mining, processing and
transportation infrastructure and marketing resources. BN mine produced 1.4 Mt ROM coal for 2018. For the
years ended December 31, 2016, 2017 and 2018, we produced an aggregate of 3.0 Mt, 8.3 Mt and 10.9 Mt
of ROM coal, respectively.

With a view to consistently produce high quality products, reduce product transportation costs and
generate improved margins, we constructed and commissioned 15.0 Mtpa of ROM coal processing capacity
onsite at the UHG mine. The coal handling and preparation plant (“CHPP”), designed and constructed by
Sedgman, comprises three near identical modules of ROM coal processing nameplate capacity of 5.0 Mtpa
each. These modules have been in operation since June 2011, February 2012 and June 2013, respectively.
Since the commencement of the CHPP operation, we have shifted our sales strategy from raw coal to washed
coal, having sold only washed coal products from the beginning of the second quarter of 2012. We are
currently in the process of constructing our third ROM coal infeed facility affiliated with the CHPP, which
will provide higher raw-coal-crushing capacity compared to the two existing ROM handling facilities. Upon
completion of such facility, our large-size-rock processing capacity will be significantly improved, and our
total ROM coal feeding capacity will increase from 15 Mtpa to 25 Mtpa.

In October 2011, we completed the construction of a paved road, from UHG to GS under BOT
arrangements, which has since been transferred to the Government of Mongolia for compensation in 2014.
We continue to use the road under a toll fee arrangement. In January 2012, in collaboration with Erdenes
MGL, we expanded the border crossing facilities to allow for 25.0 – 30.0 Mtpa transit through GS, which
has also been transferred to the Government of Mongolia with compensation. As a result, we are well placed
to deliver all washed coal products to GM.
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We have our own fleet of over 430 double-trailer trucks and also have support facilities to flexibly
conduct shipments either (i) from UHG to GM directly by our trucks or (ii) from UHG to TKH and further
from TKH to GM. Currently, we conduct shipments using the approximately 240 km long UHG-TKH (“long
haul”) section solely with our own double-trailer trucks, while cross border shipments for exports using the
approximately 20 km long TKH-GM (“short haul”) section are undertaken by our own double-trailer trucks
supplemented by third-party Chinese trucking contractors.

We are one of the largest coal producers and exporters in Mongolia. We sell most of our coking
coals to end users in China under coal sales and purchase arrangements with iron and steel mills, and coke
and others under DAP GM, FOT GM, C&F and FOB end-user destination sales terms. In the years ended
December 31, 2016, 2017 and 2018, we sold our hard coking coal at an average selling price of US$77.2 per
tonne, US$130.3 per tonne and US$139.7 per tonne, respectively.

We have won the Top 10 Enterprise in Mongolia award from the Mongolian National Chamber of
Commerce eight times from 2009 to 2018.

Our revenue for the years ended December 31, 2016, 2017 and 2018 was US$120.0 million,
US$476.4 million and US$590.7 million, respectively. We recorded (loss)/profit for the years ended
December 31, 2016, 2017 and 2018 of US$(154.0) million, US$310.3 million and US$82.4 million,
respectively.

Our Competitive Strengths

We believe that we have the following competitive strengths:

• High-quality coking coal producer with a strong operating platform

• Competitive cost structure underpinning cash flow generation

• Higher profitability driven by washed coal sales and integrated infrastructure

• Strategic location with proximate access and direct sales to Chinese end users

• Integrated business platform with minimal future capital expenditure requirements

• Strong business outlook supported by industry dynamics

• Experienced management team with proven execution track record

See “Business – Our Competitive Strengths” for a detailed description of these strengths.

Our Strategy

We intend to pursue the following key strategies to maintain and enhance our position as a leading
Asian coking coal mining company.

• Minimize operating cost and improve operating efficiency

• Continue to develop and diversify our long-term customer base and promote our own brand

• Expand and diversify our business operations through acquisitions, investments and joint
ventures

• Continued strong commitment to safety, the environment and social responsibility

See “Business – Our Strategy” for a detailed description of these strategies.
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Corporate Structure

As of December 31, 2018, our corporate structure is as follows:

Mongolian Coal Corporation Limited
Hong Kong

(100%)

Tianjin Zhengcheng Import and Export
Trade Co., Ltd

China
(51%)

Inner Mongolia Fangcheng Trade
Co., Ltd
China

(100%)

Baruun Naran S.a.r.l.
Luxembourg

(100%)

Khangad Exploration LLC
Mongolia
(100%)

Mongolian Coal Corporation S.a.r.l.
Luxembourg

(100%)

Energy Resources Corporation LLC
Mongolia
(100%)

Energy Resources LLC
Mongolia
(100%)

Enrestechnology LLC
Mongolia
(100%)

Ukhaa Khudag Water Supply LLC
Mongolia
(100%)

Tavan Tolgoi Airport LLC
Mongolia
(100%)

United Power LLC
Mongolia
(100%)

Energy Resources Rail LLC
Mongolia
(100%)

Mongolian Mining Corporation
(975 HK) Cayman Islands

Co-Issuer Subsidiary Guarantor Group

Corporate Information

We were incorporated in the Cayman Islands on May 18, 2010 as an exempted company with limited
liability under the Companies Law (as amended) of the Cayman Islands. Our principal place of business in
Mongolia is at 16th Floor, Central Tower, Sukhbaatar District 8, Ulaanbaatar 14200, Mongolia. Our place of
business in Hong Kong is at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong. Our registered
office is located at Cricket Square, Hutchins Drive, P.O. Box 2681, Grand Cayman, KY1-1111, Cayman
Islands. Our shares have been listed for trading on the Hong Kong Stock Exchange since October 13, 2010.
Our website is www.mmc.mn. Information contained on our website does not constitute part of this Offering
Memorandum.

Concurrent Transactions

Concurrently with this offering, we commenced (i) a tender offer (“2022 Notes Tender Offer”) for
cash for any and all of the outstanding 2022 Notes subject to a Maximum Offer Amount (as defined in the
Offer to Purchase Memorandum for the 2022 Notes Tender Offer); (ii) a consent solicitation (“Consent
Solicitation”) to amend the indenture entered into on May 4, 2017, between, among others, Energy Resources
LLC as issuer, MMC as parent guarantor, certain subsidiary guarantors named therein and The Bank of New
York Mellon as trustee, pursuant to which the 2022 Notes were issued, in order to eliminate certain of the
covenants, restrictive provisions and events of defaults; and (iii) a tender offer for cash up to US$50,000,000
(as such amount may be increased, decreased or otherwise modified by MMC in its sole discretion, the
“Tender Cap”) in principal amount of Perpetual Securities (“Perpetual Securities Tender Offer” and, together
with the 2022 Notes Tender Offer, the “Tender Offers”). On March 25, 2019, we announced the amendment
of certain terms of the Offer to Purchase Memorandum for the Tender Offers and the Consent Solicitation
(“Update Announcement”).
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As per the Update Announcement, the total consideration payable to holders for each US$1,000
principal amount of 2022 Notes validly tendered and accepted for purchase in the 2022 Notes Tender Offer
before the Early Tender Deadline for the Senior Notes of April 8, 2019 will receive US$1,050.00 (“Total
Offer Consideration”), which includes an Early Tender Premium of US$70.00. For each US$1,000 principal
amount of the outstanding 2022 Notes validly tendered after the Early Tender Date for the Senior Notes and
at or before the Expiration Time (defined below), holders will be eligible to receive the Total Offer
Consideration less the Early Tender Premium. ER LLC reserves the right, at its option, not to accept any
additional 2022 Notes tendered by holders after the Early Tender Deadline for the Senior Notes.

The total consideration payable to holders for each US$1,000 principal amount of Perpetual
Securities validly tendered and accepted for purchase in the Perpetual Securities Tender Offer before the
Early Tender Deadline for the Perpetual Securities of April 1, 2019 will receive an amount determined by a
modified Dutch auction (the “Repurchase Price”) which includes an Early Tender Premium of US$50.00. The
minimum and maximum offer (which includes the Early Tender Premium) must be US$450.00 and
US$510.00, respectively, per US$1,000 principal amount of Perpetual Securities. For each US$1,000
principal amount of the outstanding Perpetual Securities validly tendered after the Early Tender Date for the
Perpetual Securities and at or before the Expiration Time (defined below), holders will be eligible to receive
the Repurchase Price less the Early Tender Premium. The Company reserves the right, at its option, not to
accept any additional Perpetual Securities tendered by Holders after the Early Tender Deadline for the
Perpetual Securities.

As per the Update Announcement, the Tenders Offers are scheduled to expire at 11:00 am (Central
European time) on April 25, 2019, unless extended by us or earlier terminated (such date and time, as the
same may be modified, the “Expiration Time”). We intend to fund the purchase of the 2022 Notes and
Perpetual Securities tendered pursuant to the Tender Offers with the net proceeds from this offering. We
cannot assure you that the Tender Offers and/or Consent Solicitation will be consummated.

This Offering Memorandum is neither an offer to purchase nor a solicitation of an offer to sell or
buy the 2022 Notes or Perpetual Securities. Any offer to purchase the 2022 Notes or Perpetual Securities
will be made solely on the terms and subject to the conditions set forth in a separate offer to purchase
memorandum that will be directed to holders of the 2022 Notes and Perpetual Securities.
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SUMMARY OF THE NOTES

The following is a brief summary of the term of this offering and is qualified in its entirety by the
remainder of this Offering Memorandum. Terms used in this summary and not otherwise defined shall have
the meanings given to them in “Description of the Notes.”

Issuers ......................................... Mongolian Mining Corporation (the “Company”) and Energy
Resources LLC (the “Co-Issuer,” and together with the Company, the
“Issuers”)

Notes Offered .............................. US$440,000,000 aggregate principal amount of 9.25% Guaranteed
Senior Notes due 2024 (the “Notes”).

Maturity Date .............................. April 15, 2024

Interest ........................................ The Notes will bear interest from and including April 15, 2019 at the
rate of 9.25% per annum, payable semi-annually in arrears.

Interest Payment Dates ................. April 15 and October 15 of each year, commencing October 15, 2019.

Ranking of the Notes ................... The Notes are:

• general obligations of the Issuers;

• effectively subordinated to secured obligations of the Issuers, to
the extent of the value of the assets serving as security therefor;

• senior in right of payment to any existing and future obligations
of the Issuers expressly subordinated in right of payment to the
Notes;

• at least pari passu in right of payment with all other unsecured,
unsubordinated Indebtedness of the Issuers (subject to any
priority rights of such unsecured, unsubordinated Indebtedness
pursuant to applicable law);

• guaranteed by the Subsidiary Guarantors on a senior basis,
subject to the limitations described in “Description of the Notes –
The Subsidiary Guarantees” and in “Risk Factors – Risks
Relating to the Notes and the Subsidiary Guarantee”; and

• effectively subordinated to all existing and future obligations of
any subsidiaries of the Company other than the Co-Issuer and the
Subsidiary Guarantors.
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Subsidiary Guarantees .................. Each of the Subsidiary Guarantors will jointly and severally guarantee
the due and punctual payment of the principal of, premium, if any, and
interest on, and all other amounts payable under, the Notes. On the
Original Issue Date, all of the Company’s subsidiaries will be
restricted subsidiaries, and the initial Subsidiary Guarantors will
consist of Mongolian Coal Corporation Limited, Mongolian Coal
Corporation S.à.r.l., Energy Resources Corporation LLC, Energy
Resources Rail LLC, Tavan Tolgoi Airport LLC, United Power LLC.
Enrestechnology LLC, Ukhaa Khudag Water Supply LLC, Baruun
Naran S.à.r.l. and Khangad Exploration LLC. Tianjin Zhengcheng
Import and Export Trade Co., Ltd. and Inner Mongolia Fangcheng
Trade Co., Ltd. will not guarantee the Notes, and accordingly, such
entities and any future Restricted Subsidiaries of the Company that do
not become Subsidiary Guarantors are collectively referred to herein as
the “Non-Guarantor Restricted Subsidiaries.”

A Subsidiary Guarantee given by a Subsidiary Guarantor may be
released in certain circumstances. See “Description of the Notes – The
Subsidiary Guarantees – Release of the Subsidiary Guarantees.”

The Company will cause each of its future Wholly Owned Restricted
Subsidiaries which, directly or indirectly, own any mining deposits or
reserves or any mining license, as soon as practicable but in any event
within five days after becoming a Restricted Subsidiary, to execute and
deliver to the Trustee a supplemental indenture to the Indenture
pursuant to which such Restricted Subsidiary will guarantee the
payment of the Notes.

Notwithstanding the foregoing, the Company will not be obligated to
cause any Restricted Subsidiary to guarantee the Notes to the extent
such guarantee could reasonably be expected to give rise to or result in
any conflict with or violation of applicable law (or risk of personal or
criminal liability for the officers, directors, managers or shareholders
of such Restricted Subsidiary).

Ranking of the Subsidiary
Guarantees ...............................

The Subsidiary Guarantee of each Subsidiary Guarantor:

• is a general obligation of such Subsidiary Guarantor;

• is effectively subordinated to secured obligations of such
Subsidiary Guarantor (if any, to the extent of the value of the
assets serving as security therefor;

• is senior in right of payment to all future obligations of such
Subsidiary Guarantor expressly subordinated in right of payment
to such Subsidiary Guarantee;

• ranks at least pari passu with all other unsecured, unsubordinated
Indebtedness of such Subsidiary Guarantor (subject to any
priority rights of such unsecured, unsubordinated Indebtedness
pursuant to applicable law); and

• is effectively subordinated to all existing and future obligations
of any subsidiaries of the Company other than the Co-Issuer and
the Subsidiary Guarantors.
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Optional Redemption .................... At any time and from time to time on or after April 15, 2022, the
Issuers may at their option redeem the Notes, in whole or in part, at
redemption prices specified under “Description of the Notes – Optional
Redemption.” At any time and from time to time prior to April 15,
2022, the Issuers may at their option redeem the Notes, in whole or in
part, at a redemption price equal to 100% of the principal amount of
the Notes plus the Applicable Premium as of, plus accrued and unpaid
interest on the Notes redeemed, if any, to (but not including) the
redemption date. In addition, at any time and from time to time prior
to April 15, 2022, the Issuers may at their option redeem up to 35% of
the aggregate principal amount of the Notes with the Net Cash
Proceeds of one or more sales of Common Stock of the Company in
an Equity Offering at a redemption price of 109.25% of the principal
amount of the Notes, plus accrued and unpaid interest on the Notes
redeemed, if any, to (but not including) the redemption date; provided
that at least 65% of the aggregate principal amount of the Notes issued
on the Original Issue Date remains outstanding after each such
redemption and any such redemption takes place within 60 days after
the closing of the related Equity Offering.

In connection with any Change of Control Offer (as defined in the
“Description of the Notes”) or any other tender offer to purchase all of
the Notes for cash at a purchase price not less than par (“Cash Tender
Offer”), if Holders of not less than 90.0% of the aggregate principal
amount of the then outstanding Notes validly tender and do not validly
withdraw such Notes and the Issuers, or any third party making such
offer in lieu of the Issuers, purchases all of such Notes, the Issuers or
such third party will have the right, upon notice, to redeem all Notes
that remain outstanding following such purchase at a price equal to the
price paid to each other Holder in such Change of Control Offer or
Cash Tender Offer, plus accrued and unpaid interest, if any, to (but not
including) the redemption date.

Repurchase of Notes Upon a
Change of Control
Triggering Event .......................

Not later than 30 days following a Change of Control Triggering
Event, the Issuers will make an Offer to Purchase all outstanding
Notes at a purchase price equal to 101% of the principal amount
thereof plus accrued and unpaid interest, if any, to (but not including)
the Offer to Purchase Payment Date. See “Description of the Notes –
Repurchase of Notes Upon a Change of Control Triggering Event”.

Redemption for Tax Reasons ........ Subject to certain exceptions and as more fully described herein, the
Issuers may redeem the Notes, in whole but not in part, at a
redemption price equal to 100% of the principal amount thereof,
together with accrued and unpaid interest, if any, to the date of
redemption, if the Issuers or a Subsidiary Guarantor would be
obligated to pay certain Additional Amounts (as defined in the
“Description of the Notes”) as a result of certain changes in specified
tax laws. See “Description of the Notes – Redemption for Tax
Reasons.”
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Covenants .................................... The Notes, the indenture governing the Notes and the Subsidiary
Guarantees will limit the Company’s ability and the ability of its
Restricted Subsidiaries to, among other things:

• incur additional Indebtedness;

• make investments or other Restricted Payments;

• pay dividends or make other distributions;

• enter into agreements that restrict the Company’s Restricted
Subsidiaries’ ability to pay dividends;

• issue or sell Capital Stock of Restricted Subsidiaries;

• guarantee Indebtedness;

• enter into certain transactions with affiliates;

• create Liens;

• enter into Sale and Leaseback Transactions;

• sell assets;

• effect a consolidation or merger; and

• engage in different business activities.

All of these limitations are subject to a number of important
qualifications and exceptions. See “Description of the Notes – Certain
Covenants.”

Transfer Restrictions .................... The Notes will not be registered under the Securities Act or under any
state securities laws of the United States and will be subject to
customary restrictions on transfer and resale. See “Transfer
Restrictions.”

Form, Denomination and
Registration ..............................

The Notes sold will be issued only in fully registered form, without
coupons, in denominations of US$200,000 and integral multiples of
US$1,000 in excess thereof and will be initially represented by or held
by one or more global notes registered in the name of a nominee of
The Depository Trust Company.

Book-Entry .................................. The Notes sold will be issued in book-entry form through the facilities
of DTC for the accounts of its participants, including Euroclear and
Clearstream. For a description of certain factors relating to clearance
and settlement, see “Description of the Notes – Book – Entry;
Delivery and Form.”

Delivery of the Notes ................... The Issuers expect to make delivery of the Notes, against payment in
same-day funds on or about April 15, 2019 which is expected to be the
eighth business day following the date of this Offering Memorandum.

Trustee ........................................ The Bank of New York Mellon
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Principal Paying Agent ................. The Bank of New York Mellon

Transfer Agent and Registrar ........ The Bank of New York Mellon

Listing ........................................ Approval in-principle has been received for the listing and quotation of
the Notes on the Official List of the SGX-ST.

Governing Law ............................ The Notes, the Subsidiary Guarantees and the Indenture will be
governed by and will be construed in accordance with the laws of the
State of New York.

Risk Factors ................................ For a discussion of certain factors that should be considered in
evaluating an investment in the Notes, see “Risk Factors.”
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SUMMARY FINANCIAL INFORMATION AND OTHER DATA

The following summary consolidated statement of comprehensive income and summary consolidated
statement of cash flow data for the years ended December 31, 2016, 2017 and 2018 and the summary
consolidated statement of financial position as of December 31, 2016, 2017 and 2018 set forth below have
been derived from our consolidated financial statements which have been prepared in accordance with IFRS.
You should read the summary historical financial information below in conjunction with our financial
statements and the accompanying notes included in this Offering Memorandum.

Summary consolidated statement of profit or loss and other comprehensive income data

Year ended December 31,

2016 2017 2018

(in US$’000, except earnings per share)

Revenue ........................................................................... 120,028 476,364 590,710
Cost of revenue ................................................................ (120,346) (273,797) (360,310)
Gross (loss)/profit ............................................................ (318) 202,567 230,400

Other cost ........................................................................ (2,808) (862) (986)
Other net income/(loss) ..................................................... 4,116 (1,984) 2,146
Selling and distribution costs ............................................. (17,654) (56,631) (61,410)
General and administrative expenses .................................. (13,133) (19,097) (16,458)
(Loss)/Profit from operations .......................................... (29,797) 123,993 153,692

Finance income ................................................................. 1,186 48 134
Finance costs .................................................................... (122,705) (51,053) (55,529)

Net finance costs .............................................................. (121,519) (51,005) (55,395)

Gain from the Debt Restructuring ....................................... – 262,968 –

Share of (losses)/profit of associates .................................. (5) 163 171

Share of losses of joint venture........................................... (21) – (8)

(Loss)/Profit before taxation ............................................ (151,342) 336,119 98,460

Income tax ....................................................................... (2,650) (25,813) (16,050)

(Loss)/Profit for the year ................................................. (153,992) 310,306 82,410
Attributable to

Equity shareholders of the Company ............................... (154,248) 311,013 82,773
Non-controlling interests ................................................ 256 (707) (363)

Other comprehensive income for the year
(after reclassification adjustments)

Exchange differences on re-translation ............................... (47,504) 21,698 (36,676)

Surplus on revaluation of plants, buildings,
and machinery and equipment.......................................... 341,819 – –

Total comprehensive income for the year ........................ 140,323 332,004 45,734

(Loss)/Profit attributable to the equity shareholders of
the Company ................................................................ (154,248) 311,013 82,773

Total comprehensive income attributable to
the equity shareholders of the Company ...................... 140,067 332,711 46,097

Basic (loss)/earnings per share ........................................ (1.67) cents 3.13 cents 0.80 cents

Diluted (loss)/earnings per share ..................................... (1.67) cents 3.13 cents 0.80 cents
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Summary consolidated statement of financial position

As of December 31,

2016 2017 2018

(in US$’000)

Total non-current assets ..................................................... 1,463,062 1,484,669 1,483,460
Total current assets ........................................................... 113,331 146,763 234,508
Total assets ....................................................................... 1,576,393 1,631,432 1,717,968

Total current liabilities ...................................................... 1,035,157 234,530 290,351
Total non-current liabilities ................................................ 209,927 626,052 610,356
Total liabilities ................................................................. 1,245,084 860,582 900,707

Total equity attributable to equity shareholders of
the Company ................................................................. 330,711 770,959 817,733

Non-controlling interests ................................................... 598 (109) (472)
Total liabilities and shareholders’ equity ............................. 1,576,393 1,631,432 1,717,968

Summary consolidated cash flow data

Year ended December 31,

2016 2017 2018

(in US$’000)

Net cash generated from operating activities ....................... 29,350 95,620 158,600
Net cash generated from/(used in) investing activities ......... 44,262 (82,883) (89,373)
Net cash used in financing activities .................................. (61,561) (17,767) (43,028)

Other financial data

Year ended December 31,

2016 2017 2018

(in US$’000, except otherwise indicated)

Adjusted EBITDA(1) .......................................................... 7,013 177,071 218,299
Adjusted EBITDA margin(2) ............................................... 5.8% 37.2% 37.0%
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Notes:

(1) We calculate Adjusted EBITDA by adding income tax, share of profit/(loss) of associates and joint venture, net finance costs, gain
from the Debt Restructuring (as defined below), depreciation and amortization, impairment loss on trade and other receivables,
provision losses on coal inventories, gain on disposal of property, plant and equipments and assets held for sale, equity-settled
share-based payment expenses, and employee benefit accrued for the year as calculated under IFRS. We have included Adjusted
EBITDA data because such data is commonly used by investors to measure a company’s ability to service debt. Adjusted EBITDA
is not, and should not be used as, an indicator or alternative to profit from operations, profit for the year or cash flow as reflected
in our consolidated financial statements, is not intended to represent funds available for debt service, dividends or other
discretionary uses, is not a measure of financial performance under IFRS and should not be considered in isolation or as a
substitute for measures of performance prepared in accordance with IFRS. Investors should not compare Adjusted EBITDA to
EBITDA presented by other companies because not all companies use the same definition. For example, we subtract the
depreciation expense associated with mining equipment while other competitors who own their equipment do not subtract this cost.
Investors should also note that the Adjusted EBITDA as presented herein is calculated differently from Consolidated EBITDA as
defined and used in the Indenture governing the Notes. See “Description of the Notes – Definitions” for a description of the
manner in which Consolidated EBITDA is defined for purposes of the Indenture governing the Notes. The following table
reconciles our profit attributable to the equity shareholders of the Company for the year under IFRS to the definition of Adjusted
EBITDA for the periods indicated:

Year ended December 31,

2016 2017 2018

(in US$’000)

(Loss)/Profit for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (153,992) 310,306 82,410
Adjustments

Income tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,650 25,813 16,050
Share of profit/(losses) of associates and joint venture . . . . . . . . . . . . . . . . 26 (163) (163)
Net finance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121,519 51,005 55,395
Gain from the Debt Restructuring . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – (262,968) –
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,707 51,014 63,873
Impairment loss on trade and other receivables . . . . . . . . . . . . . . . . . . . . . . . . (436) – –
Provision losses on coal inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,315 – –
Gain on disposal of property, plant and equipment and

assets held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (524) (90) (99)
Equity-settled share-based payment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,195 1,355 677
Employee benefit accrued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (447) 799 156

Adjusted EBITDA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,013 177,071 218,299

(2) Adjusted EBITDA margin is calculated by dividing Adjusted EBITDA by revenue.

Operation Data

Year ended December 31,

2016 2017 2018

(in US$’000, except otherwise indicated)

ROM coal production (Mt) ................................................ 3.0 8.3 10.9
Average stripping ratio (actual) (bcm/t) .............................. 4.5 4.4 5.0
Total coal sales (Mt) ......................................................... 1.6 4.4 4.7
Average sales price per tonne of HCC (US$ per tonne)(2) ..... 77.2 130.3 139.7

Notes:

(1) See “Management’s Discussion and Analysis of Financial Condition and Results of Operations – Factors Affecting Results of
Operation and Financial Condition – Global Coking Coal Prices and Average Selling Prices” for a description of the factors
affecting average sales prices of our coal.

(2) Average sales price is the blended average of HCC sold under all sales terms, excluding sales of coal procured from third party
sources in China.
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RISK FACTORS

In addition to other information in this Offering Memorandum, you should carefully consider the
following risk factors before making any investment decision in relation to the Notes. If any of the events
described below occurs, our business, prospects, financial condition and results of operations could be
materially and adversely affected and the market price of the Notes could decline. See “Definitions” and
“Glossary” for specific or specialized vocabulary used in this section.

Risks Relating to our Business and Industry

We have significant levels of indebtedness, which could adversely affect us or the holders of the Notes.

As of December 31, 2018, we had US$436.2 million outstanding principal amount of short-term and
long-term borrowings. See “Description of Other Material Indebtedness and Perpetual Securities”.

There can be no assurance that we will be able to obtain extensions of our credit facilities in the
future as they mature or alternative sources of financing. In the event that we are unable to obtain extensions
of these facilities, or if we are unable to obtain sufficient alternative funding at reasonable terms, we will
have to repay these borrowings with cash generated by our operating activities. There can be no assurance
that our business will generate sufficient cash flow from operations to repay these borrowings. In addition,
repaying these borrowings with cash generated by our operating activities will divert our financial resources
from the requirements of our ongoing operations and growth, and may have a material adverse effect on our
business, prospects, financial condition and results of operations. Furthermore, we are subject to interest rate
fluctuations on our financial indebtedness which may adversely impact our cash flow if prevailing interest
rates increase. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations
– Quantitative and Qualitative Disclosures about Market Risk – Interest Rate Risk”. If any of the events
occurs, our liquidity will be materially and adversely affected.

We have net current liabilities and are dependent on future cash flows generated from our business
and obtaining additional financing to support our business operations and to continue as a going
concern.

We have cash requirements for ongoing operating expenses, working capital, general corporate
purposes and for interest and principal payments on our outstanding borrowings. In the auditor’s report with
respect to our financial statements for the years ended December 31, 2016, 2017 and 2018, our independent
auditor included a paragraph in their opinion about the material uncertainty relating to our ability to continue
as a going concern due to net current liabilities of US$921.8 million, US$87.8 million and US$55.8 million
as of December 31, 2016, 2017 and 2018, respectively, indicating the existence of a material uncertainty
which may cast doubt on our ability to continue as a going concern. The net current liabilities were
primarily attributable to overdue payables to contractors accumulated during the market downturn. We
underwent a restructuring in 2017 during which certain of our creditors exchanged their securities or loans
into new securities or loans with a lower principal amount, and have continued to service the remaining
amount of payments due to the contractors. If we are unable to generate sufficient revenue and cash flows
from our operations to service these payments or secure additional financing to meet our obligations, we may
be forced to reduce expenditures or not be able to continue as a going concern.

In addition, our financial statements included in this Offering Memorandum have been prepared on a
going concern basis, which contemplates the realization of assets and the satisfaction of liabilities in the
normal course of business. Our ability to continue as a going concern is substantially dependent on our
ability to generate revenue and cash flows from operations and our ability to secure additional financing to
meet our working capital and financing requirements. Our ability to do so is dependent, among other things,
upon the current economic environment and the sustainability of the price of coking coal in the market. If
there is an adverse change to our profits, cash flow or ability to obtain additional financing, our financial
statements may need to be prepared on an alternative authoritative basis and adjustments relating to the
recoverability and classification of recorded asset amounts or the classification of liabilities may need to be
made, which may have a material adverse effect on our business, prospects, financial condition and results of
operations and the trading process of the Notes.
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Coking coal prices are cyclical and subject to significant fluctuation.

Our results of operations are highly dependent on world coal prices, which tend to be highly cyclical
and subject to significant fluctuations. The global coal markets are sensitive to changes in coal mining
capacity and output levels, patterns of demand and consumption of coal from the steel industry and other
industries, for which coal is the principal raw material, and changes in the world economy. During a
prolonged coking coal down cycle between 2012 and the first half of 2016, the price of coking coal
decreased materially and reached historical lows in the last decade, primarily as a result of oversupply and
excessive production capacity in the steel and coking coal industries, particularly in China. Excess
production of steel in other regions, such as India, may also impact the global oversupply of steel products
and put additional pressure on China’s steel production and its profitability. However, due to measures by the
Chinese government to mitigate excessive capacity in the aforementioned industries, the global coking coal
market recovered starting from the second half of 2016 and has remained stable since then. However, the
coking coal market could fluctuate in the future depending on the global economy and in particular the
Chinese economy, and there can be no assurance that we will not experience another prolonged coking coal
down cycle in the future. Changes in coal prices could have a material and adverse effect on our business,
prospects, financial condition and results of operations.

Our results of operations are subject to economic, political and legal developments in China.

Substantially all of our sales are made, and are expected to continue to be made in the future, to
customers based in China. Accordingly, the economic, political and social conditions, as well as government
policies, of China may affect our business. The Chinese economy differs from the economies of most
developed countries in many respects, including: (i) structure; (ii) level of government involvement; (iii)
level of development; (iv) growth rate; (v) control of foreign exchange; and (vi) allocation of resources. The
Chinese economy has been transitioning from a planned economy to a more market-oriented economy. For
the past three decades, the Chinese government has implemented economic reform measures emphasizing the
utilization of market forces in the development of the Chinese economy. Changes in Chinese political,
economic and social conditions, laws, regulations and policies could materially and adversely affect our
business, prospects, financial condition and results of operations.

The growth of the Chinese economy has been uneven across different geographic regions and
different economic sectors. In order to stabilize national economic growth, the Chinese government may
adopt macroeconomic policies that include measures to restrict excessive growth in specific sectors of the
economy, such as the steel industry. We cannot predict future economic reforms or the effects that any such
measure may have on our business, prospects, financial condition or results of operations. The Chinese
government exercises significant control over the growth of the Chinese economy through the allocation of
resources, controlling payment of foreign currency-denominated obligations, setting monetary policy and
providing preferential treatment to particular industries or companies as it deems fit. In the past, the Chinese
government has implemented a number of measures, such as raising bank reserves against deposit rates to
place additional limitations on the ability of commercial banks to make loans and raise interest rates, in
order to suppress the growth of specific segments of the Chinese economy which it believed to be
overheating. These actions, as well as future actions and policies of the Chinese government to exert
influence over certain segments of the economy, could materially and adversely affect the level of overall
economic activity and our Chinese customers’ liquidity and access to capital and hence, in turn, affect our
ability to operate our business.

In addition, there can be no assurance that the Chinese economy will continue to grow, or that its
growth will be steady or in geographic regions or economic sectors to our benefit. Since substantially all of
our sales will be made into China, we depend heavily on general economic conditions in China for our
continued growth. A downturn in China’s economic growth or a decline in its economic conditions may have
a material and adverse effect on our business, prospects, financial condition and results of operations.

26



The Government of Mongolia could determine that any one or more of our projects in Mongolia is a
Mineral Deposit of Strategic Importance and could take an equity, production, profit sharing or other
interest in any of our projects.

Pursuant to the 2006 Minerals Law, the Parliament has sole discretion to designate mineral deposits
to be Mineral Deposits of Strategic Importance. The Government of Mongolia is entitled to participate on an
equity basis with the license holder in the exploitation and/or mining of each Mineral Deposit of Strategic
Importance on terms to be negotiated between the Government of Mongolia and such license holder. Details
of any mineral reserves must be filed by the relevant license holder with the Government of Mongolia, and
those deposits on the Strategic Deposits List represent most of the largest and highest profile deposits in
Mongolia. In addition to deposits currently on the Strategic Deposits List and the additional Tier 2 Deposits
List, the Parliament may at any time designate other deposits not yet currently on either list to be Mineral
Deposits of Strategic Importance, add such deposits to either the Strategic Deposits List or the Tier 2
Deposits List and, in the former case, commence negotiations with the relevant license holder with respect to
the terms under which the Government of Mongolia will take an interest in such deposit.

Parliament Resolution No. 27, 2007 “On designation of some mineral deposit as Mineral Deposit of
Strategic Importance” specifically states that, as one of the Mineral Deposits of Strategic Importance, the
Tavan Tolgoi area shall constitute license areas held by Tavan Tolgoi JSC, ER LLC and Erdenes Tavan
Tolgoi. On October 3, 2018, the Government of Mongolia issued Resolution No. 300 “On defining the
boundaries of some mineral deposits of strategic importance” by which boundary coordinates of the Tavan
Tolgoi were defined and whereby the Government of Mongolia expanded the boundaries for Tavan Tolgoi by
including the areas under the BN and THG mining licenses. The Company has not yet received any
notification or letter from the Government with regards to the consequences or follow-up actions of the
above-mentioned resolution. However, there can be no assurance that our BN deposit will not be designated
by the Parliament as a Mineral Deposit of Strategic Importance or the Government will not take equity or
other interest in this deposit.

Under the 2006 Minerals Law, the size of the Government of Mongolia’s equity participation is
determined largely by the level of state funding which has been provided for the exploration of any deposit
of strategic importance, with the Government of Mongolia entitled to participate up to 50% in the event that
there has been state funding. Pursuant to the Amendment Law to the Minerals Law of 2006 dated February
18, 2015, the percentage of the state share shall be determined by an agreement on exploitation of the
deposit, considering the amount of investment made by the state, and the amount of state shares determined
under such agreement can be replaced with royalty. There can be no assurance that no legislation will be
enacted which further strengthens the Government of Mongolia’s right to participate or increase the volume
of the participation percentages in privately held mineral resources in Mongolia such as ours.

In the past, state funds were used to conduct some of the exploration activities of our deposit. In
accordance with the 2006 Minerals Law, on September 12, 2008, we entered into an agreement with MRAM
and agreed to repay US$1.18 million of state funds used in the historical exploration activities associated
with our UHG mine and we paid the agreed amount in full on June 11, 2010. Also, on November 17, 2010,
we entered into an agreement with MRAM and agreed to repay US$21,576.8 of the state funds used in the
historical exploration activities associated with our BN mining license and we paid the agreed amount in full
on March 31, 2011.

Moreover, the 2006 Minerals Law also contains provisions requiring any company which holds a
Mineral Deposit of Strategic Importance to list no less than 10% of its shares on the Mongolian Stock
Exchange. This particular provision of the 2006 Minerals Law has not yet been enforced and it is not clear
how it will be enforced in practice.

In February 2007, the Parliament declared the six mining licenses originally held by us to be
Mineral Deposits of Strategic Importance under the 2006 Minerals Law. After taking into consideration the
economic development policies of Mongolia, we decided to sign the Minerals License Transfer Agreement,
pursuant to which we agreed to transfer five of our six mining licenses to the Government of Mongolia. We
assumed no liability after these five mining licenses were transferred to the Government of Mongolia and
received no cash consideration for the transfer of five of the six mining licenses to the Government of
Mongolia. Our UHG deposit was on the list of Mineral Deposits of Strategic Importance, but having entered
into the Minerals License Transfer Agreement with the Government of Mongolia, the Government of
Mongolia guaranteed that such mining license would not be terminated or amended by requiring state equity

27



participation on the development. Our Mongolian counsel, ELC LLP Advocates, has confirmed that the
Minerals License Transfer Agreement is valid, binding and enforceable in accordance with its terms and is
binding on the Government of Mongolia. ELC LLP Advocates has also confirmed that the Government of
Mongolia has under the Minerals License Transfer Agreement waived its right under the 2006 Minerals Law
to participate jointly with us (by compulsorily taking a 50% or other ownership interest in ER LLC or the
relevant minerals) in the exploitation of the minerals deposit covered by Mining License MV-011952, or
withhold any further permits or licenses or access to infrastructure necessary for such exploitation provided
that we apply for the same in accordance with relevant rules. However, no assurance can be made that the
Government will not take equity or other interest in our UHG mine.

Our licenses and permits are subject to termination, renewal and other uncertainties.

Our most significant licenses are (i) the license covering our UHG deposit located in the Tavan
Tolgoi coal formation located in South Gobi Province, which gives us the right to mine coal within the
license area for a period of 30 years commencing from August 29, 2006, (ii) our BN mining license covering
our BN deposit located in South Gobi Province, which gives us the right to mine coal within the license area
for a period of 30 years commencing from December 1, 2008, and (iii) our THG mining license covering our
BN deposit located in Tsaikhar Khudag, which gives us the right to mine coal within the license area for a
period of 30 years commencing from June 24, 2013, all of which are extendable twice, each for an
additional 20 years, subject to certain conditions. We must maintain a variety of other licenses, permits and
related agreements in our regular course of business, including those related to water and land use, vehicles
and the environment.

The Government of Mongolia could revoke any of our licenses or permits if we fail to satisfy our
obligations thereunder, including payment of fees, royalties and taxes to the Government of Mongolia and
the satisfaction of certain mining, environmental, health and safety requirements. Although we have made all
such payments within the permitted time frame pursuant to invoices issued by relevant authorities, there have
been instances in the past where local authorities have delayed in certifying our water usage amounts and
acknowledging receipt of payment against issued invoices. We cannot assure you that similar delays by
relevant authorities may not occur again. In addition, records maintained by relevant authorities with respect
to our permits and licenses, and payments thereunder, may not be up to date and may contain omissions and
ambiguities, and we cannot assure you that such uncertainties will not impact the validity of our permits and
licences in the future. As we conduct our operations through contractors, any failure by these contractors to
perform under their operating agreements may result in our failure to satisfy our obligations under our
licenses. As a result, our mining licenses could be terminated by the Government of Mongolia, which will
materially and adversely affect our business, prospects, financial condition and results of operations. In
addition, we could require additional licenses or permits to conduct our mining or exploration operations in
Mongolia or to export coal to China. There can be no assurance that we will be able to obtain and maintain
such licenses or permits on terms favorable to us, or at all, for our future intended mining or exploration
targets in Mongolia, or that such terms would not be subject to various changes.

The accuracy of our resources and reserves estimates is based on a number of assumptions and we
may produce less coal than our current estimates.

Our resources and reserves estimates are based on a number of assumptions in accordance with the
JORC Code. There can be no assurance that our resources and reserves will be recovered in the quantities,
qualities or yields presented in this Offering Memorandum. Coal resources and reserves estimates are
inherently prone to variability. They involve expressions of judgment with regard to the presence and quality
of mineralization and the ability to extract and process the mineralization economically. These judgments are
based on a variety of factors, such as knowledge, experience and industry practice. The accuracy of these
estimates may be affected by many factors, including the quality of the results of drilling and sampling of
the coal deposits and analysis of the coal samples and the procedures adopted and experience of the
person(s) making the estimates. There are risks associated with such estimates, including that coal mined
may be of a different or inferior quality, volume, overburden strip ratio or stripping cost from the resource
estimates. Such estimates may also be revised following further exploration or analysis. We may at any time
commission a new report to estimate the resources and reserves of our deposits.
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If we encounter mineralization or geological or mining conditions different from those predicted by
historical drilling, sampling and similar examinations, we may have to adjust our mining plans in a way that
may materially and adversely affect our business, prospects, financial condition and results of operations and
reduce the estimated amount of coal resources and reserves available for production plans.

You should not assume that the resources estimated are capable of being directly reclassified as
reserves under the JORC Code. The inclusion of resources estimates should not be regarded as a
representation that these amounts could be exploited economically. You are cautioned not to place undue
reliance on resources and reserves estimates.

Coal markets are highly competitive and are affected by factors beyond our control.

We sell substantially all of the coal we produce into China. We compete with Chinese, Mongolian
and other foreign coal producers (primarily from Australia) in the Chinese coal market. Competition in the
Chinese coal market is based on many factors, including, among others, price, production capacity, coal
quality and characteristics, transportation capability and costs, border crossing efficiency, blending capability
and brand name. The Chinese coal market is highly fragmented and we face price competition from local
coal producers which may enjoy certain operational cost advantages, such as lower expenditure on safety and
regulatory compliance and lower transportation costs than we do due to their location. Australian coal
producers have low operational costs and some of our international competitors may have greater coal
production capacity as well as greater financial, marketing, distribution and other resources than we do, and
may benefit from more established brand names in international markets. As Mongolia is a landlocked
country sharing borders only with China and Russia, we may be unable to access other markets if there is
reduced demand for coal from China. Our inability to maintain our competitive position as a result of these
or other factors could materially and adversely affect our business, prospects, financial condition and results
of operation.

We are dependent on two sources for diesel and any impact to its availability would affect our
operations.

We are dependent on two major providers, NIC and Shunkhlai, to meet our diesel use needs. For the
years ended December 31, 2016, 2017 and 2018, NIC provided 84.8%, 58.4% and 70.3%, respectively, of
our diesel needs and Shunkhlai provided 15.2%, 41.6% and 27.0%, respectively. Although we have signed
fuel supply agreements with NIC and Shunkhlai, which will respectively expire in May 2020 and December
2019, there can be no assurance that we will be able to successfully renew such agreements on acceptable
terms or at all, or that our suppliers will continue to supply diesel on terms that are acceptable to us or that
we will be able to maintain our relationships with our current suppliers or establish new supplier
relationships to ensure a steady supply of diesel in a timely and cost efficient manner. If there is a sudden
increase in the price of diesel supplied by such providers or we are unable to renew our agreements, and if
we are unable to find suitable alternatives, our business, prospects, financial condition and results of
operations may be materially and adversely affected.

We may be adversely affected by future economic downturns that reduce the demand for steel, in
particular, any economic downturn in China.

Any future economic downturn that reduces the demand for steel will have a negative impact on the
demand for steel in China. China’s steel demand grew 8% year-on-year to 768 Mt in 2017, contributing 45%
to global demand according to the World Steel Association. However, slowdown in China’s construction-
centric steel demand and trade disputes with the United States continue to present headwinds to the market,
with concerns over China’s overall future growth amidst weaker trade data and economic indicators
continuing to put downward pressure on the steel sector. As substantially all of our coking coal is currently
sold to China and, we believe, is principally used in the manufacture of steel in China, a reduction in the
demand for steel in China would directly reduce the demand for our coking coal. Construction has been one
of the principal uses of steel in China, and any slowdown in the construction sector of the Chinese economy,
whether as a result of falling housing prices, oversupply or otherwise, could significantly reduce the demand
for steel in China. As Mongolia is a landlocked country sharing borders only with China and Russia, unless
we benefit from transit transportation agreement with our neighbor countries, we may be unable to access
other markets if there is reduced demand for coal in China. This would have a material and adverse impact
on our business, prospects, financial condition and results of operations.

29



Disruptions in transportation could adversely affect our business and sales of our coal.

Substantially all of our coal production is exported into China. Thus, our mining operations are
highly dependent on road and rail services in Mongolia and China. Inadequate and underdeveloped
transportation infrastructure on both the Mongolia and Chinese sides of the border affects the pricing terms
under which we sell our coal to customers and the willingness and ability of our customers to purchase coal
from us. Our customers factor in any delays and the costs and availability of transportation in determining
whether to purchase coal products from us and the prices they are willing to pay.

A bottleneck in the transportation of coal from our UHG mine to customers in China may arise if
the road connecting our UHG mine to the GS border crossing does not have sufficient capacity to support
any increase in the amount of cargo traffic or is affected by external factors such as disruptions caused by
bad weather or delays or closures by governmental authorities for any reason. In the second half of 2017, the
queues at the GS border crossing reached over 100 km long, causing transportation bottlenecks which
negatively impacted our sales volume. In July and August 2018, the roads from the mine to the Mongolia
side of the border were closed for over 10 days due to heavy rains and flooding. While the Company had
backstock and was able to continue its operations without disruption, the closure could have impacted the
Company’s financial performance had the disruption continued. There is no assurance that future
transportation bottlenecks or closures will not materially and adversely impact our operations and financial
performance. The hours of operation, the handling capacity and the potential closure of the GS and GM
border crossings also affect our ability to expedite the movement of our coal transportation. There can be no
assurance that the Mongolian and Chinese governments will continue to support further development and
expansion of border-crossing handling capacity or that the respective customs authorities will handle our coal
shipments in an efficient manner or in priority over other coal or freight being transported by other parties.
Border closings have been happening and could happen due to the central or local government policies and
decisions, customs control and other relevant authority supervision on importing operation, installation and
application of new or revised registration and supervision systems, delayed CIQ release for imported coal, or
local authority decision, which adversely affected our sales performance, transport and operation. For
example, in 2017, facing increased truck congestion due to the reduced cross border throughput at the
GS-GM border crossing point, the Government of Mongolia issued a resolution to temporarily halt customs
clearance at mine sites in Tavan Tolgoi area. Therefore, direct shipments from UHG to GM were stopped. As
such, coal shipments were handled from UHG to TKH. Once coal inventory accumulated at TKH, it was
further shipped for export from TKH to GM. In November 2018, the Government of Mongolia, after lifting
the ban imposed on customs clearance, once again directed that coal transportation be conducted using the
two-step UHG-TKH and TKH-GM routes. Due to actions taken by relevant authorities in China and/or
Mongolia, the average number of trucks going through the GS-GM border crossing experienced significant
fluctuations in the past, which affected border crossing throughput. There can be no assurance that such
events will not occur in the future.

We use the UHG-GS paved road, which is owned and operated by Erdenes MGL, under a toll fee
arrangement pursuant to the Auto Road Use Agreement entered into with the Gashuun Sukhait Auto Road
LLC in 2018. There can be no assurance that the fees for the usage of the road will not increase or that our
coal hauling operations on any part of this paved road will not be suspended or terminated in the future.

The Government of Mongolia is pursuing the development of a railway between TT and GS, and on
July 9, 2018, the Government of Mongolia established “Tavan Tolgoi Railway”, a stated-owned enterprise, to
proceed with the construction of the UHG-GS railway. However, there can be no assurance that the railway
will be constructed in a timely manner in the near future. In addition, the Government of Mongolia may
impose tariffs on the railway use at a level which makes future railway transportation uneconomical. There
can be no assurance that, in such situations, there would be any other cost-effective means of transporting
coal to our primary markets in China. As a result, our coal sales may be constrained and our results of
operation may be adversely affected.

In China, rail and road infrastructure and capacity have in the past been affected by extreme weather
conditions, earthquakes, delays caused by major rail accidents, the diversion of rolling stock needed to
deliver emergency food relief and seasonal congestion during public holidays.

There can be no assurance that any of these aforementioned events, or other new events will not
occur in the future. A substantial portion of our costs are spent on transportation. If any of the
aforementioned were to occur, our transportation costs could significantly increase. Moreover, customers may
not be able to take delivery of our coal, which may lead to delays in payment or refusal to pay for our coal.
As a result, our business, prospects, financial condition and results of operations could be materially and
adversely affected.
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We may need additional capital if we decide to make any new investments.

In the past, we engaged in certain infrastructure project investments. If we decide to undertake any
new investment plans in the future, we will need additional capital. Our ability to obtain adequate financing
in a timely manner and on acceptable terms, or at all, will be subject to a variety of uncertainties including,
but not limited to, capital and financial market conditions, our financial condition and cash flows, political,
economic and other conditions. The terms of any debt facilities may also impose restrictive covenants that
may limit our business and operations. In the event that we breach any of these covenants, we may not be
able to obtain waivers from our lenders. Our inability to raise additional funds may have a material adverse
effect on our business, prospects, financial condition and results of operations. See “– We have significant
levels of indebtedness, which could adversely affect us or the holders of the Notes”.

Difficult conditions in the global economy and financial markets may adversely affect our financial
condition and results of operations.

We have been, and in the future will continue to be, materially affected by geopolitical, economic
and market conditions, including factors such as the liquidity of the global financial markets, the level and
volatility of debt and equity prices, interest rates, currency and commodities prices, investor sentiment,
inflation and the availability and cost of capital and credit. The stress experienced by the global financial
markets that began in the second half of 2007 has continued or increased in varying degrees in different
regions over the years. The financial markets continue to be impacted by general uncertainty, and growth
rates have remained low. The slow economic recoveries in Japan and Europe as well as the impact of the
United Kingdom’s withdrawal from the European Union have contributed to higher global volatility.
Concerns over possible inflation or deflation, uncertainty relating to currency exchange rates and interest
rates, the availability and cost of credit, continued high debt levels in Europe, volatility in commodity, oil,
debt and equity prices, all have contributed to a general decline in lending activity by financial institutions
and in commercial lending markets and increased volatility. In addition, tighter monetary policy in the
United States could further undermine financial stability in emerging market economies. The U.S. Federal
Reserve Bank last raised interest rates in December 2018, which was the ninth time these rates were raised
since the global financial crisis in 2007, and the current administration has indicated plans to further raise
rates in the future. Expectations for the global economy and the markets in the near term remain unclear.

Furthermore, a downturn in China’s economy and restrictive minerals polices could materially and
adversely affect our revenues and results of operations. As we export a significant part of our products into
China, the results of our operations and financial condition are sensitive to and dependent upon the level of
economic activity in China. China’s rates of gross domestic product growth have decreased in recent years,
and future developments in or affecting the Chinese economy could impair our ability to proceed with our
business plan or materially adversely affect our business, financial condition, or results of operations Any
slowdown in China’s economic development might lead to tighter credit markets, increased market volatility,
sudden drops in business and consumer confidence and dramatic changes in business and consumer
behaviors.

The credit tightening environment may affect our ability to obtain financing, or banks may even
reduce the amount of or discontinue the banking facilities currently available to us. An environment of credit
tightening can adversely affect our ability to secure sufficient financing to fund our projects. Any capital
expenditure project will be highly dependent upon our ability to obtain additional financing, which is subject
to a variety of uncertainties, including:

• our future financial condition and credit rating;

• general market conditions for financing activities;

• our share price; and

• Government of Mongolia policies and regulations relating to coal mining enterprises and lending
in general.

External financing may not be available in a timely manner, on acceptable terms, or at all. If we are
unable to expand our capacity, we may be unable to grow our business and remain competitive, or provide
services to companies with significant capacity requirements, which may have a material adverse effect on
our ability to grow our revenue.
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Our mining activities are subject to operational risks, hazards and unexpected disruptions.

Our mining activities are subject to a number of operational risks and hazards, some of which are
beyond our control, and could delay the production and delivery of our coal, increase our cost of mining or
result in accidents in our mine. These risks and hazards include unexpected maintenance or technical
problems, periodic interruptions due to inclement or hazardous weather conditions, natural disasters such as
earthquakes, industrial accidents, power, water, explosives or fuel supply interruptions or increase in price of
such supplies, critical equipment failure, malfunction and breakdowns of information management systems,
fires, and unusual or unexpected variations in mineralization, geological or mining conditions. These risks
and hazards may result in personal injury, damage to or destruction of properties or production facilities,
environmental damage, business interruption, possible legal liability, damage to our business reputation and
corporate image and, in severe cases, fatalities. During the three years ended December 31, 2016, 2017 and
2018, one traffic accident occurred in connection with our coal transportation, which resulted in a fatality,
and no accidents occurred in connection with operations. See “Business – Safety and Environmental
Matters”. As of December 31, 2018, none of these accidents resulted in a significant financial or operational
impact to our operations. There can be no assurance that accidents will not occur in the future. Such
accidents may have a material adverse effect on our reputation, business, prospects, financial conditions and
results of operations.

We are subject to stringent health and safety laws and regulations that give rise to significant costs
and could give rise to significant liabilities.

We may also experience safety incidents or accidents at our mine sites. Despite our efforts to
monitor and reduce accidents at our facilities, health and safety incidents do occur, some of which may
result in costs and liabilities and negatively impact our reputation or the operations of the affected facility.
Such accidents could include explosions or gas leaks, fires or collapses in underground mining operations,
vehicular accidents, and other accidents involving mobile equipment or exposure to potentially hazardous
materials. Some of our industrial activities involve the use, storage and transport of dangerous chemicals and
toxic substances, and we are therefore subject to the risk of industrial accidents which could have significant
adverse consequences for our workers and facilities, as well as the environment. Such accidents could lead to
production stoppages, loss of key personnel, the loss of key assets or put at risk employees (and those of
subcontractors and suppliers) or persons living near affected sites.

We are subject to a broad range of health and safety laws and regulations in Mongolia. These laws
and regulations, as interpreted by relevant agencies and the courts, impose increasingly stringent health and
safety protection standards. The costs of complying with, and the imposition of liabilities pursuant to, health
and safety laws and regulations could be significant, and failure to comply could result in the assessment of
civil and criminal penalties, the suspension of permits or operations and lawsuits by third parties. In
addition, under certain circumstances authorities could require our facilities to curtail or suspend operations
based on health and safety concerns.

We may not be successful in developing and operating our BN mine.

We acquired our BN mining license in June 2011 and commenced operations at our BN mine in
February 2012. On June 24, 2013, we were granted the THG mining license to cover another 8,340 hectares
area contiguous to the BN mining license originally acquired. The development and operation of coal mines
is subject to a broad range of operational, regulatory, geological and economic risks. There can be no
assurance that we will be able to successfully develop and operate this mine or that the economics and scope
of coal production from this mine will meet our expectations or be economical at all. For instance, from
2014 until the third quarter of 2017, we suspended our operations at BN mine to consolidate our personnel
and assets at our UHG mine as part of our cost reduction measures taken in response to deteriorating market
conditions.

Before the suspension of the mining in 2014, we were engaged in owner mining conducted by
personnel of the Group at our BN mine. We have engaged contractors to mine coal at our UHG mine since
its opening and therefore have limited direct experience mining coal. We cannot assure you that we will be
able to successfully conduct our own mining operations at our BN mine. In addition, there can be no
assurance that we would be able to maintain our current contractors or engage new contractors at the BN
mine on satisfactory terms, or at all. If we fail to successfully develop and operate our BN mine, we may
have to write off all or a portion of the mining rights recognized in connection with the acquisition, which
amounted to US$502.2 million as of December 31, 2018.
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We may have to make additional payments under the acquisition agreement for our BN mining
license.

We acquired our BN mining license in 2011. If the specified semi-annual ROM production exceeds
5.0 Mt, the consideration is subject to adjustment of the royalty provision contained therein and we may be
required to make additional payments or royalties during the period in which such mine is operational.
Although we consider the probability of such royalty provision very low as the Company has sole control
over its production volume, we cannot assure you that such adjustment will not occur. The determination of
our production volume is generally based on a variety of factors such as the market conditions and our
development strategies, and we may not be able to lower the production volume or make any adjustment to
our production activities for the sole purpose of such royalty provision. To the extent that any such amounts
become payable, the payment of such amounts could adversely affect our financial condition. A failure to
pay such amounts would constitute a default under the acquisition agreement and potentially cross defaults
under our other existing and future contractual arrangements.

The development of any new technology or the use of alternative supply sources in the production of
iron and steel may directly impact the demand for coking coal.

The demand for coking coal is directly correlated with the production of crude steel. As a result, any
alternative energy source, such as PCI coal, or any heavy fuel oil injection into blast furnaces, or any new
technology in steel production, such as electric arc furnace which omits coke from the steel production
process, if adopted by steel manufacturers in China, would negatively affect the demand for coking coal.
This could, in turn, materially and adversely affect our business, prospects, financial condition and results of
operations.

We may not be successful in future acquisitions or may encounter difficulties in integrating and
developing the acquired assets or businesses.

We plan to increase our mineral resources through acquisitions of companies with existing
exploration rights and additional mining assets. In addition to mining licenses and mining assets, if we are
presented with strategically attractive opportunities, we may acquire other businesses or assets that are
complementary to our business. We do not have specific timetables for these plans and there can be no
assurance that we will be successful in these acquisitions. In addition, we must receive various regulatory
approvals or permits in order to develop new reserves or businesses. Our inability to successfully acquire
companies with existing exploration rights and additional mining assets, develop mineral resources or obtain
necessary governmental approvals may have a material adverse effect on our business, prospects, financial
condition and results of operations.

Future acquisitions may also expose us to potential risks and unforeseen operating difficulties and
expenditures, including risks associated with the assimilation of new technologies, businesses and personnel,
unforeseen or hidden liabilities, the diversion of management attention and resources from our existing
business and the inability to generate sufficient revenues to offset the costs and expenses of an acquisition.
Any difficulties encountered in the acquisition and integration process may have a material adverse effect on
our business, prospects, financial condition and results of operations.

We may dispose of our assets or sell majority or minority stakes in our subsidiaries.

We may dispose of some of our assets or sell majority or minority stakes in our subsidiaries,
including our BN mine, if we are presented with strategically attractive opportunities or seek funding
opportunities. If we take on joint venture partners, we will be subject to risks associated with jointly owning
and managing projects. No assurance can be given that we will or will not engage in, or as to the timing of,
any such disposals or joint venture activities and there can be no assurance that we will be successful in
these ventures should they occur.
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Our mining operations from which we derive all of our operating cash flows and sales are currently
concentrated at two mining sites.

Our mining operations are currently concentrated at our UHG and BN mines. Though we
commenced operations at our BN mine in February 2012, from 2014 until the end of the third quarter of
2017, we suspended our mining plan for the BN mine in order to consolidate our personnel and assets at our
UHG mine as part of our cost reduction measures taken in response to deteriorating market conditions. We
resumed our BN mine operations starting from the fourth quarter of 2017. All of our current operating cash
flows and sales are currently derived from the sale of coal produced from the two mines. Any significant
operational or other difficulties in the mining, processing, storing or transporting of coal at or from our UHG
or BN mine could reduce, disrupt or halt our coal production, which would materially and adversely affect
our business, prospects, financial condition and results of operations.

We rely on our contractors to perform key aspects of our operations.

Currently, we cooperate with Thiess, our mining contractor, at our UHG mine. Substantially all of
the mining equipment used in our UHG mine is provided by Thiess and their personnel supervise the
maintenance of our mining operations and our personnel supervise essentially all of our mining operations.
Actual mining activities are conducted by our employees who have been trained by Thiess personnel. At the
BN mine, we engage Mongolian domestic contractors with formal contracts and no termination penalties or
charges are payable by us. See “Business – Mining and Processing.” Failure by Thiess or any of such other
contractors to perform their respective contractual obligations or the loss of their services could materially
and adversely affect our business, prospects, financial condition and results of operations. If Thiess or our
BN contractors terminate their contracts with us, the amount of remedies we may be able to receive may not
be sufficient to cover losses we may sustain. There can be no assurance that replacement contractors could
be found in a timely manner or at all, or would be able to perform at the same competencies, at the same
prices or on the same terms as our current contractors if any of our contractors cease to perform their
services or terminate their contracts with us. In addition, if we decide to terminate our agreement with
Thiess, we will be required to purchase all equipment provided by Thiess at a specific value.

We use the paved road connecting our UHG mine to the border crossing at GS, which is owned and
operated by Erdenes MGL.

We use a paved road that is approximately 240 km from our UHG mine to GS to transport all of our
coal products to China under the Auto Road Use Agreement dated May 21, 2018, and currently we pay a toll
fee of MNT3,200 (approximately US$1.21), excluding VAT, per tonne of coal we transport on the road. The
term of the Agreement was until January 1, 2019 and is automatically extended unless either party has given
notice of termination prior to the expiration date.

While we are able to continue to use the paved road under a toll fee arrangement within the scope of
the Auto Road Use Agreement with Gashuun Sukhait Auto Road LLC, there can be no assurance that we
would have access to enough capacity on the road to transport all of our current coal output, and any future
increases of our coal output, on the road. See “Business – Transportation and Logistics.” Furthermore, we
will not be able to use the paved road under a toll fee arrangement if our usage falls out of the scope of the
Auto Road Use Agreement. Also, there is no assurance that the paved road would be well maintained or
would not encounter other operational problems. In addition, the Government of Mongolia, who is the owner
and operator of the paved road, might propose to increase the toll fee rate, narrow the current scope of the
toll fee arrangement or refuse to extend or pursue such contractual arrangement in future. If any such event
occurs, there can be no assurance that we would find an alternative route to transport our products, and even
if we can, it may be on less favorable terms than the paved road. If we are unable to use the paved road, our
transportation capacity will be materially and adversely affected and our transportation cost will increase.

Our dependence on our major customers may cause significant fluctuations or declines in our
revenues.

Substantially all of our coal production is exported into China and we have a concentrated group of
major customers. For the years ended December 31, 2016, 2017 and 2018, our sales to our five largest
customers accounted for 54.0%, 68.1% and 84.4%, respectively, of our total sales. For the years ended
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December 31, 2016, 2017 and 2018, our sales to our single largest customer accounted for 13.0%, 38.4% and
41.0%, respectively. Although we are planning to expand our customer base, we anticipate that our
dependence on our major customers will continue in the near future. There can be no assurance that we will
be able to retain these customers or that they will maintain current level of business with us. If there is a
reduction or cessation of orders from any of these customers for any reason, our business, prospects,
financial condition and results of operations will be materially and adversely affected.

Our ability to receive payments for coal sold and delivered depends on the continued
creditworthiness of our customers. Competition with other coal suppliers could force us to extend credit to
customers and on terms that could increase the risk of payment default. The bankruptcy of any of our
customers could materially and adversely affect our business, prospects, financial condition, and results of
operations.

Our insurance may not be adequate to cover losses or liabilities that may arise.

We do not maintain adequate insurance against some operational and infrastructure risks and natural
disasters. In particular, we do not have insurance coverage for acts or omissions of our contractors. Under
our agreements with mining contractors, insurance against risks or loss to operations is provided by our
mining contractors for each of the relevant mining areas. However, some of our contractors may not carry
adequate liability coverage.

We have obtained insurance policies from global insurers covering various aspects of our business
operations, including property damage for our main assets such as processing plants and power plant,
director and officer liabilities, personal injury and health insurance, excluding mining properties. Such
policies may not be adequate to cover all losses or liabilities that may be incurred by us. Also, insurance
may only be available at premium levels that are prohibitively expensive so we may be unable to renew our
existing policies or enter into new policies. As a result, losses incurred or payments we may be required to
make may have a material adverse effect on our business, prospects, financial condition and results of
operations to the extent such losses or payments are not insured or the insurance proceeds are not adequate.

Increases in the costs, or our accessibility to sources, of fuel and blasting materials could negatively
affect our operating costs or disrupt or delay production.

NIC and Shunkhlai, the two largest oil product importers and retailers in Mongolia, supply us with a
majority of our fuel requirements. Both suppliers source substantially all of their fuel from Russia. While we
have reserved the option to contract with other fuel suppliers, there is no assurance that we would be able to
source the requisite amounts of fuel necessary to run our operations from other suppliers if there were an
interruption in the fuel supply from Russia to Mongolia or from NIC and Shunkhlai to us. We also engage
local suppliers for blasting services for our mining operations.

We directly bear the costs of fuel and blasting services. We do not engage in any fuel hedging
arrangements to cover our fuel price risk. Any significant increases in the price of fuel or shortages of fuel
or increases in the price of blasting services would cause a corresponding increase in our costs or limit our
operations, either of which could result in termination of sales contracts by our customers and materially and
adversely affect our business, prospects, financial condition and results of operations.

Issues with local communities may materially and adversely affect our business.

Issues with the local communities directly or indirectly associated with our business activities might
arise. These issues may result in community protests, blocking of roads and third-party claims. For instance,
in 2013, herders from the Khanbogd soum of Umnugobi province made a complaint to the European Bank
for Reconstruction and Development and a number of mining companies operating in the region, including
us, with respect to the usage of dirt roads for the transportation of coal and commodity transportation and
the impacts on pasture land. There is no assurance that future complaints will not occur. Moreover, the
failure to successfully settle any local community issues could divert our management’s attention and
resources and have a material and adverse effect upon our business, reputation, prospects, financial condition
and results of operations.
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Our business depends substantially on the continuing efforts of our executive officers and our mining
contractors and our ability and the ability of our mining contractors to attract and retain qualified
technical personnel.

Our business depends substantially on the continued services of our executive officers and, to a
significant extent, on our ability to attract, train and retain qualified technical personnel, particularly those
with expertise in coal mining and production. There can be no assurance that we will be able to attract or
retain qualified technical personnel. Our executive officers and key employees primarily include Mr.
Odjargal Jambaljamts, Dr. Battsengel Gotov, Mr. Oyunbat Lkhagvatsend, Ms. Ulemj Baskhuu, Ms. Uurtsaikh
Dorjgotov, Mr. Tuvshinbayar Tagarvaa and Mr. Baasandorj Tsogoo. If one or more of our executive officers
or key employees were unable or unwilling to continue providing their services to us, we might not be able
to replace them with persons of equivalent expertise and experience within a reasonable period of time or at
all. If any of our executive officers or key employees joins a competitor or forms a competing company, we
may lose customers, suppliers, know-how and key personnel and staff members. If any dispute arises
between such employees and us, there can be no assurance as to the extent to which any non-competition
undertakings of such employees could be enforced in our favour or at all. If we lose any of our executive
officers and key employees, our business may be severely disrupted, our financial condition and results of
operations may be materially and adversely affected, and we may incur additional expenses to recruit, train
and retain personnel. Furthermore, some of our technical personnel are trained by our contractors. If our
contractors cease to train our technical personnel, we may not be able to train or find qualified parties to
train our technical personnel. In addition, we believe our future success will depend on our contractors’
continued ability to attract and retain their own skilled and qualified personnel. Any difficulty in our
contractors’ ability to attract, recruit, train and retain skilled and qualified personnel could materially and
adversely affect our operations. As our business has grown and is expected to continue to grow rapidly, our
ability to train and integrate new employees into our operations may not meet the growing demands of our
business.

We could experience labor disputes that may disrupt our operations.

A majority of our employees are represented by labor unions and are covered by collective
bargaining or similar agreements, which are subject to periodic renegotiation. Strikes or work stoppages
could occur prior to, or during, negotiations preceding new collective bargaining agreements, during wage
and benefits negotiations or during other periods for other reasons, in particular in connection with any
announced intentions to adapt the footprint. We may experience strikes and work stoppages at various
facilities. Prolonged strikes or work stoppages, which may increase in their severity and frequency, may have
an adverse effect on our operations and financial results. The risk of strikes and work stoppages is
particularly acute during collective bargaining agreement negotiations. The Company is also obliged to
comply with the Tripartite Agreement on Labour and Social Coherence of the Geology, Mining and Heavy
Industry Sector executed by relevant representatives of the ministry, trade unions and employers of the
mining and heavy industry sector which sets (i) labour relations; (ii) wage rates; (iii) professional
development of employees; (iv) social issues; (v) occupational health, safety issues; and (vi) labour union
rights of those operating in the industries which are represented.

The interests of our principal shareholder, MCS Mongolia, may differ from those of our other
shareholders or of the holders of the Notes.

As of December 31, 2018, MCS Mongolia indirectly owned approximately 31.43% of our issued
share capital. Accordingly, MCS Mongolia has substantial influence over our business, including decisions
regarding mergers, consolidations and the sale of all or substantially all of our assets, election of directors
and other significant corporate actions, timing and amount of our dividend payments, and otherwise controls
or influences actions that require the approval of our shareholders and may impact the holders of the Notes.
These actions may be taken even if they are opposed by our other shareholders or are not in line with the
interests of the holders of the Notes. We believe that third parties may be discouraged from making a tender
offer or bid to acquire us because of this concentration of ownership. For further information on the
ownership of the Shares, see the section headed “Corporate Structure” and “Principal Shareholders” in this
Offering Memorandum.
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Foreign currency fluctuations could affect expenses and any future earnings and our ability to service
the Notes.

We are exposed to foreign exchange fluctuations with respect to the U.S. dollar, the RMB and the
MNT. Our financial results are reported in U.S. dollar. The salaries for local laborers in Mongolia are paid in
MNT. Sales of coal into China have been and may continue to be settled in RMB. Since our headquarters are
in Ulaanbaatar, Mongolia, a portion of our other expenses are in MNT. Our financial obligations are
denominated primarily in U.S. dollars. As a result, our financial position and results are impacted by the
exchange rate fluctuations between the aforementioned currencies and the U.S. dollar.

The MNT and RMB exchange rates could fluctuate widely against the U.S. dollar or any other
foreign currency in the future. The Government and/or Chinese government may adopt reforms of its
exchange rate system that may adversely affect the exchange rate of MNT and RMB against the U.S.
dollar,it may adversely impact our ability to service our U.S. dollar denominated indebtedness and other
obligations. Furthermore, any depreciation of the MNT or RMB will decrease the value of dividends and
other distributions payable by our subsidiaries in foreign currency terms. See “Management’s Discussion and
Analysis of Financial Condition and Results of Operations – Quantitative and Qualitative Disclosures about
Market Risk – Foreign Currency Exchange Risk”.

The Chinese government may tighten its restrictions on the import of Mongolian coal or adopt policies
favorable to Chinese coal producers.

The Chinese government has imposed a 3% import tax on coking coal and a 6% import tax on
thermal coal imports since October 2014. There can be no assurance that the Chinese government will not
increase such import tax rates or directly or indirectly adopt any other policies that support domestic Chinese
coking coal producers. The Chinese government may also delay, restrict or close its border crossing with
Mongolia for various reasons, such as political differences with the Mongolian government. See
“– Disruptions in transportation could adversely affect sales of our coal” for a detailed discussion on border
crossing issues. If we are unable to sell our coal into China on commercially viable terms or at all, there can
be no assurance that we will be able to sell our coal to customers in any other jurisdiction. Furthermore, as
the only paved road with capacity to transport our coal leads to the Chinese border and all of our coal
currently passes through China, any restriction on the transport of Mongolian coal through China will
effectively prohibit our coal from reaching any of our Chinese customers or potential overseas customers
unless a transit transportation agreement through China is materialized.

The Chinese government may take steps towards the adoption of more stringent environmental
regulations.

In April 2016, China signed the Paris Agreement, a global agreement on the reduction of climate
change, by which it has committed to peak its carbon dioxide emissions around 2030 and to make best
efforts to peak earlier. In particular, the Chinese government is moving towards more rigorous enforcement
of applicable environmental laws and regulations and the adoption of more stringent environmental
standards. If efforts to increase energy efficiency, control greenhouse gas emissions and enhance
environmental protection result in a decrease in coal consumption in China, our revenue may significantly
decrease and our business may be materially and adversely affected.

Our mining operations present environmental risks.

All phases of our operations are subject to the environmental regulations of Mongolia. For example,
we must complete an environmental protection plan for the Government of Mongolia’s approval and
complete a report prepared by an independent expert on environmental compliance every year.

Failure to comply with applicable laws or regulations or to obtain the necessary permits may result
in enforcement actions, including orders issued by regulatory or judicial authorities causing operations to
cease or be curtailed, and may include corrective measures requiring capital expenditures, installation of
additional equipment, or remedial actions. Parties engaged in mining operations may be required to
compensate those suffering loss or damage by reason of the mining activities and may have civil or criminal
fines or penalties imposed for violations of applicable laws or regulations.
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Environmental regulation is evolving in a manner which will likely require stricter standards and
enforcement, increased fines and penalties for non-compliance, more stringent environmental assessments of
proposed projects and a heightened degree of responsibility for companies and their officers, directors and
employees. There can be no assurance that future changes in environmental regulation, if any, will not
materially and adversely affect our business, prospects, financial condition and results of operations. The
Government of Mongolia’s approvals and permits are also often required in connection with various aspects
of our operations. To the extent such approvals or permits are required and not obtained, we may be delayed
or prevented from proceeding with planned exploration or development of our mineral properties.

Since 2011, a number of environmental laws and regulations have been renewed, which include
imposition of new fees for water pollution and increase in water resource utilization fees upon adoption of
the Law on Water Pollution Fee and the Law on Environmental Resources Utilization Fee in 2012. Water
resources are scarce in the arid Gobi desert region. According to the aforementioned laws, the fee for water
usage is calculated as a percentage defined by the Government within a limit specified in the Law on
Environmental Resources Utilization Fee of the base ecological-economic value. The base value is
determined by the Government Resolution 302 in 2011, base indicator for such value is determined by the
Government Resolution 327 in 2013 and applicable percentage for fee calculation is defined by Government
Resolution 326 in 2013. The ecological-economic value of water also differs based on the purpose of the
usage and the source of water, that is, surface and underground water. For instance, base value for
underground water in Tuul river basin is MNT9,440 per cubic meter while in Galba-Uush Doloodin Gobi
river basin is MNT3,996 which we use for our CHPP. There can be no assurance that the base value or fee
rates applicable for the fee will not be increased in the near future. Changes to the current laws, regulations
and permits governing operations and activities of mining companies, including more stringent
implementation or increases in or imposition of new fees, could have a material adverse impact on us
including increases in our capital expenditures or production costs, reductions in our production and
abandonment or delays in development of new mining properties.

Information in this Offering Memorandum regarding future plans reflects current intentions and is
subject to change.

Whether we ultimately implement the business plans described in this Offering Memorandum, and
whether we achieve the objectives described in this Offering Memorandum, will depend on a number of
factors including, but not limited to, the availability and cost of capital; current and projected coal prices;
coal markets; availability of heavy equipment, supplies and personnel; success or failure of activities in areas
similar to those in which our projects are situated; and changes in estimates of project completion costs. We
will continue to gather information about our projects, and it is possible that additional information will
cause us to alter our schedule or determine that a project should not be pursued at all. Accordingly, our plans
and objectives may change from those described in this Offering Memorandum.

Destabilizing events in other parts of the world could interrupt our business.

Continued geopolitical instability and conflict in the Middle East, events relating to terrorist and
violent attacks around the world and natural disasters increase the uncertainty of global economic prosperity
and could lead to an economic slowdown and recessionary pressures globally and in Asia. We cannot assure
you that further terrorist acts or other destabilizing events will not occur in the future. In addition, although
such acts and events have not been targeted at or directly affected Mongolia, our assets or those of our
customers, we cannot assure you that they will not do so in the future. Our current insurance policies do not
cover terrorist attacks or other such destabilizing events. Any terrorist attack, natural disaster or other such
event, including damage to our infrastructure or that of our customers, could cause interruption to our
business and materially and adversely affect our business, financial condition, results of operations, cash
flows and prospects.

We face risks related to health epidemics and other outbreaks of contagious diseases.

Our business could be adversely affected by the outbreaks of severe acute respiratory syndrome
(“SARS”), Middle East respiratory syndrome, avian influenza or other contagious diseases. Mongolia
experienced an outbreak of the H1N1 strain of swine influenza in November 2009. The Government imposed
a curfew on shops and restaurants, halted long distance transport services and closed schools. Additionally,
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there have been reports of outbreaks of a highly pathogenic avian flu, caused by the H5N1 virus, in certain
regions of Asia and Europe since 2003. In 2010, there were a limited number of reported cases of avian flu
in Mongolia although to date there have not been any confirmed cases of human infection. In January 2019,
Mongolia experienced another H1N1 outbreak in Mongolia resulting in at least seven deaths. There have
been reports on the occurrences of avian flu, H5N1 virus, H1N1 influenza, H7N9 influenza and Middle East
respiratory syndrome in various parts of China, including a few confirmed cases of human infection. An
outbreak of avian flu in the human population of China could result in a widespread health crisis that has the
potential to spread to Mongolia and could adversely affect the economies and financial markets of many
countries, particularly in Asia. Additionally, any recurrence of swine influenza or SARS, a highly contagious
form of atypical pneumonia, similar to the occurrence in 2003 which affected China, Hong Kong, Taiwan,
Singapore, Vietnam and certain other countries, would also have similar adverse effects. As a significant
portion of Mongolia’s economy relies on trade with China and all of our customers are located in China,
these outbreaks of contagious diseases, or the fear of these outbreaks, and other adverse public health
developments in China, could have a material adverse effect on our business, financial condition and results
of operations. We have not adopted any written preventive measures or contingency plans to combat any
future outbreak any epidemic or outbreak of disease.

Inclement weather may adversely affect our operations.

Inclement weather may require us to evacuate personnel or curtail operations and may cause damage
to our mine site, transportation roads and loading facilities. This could result in the temporary suspension of
operations or generally reduce our productivity. In the years ended December 31, 2016, 2017 and 2018, we
suspended our mining operations at UHG mine for a total of seventeen days due to inclement weather. Since
acquiring BN mining license in 2011, we suspended our mining operations at BN mine for a total of five and
a half days due to inclement weather. We suffered no material losses due to the inclement weather, but there
can be no assurance that inclement weather will not cause significant losses in the future. Any damage to our
mine site, transportation roads and loading facilities caused by prolonged periods of inclement weather could
materially and adversely affect our business, prospects, financial condition and results of operations.

Risks Relating to Mongolia

Mongolia’s economy has experienced recent periods of slow or negative growth.

In the past, Mongolia has experienced periods of slow or negative growth, high inflation and a
devaluation of the Mongolian currency. Historically, certain policies implemented by the Government from
time to time have caused fiscal imbalances or current account deficits. While the Government has
implemented various measures to stabilize the economy and reduce the budget deficit, factors outside of its
control, such as the collapse of copper prices in 2008, continued weak commodity prices or a slowdown in
China’s economic growth, may materially and adversely affect the economy and operating environment in
Mongolia. Consequently, our business operations and assets are subject to the effects of these policies or
trends.

In addition, Mongolia has received support and resources from the international community.
Mongolia has also issued the US$1.5 billion “Chinggis Bonds,” of which the first repayment of US$500
million was made in January 2018 with the remaining US$1.0 billion to mature in 2022, the US$500.0
million “Mazaalai Bonds” which mature in April 2021 and US$600 million 8.75% “Khuraldai Bonds” which
mature in March 2024. Mongolia has also entered into a US$250.0 million syndicated loan facility arranged
by Credit Suisse, with a term of five years, under which the full amount was drawn down in 2016 and will
mature in 2021. Mongolia’s economic growth further slowed to 1.0% real GDP growth in 2016 compared to
2.4% in 2015 and 7.9% in 2014. In addition, the Togrog experienced sharp depreciation in August 2016. On
September 30, 2016, Mongolia requested financial assistance from the IMF to address these economic issues
and ease its balance of payments pressure. On May 24, 2017, the IMF announced a program of financial
assistance for Mongolia which includes approximately US$434.3 million in an extended fund facility as part
of a broader US$5.5 billion financing package supported by Japan, Korea, China, the World Bank and the
Asian Development Bank (“ADB”). On October 26, 2017, Mongolia issued a US$800 million 5.625% bond
to make the first US$500 million repayment of the Chinggis Bonds and to finance the repayment of its
RMB1.0 billion bonds which matured in June 2018.
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A continued or further slowdown in the Mongolian economy, including a significant deterioration of
the fiscal budget or the value of the Togrog, an increase in interest rates or future volatility of global
commodity prices could adversely affect the ability of Mongolia to meet its obligations under its outstanding
borrowings. Substantially all of our business operations and assets are based in Mongolia. As a result, our
income, results of operations and the quality and growth of our assets depend, to a large extent, on the
performance of the Mongolian economy. This, in turn, could adversely affect our business, the quality of our
assets, our financial performance and trading in the Notes.

Financial assistance to be provided by the IMF will be subject to certain conditions.

The Government finalized the terms of the IMF’s financial assistance package on May 24, 2017. The
IMF approved a three-year extended fund facility, which had previously been agreed at the staff level on
February 19, 2017, in a total amount of SDR 314.5 million (approximately US$434.3 million) loan for
Mongolia as part of a broader approximately US$5.5 billion financing package supported by Japan, Korea,
China, the World Bank and ADB. Collectively, these measures are intended to provide near-term fiscal relief
as Mongolia continues to develop its substantial mineral resources and the economy stabilizes over the
coming years. The financing parameters underpinning the program that have been agreed with the IMF
assume that external private creditor exposure will be maintained at its current level over the program
period, on terms consistent with debt sustainability and that gross financing needs will remain at prudent
levels during the post-program period. Further, the IMF’s extended fund facility is subject to quarterly
reviews regarding a number of the Government’s commitments, including in respect of the primary balance
of the government, net official international reserves and net domestic assets of the Bank of Mongolia. A
continuous performance criterion will be applied to non-concessional short-term external debt and
accumulation of external payment arrears. The agreements with the IMF also include an indicative target on
foreign exchange reserves. If the Government is unable to comply with these or other requirements of the
IMF’s financial assistance package, we cannot assure you that such financial assistance would continue to
remain available, which could in turn materially and adversely affect Mongolia’s liquidity position, economic
stability, development prospects and investor confidence.

Any downgrade of Mongolia’s credit rating could have a material adverse effect on us.

Any downgrade in Mongolia’s sovereign rating or placement of Mongolia on ratings watch may have
an adverse effect on the market value and trading price of the Notes. Furthermore, as a consequence of any
downgrade, our ability to obtain external funding to meet obligations may be adversely affected. A credit
rating may not reflect the potential impact of all risks related to the structure, market, additional factors
above and other factors that may affect the value of the Notes issued.

Mongolia faces uncertainty with regard to legislation on labor and occupational hazard safety
requirements.

The Labor Law of Mongolia is adopted by the Parliament in 1999. Notwithstanding a number of
amendments made within last twenty years, the core principles of such law remain stable through last two
decades. However, there can be no assurance that such law will not be revised and legal requirements will
not be strengthened with stricter regulatory framework.

With regards to changes made in occupational hazard safety legal framework, on 14 May 2015, the
Law on Labor Safety was amended and, the employers have become responsible for subscribing for the
employees insurance equivalent to salary of not less than 36 months in the case that the job position is
considered as a job with high risk as determined by the Government of Mongolia. The Government of
Mongolia has not yet approved the list of job position with high risk. There is no assurance that job
positions in mining section will not be included in the list and the cost of labor safety and sanitation will not
increase.
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There is a draft of new Labor Law submitted to the Parliament in 2018. The draft introduces broader
range of labor regulation issues and major changes in respect with basic of international labor standards. The
draft states that an employee shall be entitled to refuse to work or perform its duty if the employer fails to
meet the requirements under the labor safety laws and regulations. These strict provisions regarding the labor
safety issues would impose additional responsibilities on the employer. The draft is still pending and is
expected to be discussed and adopted in 2019 spring session of the Parliament.

There is uncertainty as to whether the courts of Mongolia would enforce judgments in original actions
brought in Mongolia, of liabilities against us, our directors or officers predicated upon the U.S.
federal or state securities laws.

We have been advised by our Mongolian legal counsel, ELC LLP Advocates, that there is
uncertainty as to whether the courts of Mongolia would enforce judgments in original actions brought in
Mongolia, of liabilities against us, our directors or officers predicated upon the U.S. federal or state
securities laws. Mongolian courts will not enforce judgments of U.S. courts obtained against us, our directors
or officers predicated upon the civil liability provisions of the U.S. federal or state securities laws in the
absence of a bilateral treaty between Mongolia and the United States or the mutual recognition of court
judgments between the two countries. As of the date of this Offering Memorandum, no such treaty exists.

Mongolia faces uncertainty with regard to implementation of recent changes in tax laws.

The General Taxation Law, the Law on Corporate Income Tax, the Law on Personal Income Tax, the
Law on State Registration of Legal Entity, the Minerals Law and the Law on Land were respectively
amended in November 2017 in order to introduce a new concept of “ultimate holder” whose direct or
indirect transfer or sale of the Mongolian legal entities holding (i) minerals exploration or mining license
and/or (ii) land possession or use right may be considered as an “indirect sale of rights” which is subject to
30% withholding tax in Mongolia if such person loses its “ultimate holder” status after the said transfer or
sale.

In addition, the Law on State Registration of Legal Entities was revised on June 21, 2018, and
instead of “ultimate holder”, the new definition of “ultimate owner” was introduced and defined under
Article 3.1.6 of the Law on Anti-Money Laundering and Terrorism Financing. In accordance such revision,
the following individuals shall be considered as ultimate owner of a legal entity:

– solely or together with others having ownership over the substantial part of the company’s
properties;

– managing the company’s activities by oneself or by others; or

– enjoying benefits and profits of the company by way of controlling the company, any and all of
the company’s transactions and the implementation activities of such transactions.

As of the date of this Offering Memorandum, Mr. Odjargal Jambaljamts has been registered with the
state registration and taxation authorities as the ultimate owner of the subsidiaries of the Group which hold
minerals licenses and land rights in Mongolia, namely, ER LLC, Khangad Exploration LLC and Tavan Tolgoi
Airport LLC.

Pursuant to the Corporate Income Tax Law and the relevant methodologies approved by the Ministry
of Finance, the 30% tax rate shall be applicable to the transactions involving either or both of mining
licenses and land rights. The primary methods to determine taxable amount of the share transfer transaction
whereby directly or indirectly transferring shares of the company holding minerals license and/or land rights
in Mongolia, are referral to the disclosed consideration of such share transfer. However, another assumingly
calculated taxable amount may become mandatory, if such disclosed consideration of mining license transfer
or land rights is 20% cheaper than the value estimated under the relevant methodologies, or is somehow
cheaper than the estimation made as per the Land Law.
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On June 22, 2018, revised versions of the Law on Corporate Income Tax, together with relevant
changes to other laws, were submitted to the Parliament. According to the proposed amendments, only when
the transactions involve full or partial disposal of direct or indirect interests held by shareholders holding
more than 30% stake in legal entities with exploration and mining licenses and land possession rights, will
such transactions be subject to a 10% tax rate (in lieu of the original 30% tax rate) imposed on “sale of
rights” in Mongolia. Such taxation shall be withheld and paid by the subject holder of exploration and
mining licenses and land possession rights.

On March 22, 2019, the Parliament of Mongolia adopted certain amendments to taxation related laws
with effect from January 1, 2020. Although the final version of the amendments has not yet been released,
from the drafts submitted to the Parliament, it is understood that such tax rate is to be reduced to 10% and
also a threshold is to be introduced to define “ultimate holder” as an individual or legal entity holding a 30%
or more beneficial interest in a legal entity which holds certain types of rights (including, relevantly,
minerals licenses and/or land rights). As such, we expect to amend our filings with the state registration and
taxation authorities accordingly, by specifying that no individual has beneficial ownership meeting such
criteria applicable to the transactions involving either or both of mining licenses and land rights. The final
adoption of the amendments is subject to presidential veto, and there can be no assurance that the
amendments will not be vetoed, or that the final amendments will conform to the draft amendments or that
the law as finally adopted and implemented will conform to our expectations.

Pursuant to the Law on Excise Tax, the Government is entitled to determining the rate of excise duty
for diesel and gasoline with regard to the nature of the sector. Since the latest government resolution of
setting the rates applicable for imported diesel and gasoline came into effect on January 19, 2015, the rates
have been adjusted and modified seven times. In terms of recent changes in excise duty, gasoline with octane
below 95 will be imported to Mongolia using “0” percent excise duty tax while diesel fuel, which is mainly
used for the Company’s operation activities, is subject to MNT280,000 of excise duty per tonne. There can
be no assurance that the rates applicable for diesel fuel will not be increased in the future.

On November 10, 2016, the Law on Social Insurance (1994) was amended and the mandatory
contribution rate of the social benefit insurance payable by employers for its employees was increased from
0.8% to 1.0% of the employee’s gross pay, while the maximum contribution rate for industrial accidents and
occupational diseases payable by the employers for its employees was decreased from 3.0% to 2.8%. These
changes came into effect on January 1, 2017 and they were designed to benefit employees by changing the
composition of the social insurance’s sub-contribution rates. However, equal level of increase and decrease in
the above-mentioned sub-contribution rates payable by the employers for its employees at work, except ones
on maternity leave, will not cause any change in the overall rate of social insurance contribution payable by
the Company.

Pursuant to the amendments to the Law on Social Insurance (1994) in April 2017, the rate of the
sub-contribution pension, which is a component of the social insurance contribution, payable by each of
employee and employer has been approved to gradually increase from 7% to 9.5% of the salary income on
an annual basis, and such increase will persist till 2020. Therefore, the overall rate of the social insurance
contribution payable by employer will increase to 12.7% by January 1, 2020. Effective in 2019, such rate of
social insurance contribution is 8.5% and applied to both the employers and the employees. However, there
can be no assurance that such rate of contribution will not be further increased and therefore increase the
Company’s salary cost.

Our ability to conduct our business activity in Mongolia is subject to political risk.

Our ability to efficiently conduct our business activities is subject to changes in government policy
or shifts in political attitudes within Mongolia that are beyond our control. Government policy may change
to discourage foreign investment, nationalization of mining industries may occur or other government
limitations, restrictions or requirements not currently foreseen may be implemented. There can be no
assurance that our assets will not be subject to nationalization, requisition or confiscation, whether legitimate
or not, by any authority or body. The provisions under Mongolian law for compensation and reimbursement
of losses to investors under such circumstances may not be effective to restore the value of our original
investment. In addition, Mongolia may experience political instability. Such instability could have a material
adverse effect on economic or social conditions in Mongolia and may result in outbreaks of civil unrest,
terrorist attacks or threats or acts of war in the affected areas, any of which could materially and adversely
affect our business, prospects, financial condition and results of operations.
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Legislation in Mongolia may be subject to conflicting interpretations.

The Mongolian legal system exhibits several of the qualitative characteristics typically found in
developing countries and many of its laws, particularly with respect to matters of taxation, are still evolving.
The legal framework in Mongolia is, in many instances, based on recent political reforms or newly enacted
legislation, which may not be consistent with long-standing local conventions and customs. Local institutions
and bureaucracies responsible for administrating laws may lack a proper understanding of the laws or the
experience necessary to apply them in a modern business context. Many laws have been enacted, but in
many instances they are neither understood nor enforced and may be applied in an inconsistent, arbitrary
manner, while legal remedies may be uncertain, delayed or unavailable. A transaction or business structure
that would likely be regarded under a more established legal system as appropriate and relatively
straightforward might be regarded in Mongolia as outside the scope of existing Mongolian law, regulation or
legal precedent. As a result, certain business arrangements or structures and certain tax planning mechanisms
may carry significant risks. In particular, when business objectives and practicalities dictate the use of
arrangements and structures that, while not necessarily contrary to settled Mongolian law, are sufficiently
novel within a Mongolian legal context, it is possible that such arrangements may be invalidated. The legal
system in Mongolia has inherent uncertainties that could limit the legal protections available to us, which
include: (i) inconsistencies between laws; (ii) limited judicial and administrative guidance on interpreting
Mongolian legislation; (iii) substantial gaps in the regulatory structure due to delay or absence of
implementing regulations; (iv) the lack of established interpretations of new principles of Mongolian
legislation, particularly those relating to business, corporate and securities laws; (v) a lack of judicial
independence from political, social and commercial forces; and (vi) bankruptcy procedures that are not well
developed and are subject to abuse.

The Mongolian judicial system has relatively little experience in enforcing the laws and regulations
that currently exist, leading to a degree of uncertainty as to the outcome of any litigation. It may be difficult
to obtain swift and equitable enforcement, or to obtain enforcement of a judgment by a court of another
jurisdiction. In addition, while legislation has been enacted to protect private property against expropriation
and nationalization, due to the lack of experience in enforcing these provisions and political factors, these
protections may not be enforced in the event of an attempted expropriation or nationalization. Expropriation
or nationalization of any of our assets, or portions thereof, potentially without adequate compensation, could
materially and adversely affect our business, prospects, financial condition and results of operations.

Application of and amendments to legislation could adversely affect our mining rights or make it more
difficult or expensive to develop our projects and continue mining.

The Government of Mongolia has, in the past, expressed its strong desire to foster, and has to date
protected the development of, an enabling environment for investments in the mining sector. However, there
are political constituencies within Mongolia that have espoused ideas that would not be regarded by the
mining industry as conducive to investment if they were to become law or official government policy. There
can be no assurance that the present government or a future government will refrain from enacting
legislation or adopting government policies that are adverse to our interests or that impair our ability to
develop and operate our UHG and BN mines or any other mine or asset in the future.

Mining operations in Mongolia are subject to extensive laws and regulations. These relate to
production, development, exploration, exports, imports, taxes and royalties, labor standards, occupational
health, waste disposal and re-processing, protection and remediation of the environment, mine safety,
transportation safety and other matters. Compliance with these laws and regulations increases the costs of
exploring, drilling, developing, constructing, operating and closing mines and other facilities. It is possible
that the costs, delays and other effects associated with these laws and regulations may impact our decision as
to whether to continue to proceed with the development of our UHG and BN mines. Since Mongolian legal
requirements change frequently, are subject to interpretation and may be enforced to varying degrees in
practice, we are unable to predict the ultimate cost of complying with these requirements or their effect on
our operations. Although we believe our property ownership interests are valid and in accordance with all
applicable rules and regulations, there can be no assurance that the underlying agreements, licenses or
legislation upon which our property ownership interests is based will not be interpreted and enforced in a
way that materially and adversely affects our rights and obligations. Furthermore, changes in governments,
regulations and policies and practices could have an adverse impact on our future cash flows, earnings,
results of operations and financial condition.
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For example, in 2006, the Government of Mongolia enacted the 2006 Minerals Law. The 2006
Minerals Law preserves to a limited extent some of the substance of the former 1997 minerals legislation,
which was drafted with the assistance of legal experts in the area of mining legislation and was widely
regarded as progressive, internally consistent and effective. However, the 2006 Minerals Law contains new
provisions that have increased the potential for political interference and weakened the rights and security of
title holders of mineral licenses in Mongolia. Certain provisions of the 2006 Minerals Law are ambiguous
and it is unclear how they will be interpreted and applied in practice. Examples of such provisions include
those relating to the designation of a mineral deposit as a Mineral Deposit of Strategic Importance. See “–
The Government of Mongolia could determine that any one or more of our projects in Mongolia is a Mineral
Deposit of Strategic Importance and could take an equity, production, profit sharing or other interest in any
of our projects.”

In addition, the introduction of new Mongolian laws and regulations and the interpretation of
existing ones may be subject to policy changes reflecting domestic political or social changes. For example,
on July 16, 2009, the Parliament enacted the Law on Prohibition of Exploration and Mining in Headquarters
of Rivers, Protected Areas (the “Law on Mining Prohibition in Special Areas”) along with the Law on
Implementation of the Law on Mining Prohibition in Special Areas and prohibited minerals exploration and
mining operation in areas such as headwaters of rivers and lakes, forest areas as defined in the Forest Law
of Mongolia and areas adjacent to rivers and lakes as defined in the Water Law of Mongolia. New
exploration licenses and mining licenses overlapping with the defined prohibited areas will not be granted
and previously granted licenses that overlap with the defined prohibited areas will be terminated within five
months following the adoption of the Law on Mining Prohibition in Special Areas. From 2012 to 2015, the
Government of Mongolia defined a portion of the boundaries of certain areas containing gold deposits where
exploration and mining operations are prohibited, published a list of licenses that overlap with the prohibited
area and approved respective compensation regulations. However, this caused a number of disputes and
complaints with respect to the compensation amount and an overall lack of confidence among investors and
instability in Mongolian mining sector. Following that, on February 18, 2015, the Parliament amended the
Law on the Implementation of Law on Mining Prohibition in Special Areas and provided an option for
license holders to continue their operations subject to undertaking a number of obligations in respect of
protection and restoration of the environment. In particular, if a license holder wishes to continue its
operations, it should submit a request to the MRPAM within three months from the effective date of the
amendment (March 16, 2015) and enter into an agreement with the relevant Ministry in charge of
environmental matters, MRPAM and the governor of the relevant province. If a mining license holder does
not submit such request and enter into the necessary agreement, the mining license will be revoked and there
will be no compensation payable to the license holder. If a mining license holder does not restore the mining
area (after the project is completed), the costs for restoring the area are payable by the license holder taking
into account the profits gained during the mining period. In light of this amendment, the 2006 Minerals Law
has also been amended to state that a breach of the above-mentioned Law on Implementation of the Law on
Mining Prohibition in Special Areas and/or the agreement entered into in accordance with such law shall
constitute grounds for license revocation.

On June 17, 2010, the Parliament enacted the Law on Prohibition of Granting New Exploration
Licenses which prohibited the granting of new exploration licenses until December 1, 2010. The prohibition
was effective until July 1, 2014 (upon subsequent extensions made on February 9, 2011, April 30, 2011 and
January 12, 2012). On July 1, 2014, however, Parliament resolved to invalidate this prohibition along with
its approval of amendments to the 2006 Minerals Law. This amendment to the 2006 Minerals Law was made
pursuant to the State Policy on Mineral Sector, which was approved by the Parliament on January 16, 2014.

There can be no assurance that future political and economic conditions in Mongolia will not result
in the Government of Mongolia adopting different policies in relation to foreign development and ownership
of mineral resources. Any such changes in government or policy may result in changes in laws affecting
ownership of assets, environmental protection, labor relations, repatriation of income, return of capital,
investment agreements, income tax laws, royalty regulation, government incentive and other areas, each of
which may materially and adversely affect our ability to undertake exploration and development activities in
the manner currently contemplated. Similarly, any restrictions imposed, or Government of Mongolian charges
levied or raised (including royalty fees), under Mongolian law on the export of coal could harm our
competitiveness.
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Uncertainties regarding VAT reimbursement and possible revisions to the Mongolian royalty fee
system could adversely affect our financial position.

VAT at a rate of 10% is payable in respect of all goods sold, work performed and services provided
within Mongolia. VAT is also payable in respect of goods imported into Mongolia and in respect of certain
service fee payments made by Mongolian taxpayers to non-resident service providers. If a legal entity is
registered as a value-added taxpayer, it can obtain credits for such tax paid to its suppliers of goods and
services and can use such credits to offset value-added, or other taxes owed in Mongolia. However, the Law
on VAT provides certain conditions which can limit the ability of a legal entity to register as a value-added
taxpayer. On July 21, 2009, the Parliament passed an amendment to the Law on VAT of Mongolia (the
“Amendment”) pursuant to which only exported “finished mineral products” are subject to zero-rate VAT.
Before the Amendment, there was no distinction between finished and unprocessed mineral products, and all
mineral products that were exported were subject to zero-rate VAT regardless of their level of processing. As
such, an exporter or producer of mineral products could have the VAT paid on its purchases of services and
goods for its operation to produce exported minerals refunded. After the enactment of the Amendment, only
finished (processed) mineral products are subject to zero-rate VAT, and sales of other minerals are exempted
from the payment of VAT. An exporter or producer of mineral products, other than “finished mineral
products” for export, is not entitled to have the VAT paid on the purchases of goods and services used for its
mining operation refunded. As a result, operating costs of an exporter or producer of non-finished mineral
products, which are types of mineral ores or unprocessed minerals will increase. The Amendment does not
define what constitutes exported “finished mineral products”. Instead, it provides that the Government shall
adopt a regulation on the list and category of the finished mineral products. On November 10, 2010, the
Government issued Resolution No. 286 on the List of Final Mining Products, which included washed and
processed coal, briquette and compressed coal generated from the coal and similar solid fuel, coal coke and
semi-coke, and lignite coke and semi-coke. On July 9, 2015, the Parliament approved a revised version of
the Law on VAT, which became effective from January 1, 2016. There are a number of changes made by the
revised Law on VAT (2015), such as increasing revenue threshold for VAT payer registration from MNT10
million to MNT50 million, imposing VAT on all types of work and services imported to Mongolia, regardless
of whether such work and services are performed and rendered within the territory of Mongolia, shortening
the list of deductible from the VAT taxable amount by excluding taxes paid for imported or purchased goods,
work and services for the purpose of establishment of fixed assets, and invalidating group VAT payers
regime. Notwithstanding those changes, the zero-rate VAT regime on exported finished mining products
remains effective and the Government continues to be entitled to define the list of finished mining products.
On December 21, 2015, the Government issued Resolution No. 502 on the List of Final Mining Products,
which continues to consider washed and processed coal, briquette and compressed coal generated from the
coal and similar solid fuel, coal coke and semi-coke, and lignite coke and semi-coke as final mining
products. However, no assurance can be given that the regulations concerning VAT will not be further
changed or interpreted in a way, that could adversely affect us, or our processed coal will continue to be
considered as a finished mining product.

As of December 31, 2016, 2017 and 2018, our VAT and other tax receivables were US$16.5 million,
US$16.6 million and US$39.3 million, respectively.

On November 25, 2010, the Parliament amended the 2006 Minerals Law. Effective from January 1,
2011, we pay a flat 5% royalty on the sale value of all extracted minerals that are sold, shipped for sale or
otherwise used, and an additional royalty which is calculated based on the degree to which coal is processed.
The additional royalty is based on the monthly comparative price stipulated on the website of the MMHI and
is applied at a progressive rate. The level of the progressive royalty rate depends on the level of processing
of the minerals. The more processed the minerals are, the lower the progressive royalty rate will be. For
example, the progressive royalty rate for raw coal is from 1% to 5% if coal price is above the threshold
price of US$25 per tonne. If coal is processed, the progressive royalty rate will be lower, being 1% to 3%.
See “Regulation – Mongolian Laws and Regulations Relating to Exploration for Minerals and Mining –
Royalties.” We incurred US$7.6 million, US$23.3 million and US$28.9 million as royalty to the Government
of Mongolia for the years ended December 31, 2016, 2017 and 2018, respectively. There can be no assurance
that the Government of Mongolia will not further increase royalty rates on and change the calculation
methods for the sale value of extracted minerals.
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Key decisions concerning foreign participation in the country’s mining sector may have an adverse
impact on the Mongolian economy.

The Mongolian economy depends heavily on commercial activity associated with the Mongolian
mining industry. The development of mining laws and regulations in Mongolia continues to be at a nascent
stage and is influenced by the interests of political parties, mining interests, domestic financial interests as
well as the need to maintain the Mongolian mining industry as a commercially attractive choice for foreign
investment. Laws governing Mongolia’s mining industry, including provisions pertaining to Government
participation in or control of certain projects as well as the royalties and other taxes payable by the mining
industry, have historically been subject to periodic substantive revision by Parliament. For example, the
Government has imposed a windfall profits tax on mining reserves and made changes to the basic royalty
rate in order to replace lost tax revenues. In addition, the Investment Law requires investors with foreign
(direct or indirect) state ownership of 50.0% or more to obtain approval from the Ministry of Finance when
acquiring an interest of 33.0% or more in a company operating in certain strategic sectors. Furthermore, the
Government executed the Mine Plan with Oyu Tolgoi LLC, Turquoise Hill and Rio Tinto in May 2015 to
address funding and feasibility studies for Oyu Tolgoi and a project financing facility agreement for Oyu
Tolgoi’s Phase II was signed in December 2015. The development of underground mining at Oyu Tolgoi was
approved in May 2016. Although the Government is significantly involved in major mining projects such as
Oyu Tolgoi, recent legislative changes permitting the Government to transfer its equity interests in such
projects in exchange for royalties has created uncertainties for investors in the mining sector. Future
revisions to this legal regime may adversely impact foreign direct investment in Mongolia, and its mining
industry in particular and in turn, the Mongolian economy could be materially adversely affected.

Emerging markets such as Mongolia are subject to greater risks than more developed markets, and
are particularly vulnerable to fluctuations in the global economy.

The Mongolian market and the Mongolian economy are influenced by economic and market
conditions in other countries. Moreover, financial turmoil in any emerging market country tends to adversely
affect prices in capital markets of many emerging market countries, including Mongolia, as investors move
their money to more stable, developed markets. As has happened in the past, financial problems or an
increase in the perceived risks associated with investing in emerging economies could dampen foreign
investment in Mongolia and adversely affect the Mongolian economy. A loss of investor confidence in the
financial systems of other emerging markets may cause volatility in Mongolian financial markets and
indirectly, in the Mongolian economy in general. Any worldwide financial instability could also have a
negative impact on the Mongolian economy. This in turn could negatively impact the Mongolian economy,
including the movement of exchange rates and interest rates in Mongolia. In addition, during such times,
companies that operate in emerging markets can face severe liquidity constraints as foreign funding sources
are withdrawn. Thus, even if the Mongolian economy remains relatively stable, financial turmoil in any
emerging market country could seriously disrupt our business, as well as adversely affect trading in the
Notes. Mongolia’s inflation rate is also higher than some of the more developed economies. A further
increase in Mongolia’s inflation rate could materially and adversely impact our business, financial condition
and results of operations.

Generally, investment in emerging markets is only suitable for sophisticated investors who fully
appreciate the significance of the risks involved in, and are familiar with, investing in emerging markets.
Investors should also note that emerging markets such as Mongolia are subject to rapid change and that the
information set out in this Offering Memorandum may become outdated relatively quickly.

Weaknesses relating to the Mongolian legal system and Mongolian legislation create an uncertain
environment for investment and business activity.

The legal system in Mongolia is at an early stage of development and has various uncertainties that
could limit the full legal protections that may be available to holders of the Notes in more developed
countries. The following risks relating to the Mongolian legal system create uncertainties, many of which
rarely exist in countries with more developed market economies:

• inconsistencies among, or uncertainties in the application or official interpretation of, laws,
decrees, orders and regulations, and regional and local rules and regulations, as a result of
limited judicial guidance, lack of stare decisis or established precedents and other factors;
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• limited judicial guidance on interpreting Mongolian legislation;

• gaps in the regulatory structure due to delay in, or absence of, implementing regulations;

• the lack of experience of judges and courts in interpreting new principles of Mongolian
legislation, particularly those relating to securities laws;

• a relatively high degree of discretion on the part of governmental authorities; and

• bankruptcy procedures that are not well developed and are subject to abuse.

In general, the Mongolian judicial system is relatively inexperienced in enforcing the laws and
regulations that currently exist, leading to a degree of uncertainty as to the outcome of any litigation. The
Mongolian judicial system may also favour Mongolian parties over foreign companies and individuals.
Further, it may be difficult to obtain swift and equitable enforcement, or to obtain enforcement of a
judgment by a court of another jurisdiction. The introduction of new Mongolian laws and regulations and the
application or interpretation of existing ones may be subject to policy changes reflecting domestic political
or social changes. As the Mongolian legal system continues to develop, we cannot assure you that changes in
such legislation or application or interpretation thereof will not have a material adverse effect on our
business, financial condition, results of operations and future prospects.

In addition, while legislation has been enacted to protect private property against expropriation and
nationalization, due to the lack of experience in enforcing these provisions and political factors, these
protections may not be enforced in the event of an attempted expropriation or nationalization. Expropriation
or nationalization of any of our businesses, our assets or portions thereof, potentially without adequate
compensation, could have a material adverse effect on our business and prospects and on the trading price of
the Notes.

Certain facts and statistics contained in this Offering Memorandum have come from official
government sources or other industry publications, the reliability of which cannot be assumed or
assured.

Certain facts and statistics in this Offering Memorandum related to Mongolia, its economy and the
industries in which we operate, are derived directly or indirectly from official government sources generally
believed to be reliable. While we have taken reasonable care to reproduce such information, we cannot
guarantee the quality and reliability of such source material. These facts and statistics have not been
independently verified by us, the Initial Purchasers or any of our or their respective affiliates or advisors or
any other parties involved in this offering and, therefore, we make no representation as to the accuracy of
such facts and statistics, which may not be consistent with other information compiled within or outside
Mongolia and may not be complete or up-to-date. Due to possibly flawed or ineffective collection methods
or discrepancies between published information and market practice, the facts and statistics in this Offering
Memorandum may be inaccurate and the statistics may not be comparable to statistics produced for other
economies. Further, there can be no assurance that they are stated or compiled on the same basis or with the
same degree or accuracy as may be the case elsewhere. In all cases, investors should give consideration as to
how much weight or importance they should attach to or place on all such facts and statistics.

Mongolia may experience political and social instability.

Since the collapse of communism in 1990, Mongolia has experienced a process of democratic
change, resulting in political and social events that have highlighted the unpredictable nature of Mongolia’s
changing political landscape. Such events have resulted in political instability as well as general social and
civil unrest on certain occasions in the past few years. Prior to 1990, Mongolia was a socialist country and
the only functioning political party was the Mongolian People’s Revolutionary Party (the “MPRP”). In March
1990, due to extended street protests carried out in public and popular demands for faster reform, the
political bureau of the MPRP resigned. In May 1990, the constitution was amended, which removed the
MPRP’s role as the guiding force in the country, legalized opposition parties, created a standing legislative
body and established the office of president.
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The MPRP and the Democratic Party are two of the main political parties in Mongolia. The MPRP
was the ruling party for the first half of the 1990s and was succeeded by the Democratic Party until it
regained control of the Parliament in 2000. Following a political realignment in 2006, when a new coalition
government was formed, the MPRP won the majority of seats in Parliament again in 2008. However, there
were allegations of fraudulent practices in the elections made by the chairman of the Democratic Party. The
Mongolian General Committee of Elections dismissed these allegations and confirmed that the MPRP had
won the majority of seats in Parliament. The election results also triggered strong protests and riots and the
Government declared a state of emergency, which was lifted after four days.

Although Mongolia’s transition to democracy has been relatively peaceful and there is representation
of various political parties in the Government, tension continues to exist between the governing coalition
partners. We cannot assure you that events similar to those described above will not occur in the future and
on a wider scale, or that such disturbances will not, directly or indirectly, have a material adverse effect on
our business. Future changes in the Government, the ruling party, major policy shifts or lack of consensus
between the various political groups could lead to political instability that could also have material adverse
effect on our business. In addition, the possibility of political instability and uncertainty could adversely
affect trading in the Notes and have a significant adverse impact on the economy of Mongolia, and investors
may adopt a more cautious approach towards Mongolia’s securities markets or investments in Mongolia in
general, and such factors could adversely affect trading in the Notes.

Corruption and bribery are threats to Mongolia’s economic growth and democratic governance.

Corruption and bribery are threats to Mongolia’s economic growth and democratic governance. The
Independent Authority Against Corruption has investigated, and is conducting ongoing investigations in
relation to allegations of corruption, misuse of power, misappropriation of state funds and bribery against
former Government officials. For example, there have been investigations of certain officials and individuals
regarding the alleged misappropriations of shares of Erdenet Mining Corporation, which is partly owned by
the Government. These alleged acts of corruption and bribery by Government officials could materially and
adversely affect the Government, the Mongolian economy, the political environment and stability, negatively
impact investor confidence and adversely affect trading in the Notes.

We may be subject to income tax stemming from transfer of shares by our largest shareholder.

In November 2017, the General Taxation Law, Law on Corporate Income Tax and Law on State
Registration of Legal Entity were amended along with a number of other laws to introduce a new concept of
“ultimate holder” for tax purposes. In the event of share transfer by the “ultimate holder” who
simultaneously ceases to be the substantial shareholder of a company such as us, a 30% income tax would be
imposed on such company based on the value of the mineral license or land rights held by the legal entity.
The implementation of this tax regime is still uncertain. If it is implemented and such events unfold, our
business, financial condition, results of operations maybe adversely affected. See “Risks Relating to
Mongolia.”

On March 22, 2019, the Parliament of Mongolia adopted certain amendments to taxation related laws
with effect from January 1, 2020. Although the final version of the amendments has not yet been released,
from the drafts submitted to the Parliament, it is understood that such tax rate is to be reduced to 10% and
also a threshold is to be introduced to define “ultimate holder” as an individual or legal entity holding a 30%
or more beneficial interest in a legal entity which holds certain types of rights (including, relevantly,
minerals licenses and/or land rights). As such, we expect to amend our filings with the state registration and
taxation authorities accordingly, by specifying that no individual has beneficial ownership meeting such
criteria applicable to the transactions involving either or both of mining licenses and land rights. The final
adoption of the amendments is subject to presidential veto, and there can be no assurance that the
amendments will not be vetoed, or that the final amendments will conform to the draft amendments or that
the law as finally adopted and implemented will conform to our expectations.
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Risks Relating to the Notes and the Subsidiary Guarantee

Payments with respect to the Notes are structurally subordinated to liabilities, contingent liabilities
and obligations of our subsidiaries that do not guarantee the Notes.

We are a holding company with no material operations. The Notes will not be guaranteed by certain
current or future subsidiaries. Creditors, including trade creditors of non-guarantor subsidiaries and any
holders of preferred shares in such entities, would have a claim on the assets of the non-guarantor
subsidiaries that would be prior to the claims of holders of the Notes. As a result, our payment obligations
under the Notes will be effectively subordinated to all existing and future obligations of our subsidiaries that
do not guarantee the Notes, including their obligations under guarantees they have issued or will issue in
connection with our business operations, and all claims of creditors of our non-guarantor subsidiaries will
have priority as to the assets of such entities over our claims and those of our creditors, including holders of
the Notes. As of December 31, 2018, our non-guarantor subsidiaries did not have any outstanding
borrowings, capital commitments or contingent liabilities, however, there can be no assurance that our non-
guarantor subsidiaries will not incur future indebtedness or contingent liabilities. The Notes and the
indenture permit us, the guarantors and our non-guarantor subsidiaries to incur additional indebtedness and
issue additional guarantees, subject to certain limitations.

The Issuers’ secured creditors or those of any Subsidiary Guarantor would have priority as to the
Issuers’ assets or the assets of such Subsidiary Guarantor securing the related obligations over claims
of holders of the Notes.

The Notes and the Subsidiary Guarantees will constitute unsubordinated obligations and will rank
pari passu in right of payment with all other existing and future unsubordinated indebtedness and senior in
right of payment to all subordinated indebtedness, if any. The Notes and each Subsidiary Guarantee will be
issued as a general obligation of the Issuers. However, the Notes and the Subsidiary Guarantees will be
effectively subordinated to any of the Issuers’ or the Subsidiary Guarantors’ secured obligations to the extent
of the assets serving as security for such secured obligations. In bankruptcy, the holder of a security interest
with respect to any assets of the Issuers or the Subsidiary Guarantors would be entitled to have the proceeds
of such assets applied to the payment of such holder’s claim before the remaining proceeds, if any, are
applied to the claims of the holders of the Notes. As of the date of this Offering Memorandum, the Group
has pledged (i) the Shared Collateral in connection with the 2022 Notes and (ii) the Shared Collateral,
certain accounts and certain coal stockpiles in connection with the Senior Loan. The Issuers or the
Subsidiary Guarantors may pledge additional collateral in the future.

We have substantial indebtedness and may incur substantial additional indebtedness in the future,
which could adversely affect our financial health and our ability to generate sufficient cash to satisfy
our outstanding and future debt obligations.

We now have, and will continue to have after the offering of the Notes, a substantial amount of
indebtedness. Our total borrowings, including both current and non-current borrowings, as of December 31,
2018 were US$436.2 million. See “Description of Other Material Indebtedness and Perpetual Securities”. Our
substantial indebtedness could have important consequences to you. For example, it could:

• limit our ability to satisfy our obligations under the Notes and other debt;

• increase our vulnerability to adverse general economic and industry conditions;

• require us to dedicate a substantial portion of our cash flow from operations to servicing and
repaying our indebtedness, thereby reducing the availability of our cash flow to fund working
capital, capital expenditures and for other general corporate purposes;

• limit our flexibility in planning for or reacting to changes in our businesses and the industry in
which we operate;

• limit, along with the financial and other restrictive covenants of our indebtedness, our ability to
borrow additional funds; and

• increase the cost of additional financing.
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We may from time to time incur substantial additional indebtedness and contingent liabilities.
Although the Indenture restricts us and our Restricted Subsidiaries from incurring additional debt and
contingent liabilities, these restrictions are subject to important exceptions and qualifications. If we or our
subsidiaries incur additional debt, the risks that we face as a result of our existing indebtedness and leverage
could intensify.

Our ability to generate sufficient cash to satisfy our outstanding and future debt obligations will
depend upon our future operating performance, which will be affected by prevailing economic conditions and
financial, business and other factors, many of which are beyond our control. We anticipate that our operating
cash flow will be sufficient to meet our anticipated operating expenses and to service our debt obligations as
they become due. However, we may not generate sufficient cash flow for these purposes. If we are unable to
service our indebtedness, we will be forced to adopt an alternative strategy that may include actions such as
reducing or delaying capital expenditures, selling assets, restructuring or refinancing our indebtedness or
seeking equity capital. These strategies may not be instituted on satisfactory terms, if at all.

In addition, the indenture prohibits us from incurring additional indebtedness unless (i) we are able
to satisfy a certain financial ratio or (ii) we are able to incur such additional indebtedness pursuant to any of
the exceptions to the financial ratio requirement, and meet any other applicable restrictions. Our ability to
meet our financial ratio requirement may be affected by events beyond our control. We might not be able to
meet this ratio. Such restrictions in the Notes and our other financing arrangements may impair our ability to
react to changes in market conditions, take advantage of business opportunities we believe to be desirable,
obtain future financing, fund required capital expenditures, or withstand a continuing or future downturn in
our business. Any of these factors could materially and adversely affect our ability to satisfy our obligations
under the Notes and other debt.

To service our indebtedness, the Issuers will require a significant amount of cash. The Issuers’ ability
to generate cash depends on many factors beyond our control.

The Issuers’ ability to make payments on and to refinance their indebtedness, including these Notes,
and to fund planned capital expenditures and project development will depend on their ability to generate
cash. This, to a certain extent, is subject to general economic, financial, competitive, legislative, regulatory
and other factors that are beyond their control.

Our business might not generate cash flow from operations in an amount sufficient to enable the
Issuers to pay their indebtedness, including the Notes, or to fund their other liquidity needs. The Issuers may
need to refinance all or a portion of their indebtedness, including the Notes, on or before maturity. The
Issuers might not be able to refinance any of their indebtedness on commercially reasonable terms or at all.

ER LLC may be required to list no less than 10% of its shares on the Mongolian Stock Exchange
which would result in an event of default.

The 2006 Minerals Law contains provisions requiring any company which holds a Mineral Deposit
of Strategic Importance to list no less than 10% of its shares on the Mongolian Stock Exchange. This
particular provision of the 2006 Minerals Law has not yet been enforced and it is not clear how it will be
enforced in practice. If it is enforced, we may be required to reduce our indirect shareholding percentage in
ER LLC to 90.0% or less, which would result in an event of default.

Our subsidiaries are subject to restrictions on the payment of dividends and the repayment of
intercompany loans or advances to us and our subsidiaries.

As a holding company, the Company depends on the receipt of dividends and the interest and
principal payments on intercompany loans or advances from our subsidiaries to satisfy our obligations,
including our obligations under the Notes. The ability of our subsidiaries to pay dividends and make
payments on intercompany loans or advances to their shareholders is subject to, among other things,
distributable earnings, cash flow conditions, restrictions contained in the articles of association of our
subsidiaries, applicable laws and restrictions contained in the debt instruments of such subsidiaries. The
Company and its subsidiaries are in compliance with the applicable laws and restriction contained in such
debt instruments of such subsidiaries. See “Description of Other Material Indebtedness and Perpetual
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Securities”. In addition, if any of our subsidiaries raises capital by issuing equity securities to third parties,
dividends declared and paid with respect to such shares would not be available to us to make payments on
the Notes. These restrictions or legal requirements could reduce the amounts that we receive from our
subsidiaries, which would restrict our ability to meet our payment obligations under the Notes and the
guarantees for the Notes.

Mongolian laws and regulations permit payment of dividends only out of accumulated profits as
determined in accordance with Mongolian accounting standards and regulations and such profits differ from
profits determined in accordance with IFRS in certain respects, including the use of different bases of
recognition of revenue and expenses. Dividends paid by our Mongolian subsidiaries (i) to their Mongolian
parent companies are subject to a 10% withholding tax and (ii) to non-Mongolian parent companies are
subject to a 20% withholding tax, unless there is a tax treaty between Mongolia and the jurisdiction in which
the non-Mongolian parent company is incorporated, which specifically exempts or reduces such withholding
tax.

The double taxation treaty between Mongolia and Luxembourg is no longer in force, as a result of
which any dividend paid by our Mongolian subsidiary to its Luxembourg parent company is subject to 20%
withholding tax in Mongolia. Dividends and distributions from our Luxembourg subsidiaries are also subject
to a 15% withholding tax under Luxembourg law. A reduction may apply under a tax treaty between
Luxembourg and the jurisdiction in which the non-Luxembourg parent company is incorporated, which
specifically exempts or reduces such withholding tax.

As a result of the foregoing, we may not have sufficient cash flow from dividends or payments on
intercompany loans or advances from our subsidiaries to satisfy our obligations under the Notes or the
obligations of the guarantors under the guarantees.

If we are unable to comply with the terms of the indenture or our existing or future debt agreements,
there could be a default under those agreements, which could cause repayment of our debt to be
accelerated.

If we are unable to comply with the terms in the indenture or our existing or future debt obligations
and other agreements, there could be a default under those agreements. If that occurs, the holders of the debt
could terminate their commitments to lend to us, accelerate repayment of the debt and declare all outstanding
amounts due and payable or terminate the agreements, as the case may be. Furthermore, the indenture
contains, and our future debt agreements are likely to contain, cross-acceleration or cross-default provisions.
As a result, our default under one debt agreement may cause the acceleration of repayment of not only such
debt but also other debt, including the Notes, or result in a default under our other debt agreements,
including the indenture. If any of these events occur, our assets and cash flow might not be sufficient to
repay in full all of our indebtedness and we might not be able to find alternative financing. Even if we could
obtain alternative financing, it might not be on terms that are favorable or acceptable to us.

Our operations are restricted by the terms of the Notes, which could limit our ability to plan for or to
react to market conditions or meet our capital needs, which could increase your credit risk.

The indenture includes a number of significant restrictive covenants. These covenants restrict, among
other things, our ability, and the ability of our Restricted Subsidiaries, to:

• incur or guarantee additional indebtedness and issue disqualified or preferred stock, including,
with respect to the Subsidiary Guarantors, layering of debt;

• make investments, capital expenditures or other specified restricted payments;

• declare dividends on capital stock or purchase or redeem capital stock;

• issue or sell capital stock of Restricted Subsidiaries;

• guarantee indebtedness of Restricted Subsidiaries;
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• prepay or redeem subordinated debt or equity;

• sell, lease or transfer assets;

• create liens;

• enter into sale and leaseback transactions;

• engage in any business other than permitted business;

• enter into agreements that restrict the Restricted Subsidiaries’ ability to pay dividends, transfer
assets or make intercompany loans;

• enter into transactions with shareholders or affiliates; and

• effect a consolidation or merger.

These covenants could limit our ability to plan for or react to market conditions or to meet our
capital needs. Our ability to comply with these covenants may be affected by events beyond our control, and
we may have to curtail some of our operations and growth plans to maintain compliance.

The insolvency laws of the Cayman Islands and other local insolvency laws may differ from U.S.
bankruptcy law or those of another jurisdiction with which holders of the Notes are familiar.

Because we and some of the guarantors are incorporated under the laws of the Cayman Islands,
Hong Kong, Mongolia or Luxembourg, an insolvency proceeding relating to us or any such guarantor, even
if brought in the United States, would likely involve Cayman Islands, Hong Kong, Mongolian or
Luxembourg insolvency laws, the procedural and substantive provisions of which may differ from
comparable provisions of United States federal bankruptcy law or other jurisdictions with which the holders
of the Notes are familiar. We conduct substantially all of our business operations through Mongolian-
incorporated subsidiaries in Mongolia. You should analyze the risks and uncertainties carefully before you
invest in our Notes.

The Issuers may not be able to repurchase the Notes upon a change of control triggering event.

The Issuers must offer to purchase the Notes upon the occurrence of a change of control triggering
event, at a purchase price equal to 101% of the principal amount plus accrued and unpaid interest. See
“Description of the Notes”. The source of funds for any such purchase would be their available cash or
third-party financing. However, the Issuers may not have enough available funds at the time of the
occurrence of any change of control triggering event to make purchases of outstanding Notes. The Issuers’
failure to make the offer to purchase or purchase the outstanding Notes would constitute an event of default
under the Notes. The event of default may, in turn, constitute an event of default under other indebtedness,
any of which could cause the related debt to be accelerated after any applicable notice or grace periods. If
their other debt were to be accelerated, the Issuers may not have sufficient funds to purchase the Notes and
repay the debt.

In addition, the definition of change of control for purposes of the indenture does not necessarily
afford protection for the holders of the Notes in the event of some highly leveraged transactions, including
certain acquisitions, mergers, refinancing, restructurings or other recapitalizations, although these types of
transactions could increase our indebtedness or otherwise affect our capital structure or credit ratings. The
definition of change of control for purposes of the indenture also includes a phrase relating to the direct or
indirect sale, lease, transfer, conveyance or other disposition of “all or substantially all” of the properties or
their assets taken as a whole. Although there is a limited body of case law interpreting the phrase
“substantially all,” there is no precise established definition under applicable law. Accordingly, the Issuers’
obligation to make an offer to purchase the Notes and the ability of a holder of the Notes to require the
Issuers to purchase its Notes pursuant to the offer as a result of a highly-leveraged transaction or a sale of
less than all of the Issuers’ assets may be uncertain.
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The liquidity and price of the Notes following the offering may be volatile.

The price and trading volume of the Notes may be highly volatile. Factors such as variations in our
revenues, earnings and cash flows and proposals for new investments, strategic alliances and acquisitions,
interest rates, the general state of the securities market and fluctuations in price for comparable companies
could cause the price of the Notes to change. Any such developments may result in large and sudden
changes in the trading volume and price of the Notes. We cannot assure you that these developments will not
occur in the future.

A trading market for the Notes may not develop, and there are restrictions on resale of the Notes.

The Notes are a new issue of securities for which there is currently no trading market. Although we
have received approval in-principle for listing the Notes on the SGX-ST, we cannot assure you that we will
be able to obtain or maintain a listing on the SGX-ST and, even if listed, a liquid trading market might not
develop. If no active trading market develops, you may not be able to resell your Notes at their fair market
value or at all. Future trading prices of the Notes will depend on many factors, including prevailing interest
rates, our operating results and the market for similar securities, which are beyond our control. We have
been advised that the Initial Purchasers intend to make a market in the Notes, but the Initial Purchasers are
not obligated to do so and may discontinue such market making activity at any time without notice. In
addition, the Notes are being offered pursuant to exemptions from registration under the Securities Act and,
as a result, you will only be able to resell your Notes in transactions that have been registered under the
Securities Act or in transactions not subject to or exempt from registration under the Securities Act. See
“Transfer Restrictions”. We cannot predict whether an active trading market for the Notes will develop or be
sustained. If an active trading market for the Notes does not develop or is not sustained, the market price
and liquidity of the Notes may be adversely affected.

The transfer of the Notes and the Subsidiary Guarantees is restricted, which may adversely affect their
liquidity and the price at which they may be sold.

The Notes and the Subsidiary Guarantees have not been registered under, and the Issuers are not
obligated to register the Notes or the Subsidiary Guarantees under, the Securities Act or the securities laws
of any other jurisdiction and, unless so registered, may not be offered or sold except pursuant to an
exemption from, or a transaction not subject to, the registration requirements of the Securities Act or the
Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) and any other applicable laws. See “Plan
of Distribution” and “Transfer Restrictions”. The Issuers have not agreed to or otherwise undertaken to
register the Notes and the Subsidiary Guarantees with the SEC or the Monetary Authority of Singapore or
the securities regulatory authority of any other jurisdiction, and the Issuers have no intention of doing so.

The ratings provisionally assigned to the Notes may be lowered or withdrawn.

The Notes have been provisionally assigned a rating of “B” by Fitch Ratings and “B-” by S&P. The
ratings address our ability to perform our obligations under the terms of the Notes and credit risks in
determining the likelihood that payments will be made when due under the Notes. In addition, MMC has
been assigned a rating of “B” with a stable outlook by Fitch Ratings and “B-” with a stable outlook by S&P.
A rating is not a recommendation to buy, sell or hold securities and may be subject to revision, suspension
or withdrawal at any time. A rating might not remain for any given period of time and could be lowered or
withdrawn entirely by the relevant rating agency. The Issuers have no obligation to inform holders of the
Notes of any such revision, downgrade or withdrawal. A suspension, reduction or withdrawal at any time of
the rating assigned to the Notes may adversely affect the market price of the Notes.

The Notes will initially be held in book-entry form, and therefore you must rely on the procedures of
the relevant clearing systems to exercise any rights and remedies.

Unless and until definitive Notes (each a “Definitive Registered Note”) are issued in exchange for
book-entry interests in the Notes (which will only occur in very limited circumstances), owners of the book-
entry interests will not be considered owners or holders of Notes. The nominee for DTC will be the
registered holder of the Notes. After payment to DTC, we, the Trustee, the Principal Paying Agent, the
Transfer Agent, and the Registrar will have no responsibility or liability for the payment of interest, principal
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or other amounts to the owners of book-entry interests. Accordingly, if you own a book-entry interest, you
must rely on the procedures of DTC, as applicable, and if you are not a participant in DTC, on the
procedures of the participant through which you own your interest, to exercise any rights and obligations of
a holder under the Indenture. See “Description of the Notes – Book-Entry; Delivery and Form.”

Unlike holders of the Notes themselves, owners of book-entry interests will not have the direct right
to act upon our solicitations for consents or other actions from holders of the Notes. Instead, if you own a
book-entry interest, you will be permitted to act only to the extent you have received appropriate proxies to
do so from DTC or, if applicable, from a participant. We cannot assure you that procedures implemented for
the granting of such proxies will be sufficient to enable you to vote on any requested actions on a timely
basis.

Similarly, upon the occurrence of an event of default under the Indenture, unless and until Definitive
Registered Notes are issued in respect of all book-entry interests, if you own a book-entry interest, you will
be restricted to acting through Euroclear or Clearstream. We cannot assure you that the procedures to be
implemented through DTC will be adequate to ensure the timely exercise of rights under the Notes.

The Issuers will follow the applicable corporate disclosure standards for debt securities listed on the
SGX-ST, which standards may be different from those applicable to debt securities listed in certain
other countries.

The Issuers will be subject to reporting obligations in respect of the Notes to be listed on the SGX-
ST. The disclosure standards imposed by the SGX-ST may be different from those imposed by securities
exchanges in other countries such as the United States or Hong Kong. As a result, the level of information
that is available may not correspond to what investors in the Notes are accustomed to.

Certain transactions that constitute “connected transactions” under the Listing Rules will not be
subject to the “Limitation on Transactions with Shareholders and Affiliates” covenant in the
Description of the Notes.

Our shares are listed on the Hong Kong Stock Exchange and we are required to comply with the
Listing Rules, which provide, among other things, that a “connected transaction” exceeding the applicable de
minimis value thresholds will require certain procedures requirements to be completed or approvals to be
obtained. However, the “Limitation on Transactions with Shareholders and Affiliates” covenant set forth in
the “Description of the Notes” does not capture transactions between the Company or any Restricted
Subsidiary, on the one hand, and an Affiliate of any Restricted Subsidiary, on the other hand. As a result, we
are not required by the terms of the Notes to ensure that any such transactions are on terms that are fair and
reasonable, and we will not need to deliver officer’s certificates or procure the delivery of fairness opinions
of accounting, appraisal or investment banking firms to the trustee of the Notes for any such transactions.

Disclosure standards that apply to us may differ from those in the United States or other jurisdictions.

Our consolidated financial information is prepared in accordance with IFRS, which differs in certain
respects from U.S. GAAP. As a result, our consolidated financial information and reported earnings could be
significantly different if they were prepared in accordance with U.S. GAAP. We have made no attempt to
quantify the impact of those differences. This Offering Memorandum does not contain reconciliation of our
consolidated financial information to U.S. GAAP, and there is no assurance that such reconciliation would
not reveal material differences. Potential investors should consult their own professional advisors for an
understanding of the differences between IFRS and U.S. GAAP, and how these differences might affect the
financial information herein. In addition, our shares are listed on the Hong Kong Stock Exchange. There may
be less publicly available information about us than is regularly made available by public companies listed
on certain other stock exchanges.
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We cannot assure you that a guarantee issued by Mongolian company in favour of a parent company
will not be challenged or will not have its enforceability impaired.

Few Mongolian-incorporated companies have participated in international financing transactions,
especially transactions where a Mongolian company has provided a guarantee with respect to the payment
obligations of its offshore parent company. Furthermore, the Mongolian legal system is young and exhibits
several of the characteristics typically found in a developing country and its judicial system has relatively
little experience in enforcing the laws and regulations that currently exist. See “Risks Relating to Mongolia –
Legislation in Mongolia may be subject to conflicting interpretations” and “Risks Relating to Mongolia –
Weaknesses relating to the Mongolian legal system and Mongolian legislation create an uncertain
environment for investment and business activity”. There can be no assurance that a guarantee provided by a
Mongolian entity will not be voided or claims in respect of a guarantee provided by a Mongolian entity will
not be subordinated to other debt of that entity whether pursuant to law or governmental or judicial mandate.
See “– The guarantees may be challenged under applicable bankruptcy, fraudulent transfer insolvency or
similar laws, which could impair the enforceability of the guarantees”.

If a court voids a guarantee, subordinates such guarantee to other indebtedness of the guarantor, or
holds the guarantee unenforceable for any other reason, holders of the Notes would cease to have a claim
against that guarantor based upon such guarantee, would be subject to the prior payment of all liabilities
(including trade payables) of such guarantor, and would solely be creditors of us and any guarantors whose
guarantees have not been voided or held unenforceable. In such an event, after providing for all prior claims,
there might not be sufficient assets to satisfy the claims of the holders of the Notes.

The guarantees may be challenged under applicable bankruptcy, fraudulent transfer, insolvency or
similar laws, which could impair the enforceability of the guarantees.

Under bankruptcy, fraudulent transfer, insolvency or similar laws in Hong Kong, Luxembourg or
Mongolia and other jurisdictions where future guarantors may be established, a guarantee could be voided, or
claims in respect of a guarantee could be subordinated to all other debts of that guarantor if, among other
things, the guarantor, at the time it incurred the indebtedness evidenced by, or when it gives, its guarantee:

for guarantors incorporated in Mongolia:

• was liquidated by a court decision due to bankruptcy based on voluntary or involuntary
insolvency;

• was liquidated or reorganized due to intentional arrangement between guarantor and obligor prior
to the obligation term, or liquidated on grounds provided by other laws;

• became insolvent even if not liquidated or bankrupt;

• had its license revoked, pledged or suspended, or had guarantor’s assets sealed or confiscated
due to the guarantor’s illegal action or based a government organization decision;

• fraudulently appeared to be financially insolvent;

• was unable to fulfill its obligation due to the occurrence of conditions that makes the issuance of
the guarantee impossible (if stated in the guarantee agreement); or

• was unable to fulfill its obligation due to the occurrence of other conditions (such as change of
laws and regulations and consequences caused by force majeure events).

for guarantors incorporated in other jurisdictions:

• incurred the debt with the intent to hinder, delay or defraud creditors or was influenced by a
desire to put the beneficiary of the guarantee in a position which, in the event of the guarantor’s
insolvency, would be better than the position the beneficiary would have been in had the
guarantee not been given;
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• received less than reasonably equivalent value or fair consideration for the incurrence of such
guarantee;

• was insolvent or rendered insolvent by reason of the incurrence of such guarantee;

• was engaged in a business or transaction for which the guarantor’s remaining assets constituted
unreasonably small capital; or

• intended to incur, or believed that it would incur, debts beyond its ability to pay such debts as
they mature.

In addition, for guarantors or collateral providers incorporated in Luxembourg:

The insolvency laws of Luxembourg may not be as favorable to holders of the Notes as insolvency
laws of jurisdictions with which investors may be familiar. For any Subsidiary Guarantor incorporated and
having its center of main interests in Luxembourg, insolvency proceedings with respect to that Subsidiary
Guarantor may proceed under, and be governed by, Luxembourg insolvency laws. The following is a brief
description of certain aspects of insolvency laws in Luxembourg.

Under Luxembourg law, the following types of proceedings (altogether referred to as insolvency
proceedings) may be opened against a company incorporated in Luxembourg having center of main interests
within the meaning of Regulation (EU) 2015/848 of the European Parliament and of the Council of 20 May
2015 on insolvency proceedings (the “EU Insolvency Regulation”) (respectively its central administration, if
different, and if the center of main interest is located in a jurisdiction where the EU Insolvency Regulation is
not applicable) or an establishment in Luxembourg (in latter case assuming that the center of main interests
is located in a jurisdiction where the EU Insolvency Regulation is applicable):

• bankruptcy proceedings, the opening of which may be requested by the company, by any of its
creditors or by the courts ex officio. Following such a request, the Luxembourg courts having
jurisdiction may open bankruptcy proceedings if the company: (i) is in a state of cessation of
payments and (ii) has lost its creditworthiness. The main effect of such proceedings is the
suspension of all measures of enforcement against the company, except, subject to certain
limited exceptions, for enforcement by secured creditors and the payment of the secured
creditors in accordance with their rank upon realization of the assets. In addition, the managers
or directors of a Luxembourg company that ceases its payments (i.e. is unable to pay its debts as
they fall due with normal means of payment) must within a month of them having become aware
of the company’s cessation of payments, file a petition for bankruptcy with the court clerk of the
district court of the company’s registered office. If the managers or directors fail to comply with
such provision they may incur civil and/or criminal liability;

• controlled management proceedings, the opening of which may only be requested by the
company and not by its creditors and under which a Luxembourg court may order provisional
suspension of payments, including a stay of enforcement of claims by secured creditors; or

• composition proceedings, the opening of which may only be requested by the company (subject
to obtaining the consent of the majority of its creditors) and not by its creditors themselves. The
Luxembourg court’s decision to admit a company to the composition proceedings triggers a
provisional stay on enforcement of claims by creditors.

In addition to these proceedings, the ability of a holder of the Notes to call the guarantee may be
affected by a decision of a Luxembourg court to grant a stay on payments or to put a Luxembourg company
into judicial liquidation. Judicial liquidation proceedings may be opened at the request of the public
prosecutor against companies pursuing an activity violating criminal laws or that are in serious breach or
violation of the Luxembourg Commercial Code or of the Luxembourg law dated August 10, 1915 on
commercial companies, as amended. The management of such liquidation proceedings will generally follow
similar rules as those applicable to Luxembourg insolvency proceedings.
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Liability of the Luxembourg companies in respect of the guarantee will, in the event of a liquidation
of the company following bankruptcy or judicial liquidation proceedings, only rank after the cost of
liquidation (including any debt incurred for the purpose of such liquidation) and any claims that are
preferred under Luxembourg law. Preferential claims under Luxembourg law include, among others:

• liquidation or insolvency fees;

• certain amounts owed to the Luxembourg Revenue and value-added tax and other taxes and
duties owed to the Luxembourg Customs and Excise;

• social security contributions; or

• remuneration owed to employees.

Assets over which a security interest has been granted will not, in principle, be available for
distribution to unsecured creditors (except after enforcement and to the extent a surplus is realized).

Favorable rules apply in relation to security interests of claims or financial instruments securing
monetary claims (or claims for the delivery of financial instruments). Article 20 of the Luxembourg law
dated August 5, 2005 on financial collateral arrangements as amended (the “Luxembourg Collateral Law”)
provides that all Luxembourg law collateral arrangements (pledges, security assignments and repo
agreements) over claims and financial instruments, as well as all enforcement measures and valuation and
enforcement measures agreed upon by the parties in accordance with this law, are valid and enforceable even
if entered into during the hardening period against third parties, commissioners, receivers, liquidators and
other similar persons notwithstanding the opening of insolvency or similar proceedings (save in the case of
fraud).

Article 21(2) of the Luxembourg Collateral Law provides that, where a financial collateral
arrangement has been entered into after the opening of liquidation proceedings or the coming into force of
reorganization measures or the entry into force of such measures, such arrangement is enforceable against
third parties, administrators, insolvency receivers, liquidators and other similar organs if the collateral taker
proves that it was unaware of the fact that such proceedings had been opened or that such measures had
been taken or that it could not reasonably be aware of it.

Article 24 of the Luxembourg Collateral Law provides that foreign law security interests over claims
or financial instruments granted by a Luxembourg security provider will be valid and enforceable as a matter
of Luxembourg law notwithstanding any Luxembourg insolvency proceedings, if such foreign law security
interests are similar in nature to a Luxembourg security interest falling within the scope of the Luxembourg
Collateral Act 2005. If Article 24 applies, Luxembourg suspect period rules do not apply (save the case of
fraud).

During insolvency proceedings in Luxembourg, all enforcement measures by unsecured creditors are
suspended. Other than as described above, the ability of certain secured creditors to enforce their security
interest may also be limited, in particular in the event of controlled management proceedings providing
expressly that the rights of secured creditors are frozen until a final decision has been taken by a
Luxembourg court as to the petition for controlled management, and may be affected thereafter by a
reorganization order given by the court. A reorganization order requires the prior approval by more than 50%
of the creditors representing more than 50% of the relevant Luxembourg company’s liabilities in order to
take effect. Furthermore, declarations of default and subsequent acceleration (such as acceleration upon the
occurrence of an event of default) may not be enforceable during controlled management proceedings.

• Luxembourg insolvency laws may affect transactions entered into, or payments made, by a
Luxembourg company during the suspect period which is a maximum of six months preceding
the judgment declaring bankruptcy, except that in certain specific situations the court may set
the start of the suspect period at the ten days preceding it. In particular:

– some specific transactions (in particular, the granting of a security interest for antecedent
debts, save in respect of financial collateral arrangements within the meaning of the
Luxembourg law on financial collateral arrangements of August 5, 2005 (as amended); the
payment of debts which have not fallen due, whether payment is made in cash or by way of
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assignment, sale, set-off or by any other means; the payment of debts which have fallen due
by any means other than in cash or by bill of exchange; the sale of assets without
consideration or with substantially inadequate consideration) entered into during the suspect
period must be set aside or declared null and void, if so requested by the insolvency
receiver;

– payments made for matured debts as well as other transactions concluded for consideration
during the suspect period are subject to cancellation by the court upon proceedings instituted
by the insolvency receiver if they were concluded with the knowledge of the bankrupt’s
cessation of payments; and

– the insolvency receiver (acting on behalf of the creditors) has the right to challenge any
fraudulent payments and transactions, including the granting of security with an intent to
defraud, made prior to the bankruptcy, without any time limit.

• Insolvency proceedings may hence have a material adverse effect on the relevant Luxembourg
company’s business and assets and the Luxembourg company’s respective obligations under the
Notes.

• Finally, international aspects of Luxembourg insolvency proceedings may be subject to the EU
Insolvency Regulation. In particular, rights in rem over assets located in another jurisdiction
where the EU Insolvency Regulation is applicable will not be affected by the opening of
insolvency proceedings, without prejudice however to the applicability of rules relating to the
voidness, voidability or unenforceability of legal acts detrimental to all the creditors (subject to
the application of Article 24 of the Luxembourg Collateral Law as described above and Article
13 of the EU Insolvency Regulation).

The measure of insolvency for purposes of the foregoing discussion of the legal regimes of Hong
Kong, Luxembourg, Mongolia and other jurisdictions will vary depending on the laws of the applicable
jurisdiction. Generally, however, a guarantor would be considered insolvent at a particular time if it were
unable to pay its debts as they fell due or if the sum of its debts was then greater than all of its properties at
a fair valuation or if the present fair saleable value of its assets was then less than the amount that would be
required to pay its probable liabilities in respect of its existing debts as they became absolute and matured.

In addition, a guarantee may be subject to review under applicable bankruptcy, fraudulent transfer,
insolvency or similar laws in certain jurisdictions or subject to a lawsuit by or on behalf of creditors of the
guarantor. In such case, the analysis set forth above would generally apply, except that the guarantee could
also be subject to the claim that, since the guarantee was not incurred for the benefit of the guarantor, the
obligations of the guarantor thereunder were incurred for less than reasonably equivalent value or fair
consideration.

In an attempt to limit the applicability of bankruptcy, fraudulent transfer, insolvency and other laws
in certain jurisdictions, the obligations of the guarantors under the guarantees will be limited to the
maximum amount that can be guaranteed by the applicable guarantor without rendering the guarantee, as it
relates to such guarantor, voidable under such applicable bankruptcy, fraudulent transfer, insolvency or
similar laws.

If a court voids a guarantee, subordinates such guarantee to other indebtedness of the guarantor, or
holds the guarantee unenforceable for any other reason, holders of the Notes would cease to have a claim
against that guarantor based upon such guarantee, would be subject to the prior payment of all liabilities
(including trade payables) of such guarantor, and would solely be creditors of us and any guarantors whose
guarantees have not been voided or held unenforceable. In such an event, after providing for all prior claims,
there might not be sufficient assets to satisfy the claims of the holders of the Notes.
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Corporate benefit, capital maintenance laws and other limitations on the Subsidiary Guarantees may
adversely affect the validity and enforceability of the Subsidiary Guarantees.

The laws of certain of the jurisdictions in which the Subsidiary Guarantors are incorporated,
including Luxembourg, may limit their ability to guarantee the debt of a parent or sister company. These
limitations arise from principles of corporate law, which include rules governing capital maintenance, under
which, among others, the risks associated with the guaranteeing a parent or sister company’s debt need to be
reasonably, economically and operationally appreciated in the global context of the case and in a perspective
of continuity from the Subsidiary Guarantor’s perspective, as well as financial assistance, thin capitalization
and fraudulent transfer principles. If these limitations were not considered, observed or justified, the
guarantees by those Subsidiary Guarantors could be subject to legal challenge and be declared invalid. In
these jurisdictions, the Subsidiary Guarantees usually contain language limiting the amount of debt that can
be guaranteed by the relevant Subsidiary Guarantor to mitigate the risk of legal challenge, which could cause
the Guarantee to be voidable or otherwise ineffective under applicable laws. In Luxembourg, the granting of
a guarantee in absence of sufficient corporate benefit for the guarantor may constitute a misappropriation of
corporate assets and the law makes it a criminal offense. See “Description of the Notes – The Subsidiary
Guarantees”.

The amount recoverable under the Subsidiary Guarantees may be limited to a certain maximum
amount that can be guaranteed by a particular Subsidiary Guarantor without rendering such Subsidiary
Guarantee, as it relates to such Subsidiary Guarantor, voidable or otherwise ineffective under applicable law,
or without creating liability risks for its management.

Our Subsidiary Guarantors may not have the funds necessary to satisfy our financial obligations
under the Subsidiary Guarantees.

Certain of our current and future subsidiaries will not provide any guarantee for the Notes now or at
any time in the future. As a result, the Notes will be effectively subordinated to all the debt and other
obligations, including contingent obligations and trade payables, of such non-guarantor subsidiaries.

We cannot assure you that the initial guarantors or any subsidiaries that may become guarantors in
the future will have the funds necessary to satisfy our financial obligations under the Notes if the Issuers are
unable to do so.

The guarantees from the Subsidiary Guarantors will be shared on a pari passu basis with the other
creditors.

The proceeds from the enforcement of the guarantees from the Subsidiary Guarantors will be shared
on a pari passu basis among the holders of the Notes, the finance parties under the Senior Loan and may be
shared on a pari passu basis with other indebtedness ranking pari passu with the Notes that the Issuers may
issue or incur in the future. Accordingly, in the event of a default on the Notes, the Senior Loan or such
other indebtedness and an enforcement of such guarantees, any proceeds so recovered would be shared by
the holders of such indebtedness in proportion to the outstanding amounts of each class of such
indebtedness. Since certain of the Subsidiary Guarantors are holding companies with no substantial assets,
the proceeds of recovery resulting from such enforcement are likely to be insufficient to discharge the
obligations under the Notes, the Senior Loan and other pari passu indebtedness.

The Trustee may request that the Noteholders provide an indemnity and/or security and/or prefunding
to its satisfaction before taking certain actions on behalf of the Noteholders.

In certain circumstances, the Trustee may (at its sole discretion) request the Noteholders to provide
an indemnity and/or security, and/or prefunding to its satisfaction before it takes action on behalf of
Noteholders. The Trustee shall not be obliged to take any such action if not indemnified and/or secured,
and/or prefunded to its satisfaction. Negotiating and agreeing to any indemnity and/or security, and/or
prefunding can be a lengthy process and may impact on when such action can be taken. The Trustee may not
be able to take action notwithstanding the provision of an indemnity or security or prefunding to it, in
breach of the terms of the indenture (as subsequently supplemented and/or amended) governing the Notes
and in circumstances where there is uncertainty or dispute as to the applicable laws or regulations and, to the
extent permitted by the agreements and the applicable law, it will be for the holders of Notes to take such
actions directly.
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USE OF PROCEEDS

We estimate that the net proceeds from the sale of the Notes (after discounts and commissions of the
initial purchasers, but excluding general expenses payable by us in respect of this offering) will be
approximately US$435.6 million. We intend to use the net proceeds from this offering to pay the tender price
of the 2022 Notes tendered in connection with the 2022 Notes Tender Offer and the Perpetual Securities
tendered in connection with the Perpetual Securities Tender Offer, plus all related fees and expenses
incurred. For more information about the Tender Offers, see “Summary – Recent Developments – Concurrent
Transactions.” Any remaining funds are expected to be used by us for general corporate purposes, including
to repay our indebtedness.

This Offering Memorandum is neither an offer to purchase nor a solicitation of an offer to sell or
buy the 2022 Notes or Perpetual Securities. Any offer to purchase the 2022 Notes or Perpetual Securities
will be made solely on the terms and subject to the conditions set forth in a separate offer to purchase
memorandum that will be directed to holders of the 2022 Notes and Perpetual Securities.
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EXCHANGE RATES AND EXCHANGE CONTROLS

This Offering Memorandum contains translations of Togrog amounts into U.S. dollar amounts at
specific exchange rates solely for the convenience of the reader. For convenience only and unless otherwise
noted, all translations from Togrogs into U.S. dollars in this Offering Memorandum were made at the rate of
MNT2,638.00 to US$1.00, which translation represents the basic exchange rate published by Bloomberg on
December 31, 2018. On March 15, 2019 the translation of Togrogs into U.S. dollars published by Bloomberg
was MNT2,631.68 to US$1.00.

The following table sets forth the mid-closing exchange rates from Bloomberg, in Togrogs per
US$1.00, as of and for each of the periods indicated:

Mid-Closing Exchange Rate

Period Low(2) Average(1) High(2) Period End

(MNT per US$1.00)

2013 ................................................................ 1,387.00 1,532.74 1,744.25 1,663.00
2014 ................................................................ 1,660.00 1,818.92 1,895.00 1,888.50
2015 ................................................................ 1,858.50 1,972.13 1,995.50 1,993.00
2016 ................................................................ 1,937.50 2,162.56 2,487.00 2,487.00
2017 ................................................................ 2,349.50 2,434.64 2,497.00 2,427.16
2018 ................................................................ 2,390.00 2,481.17 2,639.26 2,639.26
2019

January ......................................................... 2,627.18 2,646.79 2,663.87 2,627.18
February ....................................................... 2,625.86 2,629.20 2,635.69 2,630.33
March (until March 14, 2019) ........................ 2,629.95 2,632.34 2,634.28 2,631.68

(1) Determined by averaging the rates on the last business day of each month during the relevant period for annual periods and each
business day for monthly periods.

(2) The high and low figures for each period are determined based on the daily middle exchange rates during the period indicated.

Exchange Controls

There are no restrictions on repatriation of foreign currencies from Mongolia and there are no
foreign exchange controls. Foreign currency is generally freely transferable within or from Mongolia.
Foreign exchange policy is under the supervision of the Bank of Mongolia and the Financial Regulatory
Commission and is subject to modification.
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CAPITALIZATION AND INDEBTEDNESS

The following table sets forth our borrowings, equity and capitalization as of December 31, 2018:

• on an actual basis under IFRS; and

• as adjusted to give effect to the issuance of the Notes and the application of the net proceeds
from this offering to pay (i) the tender price of the 2022 Notes tendered in the 2022 Notes
Tender Offer (assuming US$303,176,000 principal amount of 2022 Notes tendered, which is the
amount for which we received indications of interest from holders of the 2022 Notes as
disclosed in the amended terms of the 2022 Notes Tender Offer) and (ii) the tender price of the
Perpetual Securities tendered in the Perpetual Securities Tender Offer (assuming US$23,870,120
principal amount of Perpetual Securities tendered, which is the amount of Perpetual Securities
tendered as of the Early Tender Deadline for the Perpetual Securities Tender Offer).

The as adjusted information below is illustrative only and does not take into account any changes in
our borrowings and capitalization after December 31, 2018.

At December 31, 2018

Actual As adjusted

US$’000 US$’000

Current borrowings:
Current borrowings(1) ..................................................................... 25,065 25,065
Total current borrowings ................................................................ 25,065 25,065

Non-current borrowings:
Senior notes(2) ............................................................................... 451,711 119,689
Notes to be issued(3) ...................................................................... – 435,600
Total non-current borrowings .......................................................... 451,711 555,289

Equity:
Perpetual Securities(4) ..................................................................... 75,897 66,606

Total equity ....................................................................................... 817,261 807,970

Total capitalization(5) ....................................................................... 1,268,972 1,363,259

Notes:
(1) Current borrowings also include the current portion of long-term debt. The value presented is inclusive of the fair value of

derivative components of the Senior Loan, including interest rate linked to the benchmark coal price index as at the balance sheet
date.

(2) The value presented is inclusive of the fair value of derivative components of the 2022 Notes, including interest rate linked to the
benchmark coal price index and cash sweep premium, as at the balance sheet date. We have assumed that the Company will use
proceeds from the New Notes issuance to purchase US$303,176,000 principal amount of 2022 Notes, which principal amount has
been adjusted pro-rata against the corresponding accounting fair value to determine the “As Adjusted” amount set forth above.

(3) Estimated net proceeds after deducting for commissions payable to the initial purchasers, but excluding general expenses payable
by us in respect of this offering.

(4) Represents the fair value of the Perpetual Securities as shown on our consolidated financial statements. We have assumed that the
Company will use proceeds from the New Notes issuance to purchase US$23,870,120 principal amount of Perpetual Securities,
which principal amount has been adjusted pro-rata against the corresponding accounting fair value to determine the “As Adjusted”
amount set forth above.

(5) Total capitalization includes total equity and total non-current borrowings.

The assumptions set forth in this table above with respect to the principal amount of each of the
2022 Notes and the Perpetual Securities tendered and purchased with the net proceeds from this offering are
estimates only and depend on several factors including, but not limited to, market conditions, investor
interest and available financing. The actual principal amounts of 2022 Notes and Perpetual Securities
tendered and purchased on the applicable settlement dates as specified in and pursuant to the respective
terms of the 2022 Notes Tender Offer and the Perpetual Securities Tender Offer may be significantly
different from the assumed principal amounts set forth in the table above.

Except as disclosed above, there has been no material change in our capitalization since
December 31, 2018.
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL INFORMATION AND OTHER DATA

The following selected consolidated statement of comprehensive income data and selected
consolidated statement of cash flow for the years ended December 31, 2016, 2017 and 2018 and the selected
consolidated balance sheet data as of December 31, 2016, 2017 and 2018 set forth below have been derived
from our consolidated financial statements which have been prepared in accordance with IFRS. You should
read the selected historical financial information below in conjunction with our financial statements and the
accompanying notes included in this Offering Memorandum.

Summary consolidated statement of profit or loss and other comprehensive income data

Year ended December 31,

2016 2017 2018

(in US$’000, except earnings per share)

Revenue ............................................................................ 120,028 476,364 590,710
Cost of revenue ................................................................. (120,346) (273,797) (360,310)
Gross (loss)/profit ............................................................. (318) 202,567 230,400

Other cost.......................................................................... (2,808) (862) (986)
Other net income/(loss) ...................................................... 4,116 (1,984) 2,146
Selling and distribution costs .............................................. (17,654) (56,631) (61,410)
General and administrative expenses ................................... (13,133) (19,097) (16,458)
(Loss)/Profit from operations ............................................ (29,797) 123,993 153,692

Finance income.................................................................. 1,186 48 134
Finance costs ..................................................................... (122,705) (51,053) (55,529)

Net finance costs ............................................................... (121,519) (51,005) (55,395)

Gain from Debt Restructuring ............................................. – 262,968 –

Share of (losses)/profit of associates ................................... (5) 163 171

Share of losses of joint venture........................................... (21) – (8)

(Loss)/Profit before taxation ............................................. (151,342) 336,119 98,460

Income tax ........................................................................ (2,650) (25,813) (16,050)

(Loss)/Profit for the year .................................................. (153,992) 310,306 82,410
Attributable to

Equity shareholders of the Company ................................ (154,248) 311,013 82,773
Non-controlling interests ................................................. 256 (707) (363)

Other comprehensive income for the year
Exchange differences on re-translation................................. (47,504) 21,698 (36,676)

Surplus on revaluation of plants, buildings,
and machinery and equipment.......................................... 341,819 – –

Total comprehensive income for the year.......................... 140,323 332,004 45,734

(Loss)/Profit attributable to the equity shareholders
of the Company............................................................. (154,248) 311,013 82,773

Total comprehensive income attributable to
the equity shareholders of the Company ....................... 140,067 332,711 46,097

Basic (loss)/earnings per share.......................................... (1.67) cents 3.13 cents 0.80 cents

Diluted (loss)/earnings per share ...................................... (1.67) cents 3.13 cents 0.80 cents
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Summary consolidated statement of financial position

As of December 31,

2016 2017 2018

(in US$’000)

Total non-current assets ...................................................... 1,463,062 1,484,669 1,483,460
Total current assets ............................................................ 113,331 146,763 234,508
Total assets ........................................................................ 1,576,393 1,631,432 1,717,968

Total current liabilities ....................................................... 1,035,157 234,530 290,351
Total non-current liabilities ................................................. 209,927 626,052 610,356
Total liabilities................................................................... 1,245,084 860,582 900,707

Total equity attributable to equity shareholders of
the Company .................................................................. 330,711 770,959 817,733

Non-controlling interests .................................................... 598 (109) (472)
Total liabilities and shareholders’ equity .............................. 1,576,393 1,631,432 1,717,968

Summary consolidated cash flow data

Year ended December 31,

2016 2017 2018

(in US$’000)

Net cash generated from operating activities ........................ 29,350 95,620 158,600
Net cash generated from/(used in) investing activities .......... 44,262 (82,883) (89,373)
Net cash used in from financing activities ........................... (61,561) (17,767) (43,028)

Other financial data

Year ended December 31,

2016 2017 2018

(in US$’000, except otherwise indicated)

Adjusted EBITDA(1)........................................................... 7,013 177,071 218,299
Adjusted EBITDA margin(2)................................................ 5.8% 37.2% 37.0%
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Notes:

(1) We calculate Adjusted EBITDA by adding income tax, share of losses profit/(loss) of associates and joint venture, net finance
costs, gain from the Debt Restructuring, depreciation and amortization and allowance for doubtful debts, impairment loss on trade
and other receivables non-financial assets, provision losses on coal inventories, gain on disposal of property, plant and equipments
and assets held for sale, equity-settled share-based payment expenses, and employee benefit accrued equity-settled share-based
payment expenses, accrued employee benefit and subtracting share profits of associates, gain on disposal of property, plant and
equipment, finance income from profit attributable to the equity shareholders of the Company for the year as calculated under
IFRS. We have included Adjusted EBITDA data because such data is commonly used by investors to measure a company’s ability
to service debt. Adjusted EBITDA is not, and should not be used as, an indicator or alternative to profit from operations, profit for
the year or cash flow as reflected in our consolidated financial statements, is not intended to represent funds available for debt
service, dividends or other discretionary uses, is not a measure of financial performance under IFRS and should not be considered
in isolation or as a substitute for measures of performance prepared in accordance with IFRS. Investors should not compare
Adjusted EBITDA to EBITDA presented by other companies because not all companies use the same definition. For example, we
subtract the depreciation expense associated with mining equipment while other competitors who own their equipment do not
subtract this cost. Investors should also note that the Adjusted EBITDA as presented herein is calculated differently from
Consolidated EBITDA as defined and used in the Indenture governing the Notes. See “Description of the Notes – Definitions” for
a description of the manner in which Consolidated EBITDA is defined for purposes of the Indenture governing the Notes. The
following table reconciles our profit attributable to the equity shareholders of the Company for the year under IFRS to the
definition of Adjusted EBITDA for the periods indicated:

Year ended December 31,

2016 2017 2018

(in US$’000)

(Loss)/Profit for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (153,992) 310,306 82,410
Adjustments

Income tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,650 25,813 16,050
Share of (losses)/profit of associates and joint venture . . . . . . . . . . . . . . . . 26 (163) (163)
Net finance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121,519 51,005 55,395
Gain from Debt Restructuring . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . – (262,968) –
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,707 51,014 63,873
Impairment loss on trade and other receivables . . . . . . . . . . . . . . . . . . . . . . . . (436) – –
Provision losses on coal inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,315 – –
Gain on disposal of property, plant and equipment and

assets held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (524) (90) (99)
Equity-settled share-based payment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,195 1,355 677
Employee benefit accrued . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (447) 799 156

Adjusted EBITDA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,013 177,071 218,299

(2) Adjusted EBITDA margin is calculated by dividing Adjusted EBITDA by revenue.

Operation Data

Year ended December 31,

2016 2017 2018

(in US$’000, except otherwise indicated)

ROM coal production (Mt) ................................................. 3.0 8.3 10.9
Average stripping ratio (actual) (bcm/t) ............................... 4.5 4.4 5.0
Total coal sales (Mt) .......................................................... 1.6 4.4 4.7
Average sales price per tonne of HCC (US$ per tonne)(2) ..... 77.2 130.3 139.7

Notes:

(1) See “Management’s Discussion and Analysis of Financial Condition and Results of Operations – Factors Affecting Results of
Operation and Financial Condition – Global Coking Coal Prices and Average Selling Prices” for a description of the factors
affecting average sales prices of our coal.

(2) Average sales price is the blended average of HCC sold under all sales terms, excluding sales of coal procured from third party
sources in China.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis in conjunction with our financial statements
prepared in conformity with IFRS, which may differ in certain material aspects from generally accepted
accounting principles in other jurisdictions, together with the accompanying notes, set forth in the audited
consolidated financial statements included in this Offering Memorandum. You should read the whole of the
audited consolidated financial statements included in this Offering Memorandum and not rely merely on the
information contained in this section.

The following discussion contains certain forward-looking statements that involve risks and
uncertainties. Our actual results reported in future periods could differ materially from those discussed
below. Factors that could cause or contribute to such differences include those discussed in the sections
headed “Risk Factors” and “Business” and elsewhere in this Offering Memorandum.

For the purpose of this section, unless the context otherwise requires, references to 2016, 2017 and
2018 refer to our financial year ended December 31 of such year. Unless the context otherwise requires,
financial information described in this section is described on a consolidated basis.

Overview

We are a leading Asian coking coal producer engaged in the open-pit mining and processing of
coking coal sourced from our UHG and BN deposits, located in the South Gobi Province of Mongolia. These
deposits are adjacent to each other and strategically located approximately 250 km from the Sino-Mongolian
border and approximately 600 km from Baotou, China, an important railway transportation hub providing
access from Mongolia to the largest steel producing provinces in China, including Inner Mongolia, Hebei,
Shandong and Jiangsu provinces. We have worked closely with a number of industry-leading experts,
including Thiess and Sedgman, throughout the planning, development and operation of our business to
develop integrated mining, processing, supporting infrastructure, transportation and logistics operations.

Our UHG mining license permits us to engage in coal mining activities on 2,960 hectares of land for
an initial period of 30 years commencing from August 29, 2006. As of December 31, 2018 and January 1,
2019, 663 Mt of JORC-compliant coal resources and 324 Mt of JORC-compliant coal reserves have been
identified within such area, respectively. Our BN mining license, comprising the BN mining license area of
4,482 hectares and the contiguous THG mining license area of 8,340 hectares, permits coal mining for an
initial period of 30 years commencing from December 1, 2008 and June 24, 2013, respectively. Within the
BN and THG mining license areas combined, a total of 399 Mt of JORC-compliant coal resources have been
identified as of December 31, 2018. Within the BN mining license area, a total of 175 Mt of JORC-
compliant coal reserves have been identified as of January 1, 2019. Our BN mine is located approximately
32 km by paved road southwest of our UHG mine, and its development, in integration with existing facilities
at UHG, is yielding benefits through synergies achievable in terms of shared mining, processing and
transportation infrastructure and marketing resources. BN mine produced 1.4 Mt ROM coal for 2018. For the
years ended December 31, 2016, 2017 and 2018, we produced an aggregate of 3.0 Mt, 8.3 Mt and 10.9 Mt
of ROM coal, respectively.

With a view to consistently produce high quality products, reduce product transportation costs and
generate improved margins, we constructed and commissioned 15.0 Mtpa of ROM coal processing capacity
onsite at the UHG mine. The coal handling and preparation plant (“CHPP”), designed and constructed by
Sedgman, comprises three near identical modules of ROM coal processing nameplate capacity of 5.0 Mtpa
each. These modules have been in operation since June 2011, February 2012 and June 2013, respectively.
Since the commencement of the CHPP operation, we have shifted our sales strategy from raw coal to washed
coal, having sold only washed coal products from the beginning of the second quarter of 2012. We are
currently in the process of constructing our third ROM coal infeed facility affiliated with the CHPP, which
will provide higher raw-coal-crushing capacity compared to the two existing ROM handling facilities. Upon
completion of such facility, our large-size-rock processing capacity will be significantly improved, and our
total ROM coal feeding capacity will increase from 15 Mtpa to 25 Mtpa.
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In October 2011, we completed the construction of a paved road, from UHG to GS under BOT
arrangements, which has since been transferred to the Government of Mongolia for compensation in 2014.
We continue to use the road under a toll fee arrangement. In January 2012, in collaboration with Erdenes
MGL, we expanded the border crossing facilities to allow for 25.0 – 30.0 Mtpa transit through GS, which
has also been transferred to the Government of Mongolia with compensation. As a result, we are well placed
to deliver all washed coal products to GM.

We have our own fleet of over 430 double-trailer trucks and also have support facilities to flexibly
conduct shipments either (i) from UHG to GM directly by our trucks or (ii) from UHG to TKH and further
from TKH to GM. Currently, we conduct shipments using the approximately 240 km long UHG-TKH (“long
haul”) section solely with our own double-trailer trucks, while cross border shipments for exports using the
approximately 20 km long TKH-GM (“short haul”) section are undertaken by our own double-trailer trucks
supplemented by third-party Chinese trucking contractors.

We are one of the largest coal producers and exporters in Mongolia. We sell most of our coking
coals to end users in China under coal sales and purchase arrangements with iron and steel mills, and coke
and others under DAP GM, FOT GM, C&F and FOB end-user destination sales terms. In the years ended
December 31, 2016, 2017 and 2018, we sold our hard coking coal at an average selling price of US$77.2 per
tonne, US$130.3 per tonne and US$139.7 per tonne, respectively.

We have won the Top 10 Enterprise in Mongolia award from the Mongolian National Chamber of
Commerce eight times from 2009 to 2018.

Our revenue for the years ended December 31, 2016, 2017 and 2018 was US$120.0 million,
US$476.4 million and US$590.7 million, respectively. We recorded (loss)/profit for the years ended
December 31, 2016, 2017 and 2018 of US$(154.0) million, US$310.3 million and US$82.4 million,
respectively.

Factors Affecting Results of Operations and Financial Condition

Our business and financial condition and results of operations have been, and will continue to be,
affected by a number of important factors, including the following:

Production – Coal Mining

We operate UHG and BN open-pit coking coal mines, both located in close proximity to each other
within the Greater Tavan Tolgoi coalfield in Umnugobi aimag, Mongolia. Our UHG and BN mines were
commissioned in April 2009 and in February 2012, respectively.

In the year ended December 31, 2016, a total of 3.0 Mt of ROM coal was mined by us, all from the
UHG mine with no production activities at the BN mine. In the years ended December 31, 2017 and 2018, a
total of 8.3 Mt and 10.9 Mt of ROM coal, respectively, was mined by us from both UHG and BN mines.
This was achieved at an overall stripping ratio of 4.5 bcm, 4.4 bcm and 5.0 bcm of overburden per ROM
tonne, as a result of moving approximately 13.3 million bcm, 36.7 million bcm and 53.9 million bcm of
overburden for the years ended December 31, 2016, 2017 and 2018, respectively.

Production – Coal Processing

ROM coal mined from UHG and BN mines is processed using our CHPP located at UHG mine.
Based on ROM coal quality, suitable ROM coal is blended and processed to produce following three
distinguished washed coal products: (i) hard coking coal (“HCC”); (ii) semi-soft coking coal (“SSCC”); and
(iii) washed thermal coal. The CHPP has three operating modules with combined name-plate capacity
15.0 Mt per annum supplemented by own power and water supply infrastructure.

A total of 3.0 Mt, 8.0 Mt and 10.0 Mt of ROM coal was processed by us in 2016, 2017 and 2018,
respectively. Resulting from this plant feed, we were able to produce 1.6 Mt of washed coking coal as a
primary product and 0.7 Mt of washed thermal coal as a secondary product for 2016, 4.1 Mt of washed
coking coal and 1.8 Mt of washed thermal coal for 2017, and 4.8 Mt of washed coking coal and 2.2 Mt of
washed thermal coal for 2018.
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Global Coking Coal Prices and Average Selling Prices

Our contracts have pricing terms that are denominated in RMB are adjustable periodically. Most of
our coal is currently sold into the Chinese market. Unlike seaborne coking coal prices, which tend to rigidly
follow periodic settlements between Australian producers and Japanese consumers, domestic Chinese prices
are subject to ongoing negotiation and adjustment according to market dynamics. The far larger size and
highly fragmented nature of the Chinese market results in a more fluid pricing system. Our average selling
prices are affected by various market factors such as the discovery and development of new deposits, closure
of old mines, transportation infrastructure bottlenecks and specific demand of end users. Pursuant to our
customer contracts, our selling prices are based on existing market prices and reviewed from time to time. In
determining the price of coal sold under our customer agreements, we take into account the delivery point of
the coal sold.

Since mid-2012, as a result of the global and in particular Chinese economic slowdown, coking coal
prices have significantly deteriorated. The average selling price for our HCC sold under DAP GM terms
decreased from US$155.6 per tonne in 2011 to US$53.2 per tonne in 2015. In recent years, as a result of the
global and in particular Chinese economic recovery, coking coal prices have significantly increased and
remained stable in 2017 and 2018. The average selling price for our HCC sold under FOT GM terms
increased from US$70.4 per tonne in 2016 to US$135.6 per tonne in 2018. See “Risk Factors – Risks
Relating to our Business and Industry – Coking coal prices are cyclical and subject to significant
fluctuation”.

In the years ended December 31, 2016, 2017 and 2018, we sold our HCC at an average selling price
of US$70.4 per tonne, US$126.0 per tonne and US$135.6 per tonne for FOT GM term sales, respectively,
and the average selling price of C&F sales were US$102.5 per tonne, US$155.0 per tonne and US$170.1 per
tonne for the years ended December 31, 2016, 2017 and 2018, respectively.

Mining Costs

We cooperate with Thiess as our mining contractor under a long-term alliance style contract, and
work closely with them in all aspects of our coal mining operations at our UHG mine. We have two
components of mining costs: (i) costs directly incurred by us and (ii) costs related to our mining contractor.
Costs directly incurred by us primarily include fuel costs, labor costs, employee-related expenses (onsite
accommodations) and blasting expenses. Costs related to our mining contractor include plant rates for mining
equipment operation, expatriate staff wages, corporate overhead and contractor fee. Plant rates include
contractor costs related to the depreciation, financing, insurance and maintenance of the mining equipment
used at our UHG mine. The contractor fee payable is correlated to the contractor’s investment in mining
equipment brought to site and its utilization, productivity and efficiency.

We have engaged a local contractor, UARP LLC, who are responsible for mining operations at the
BN mine, including fleet operation and maintenance of overburden stripping. Costs directly incurred by us
primarily include fuel costs, labor costs, employee-related expenses (onsite accommodations) and blasting
expenses. Costs related to our mining contractor include plant rates for a mining equipment operation.

Mining costs represent and will continue to represent a significant portion of our cost of revenue.
Our mining costs associated with coal sold were US$33.8 million, US$93.8 million and US$126.4 million for
the years ended December 31, 2016, 2017 and 2018, respectively. In 2018, approximately 31.3% of our
mining costs were primarily fuel, labor and other employee-related costs, as well as drilling and blasting
expenses directly incurred by us. The remainder is associated with our mining contractor costs, the majority
of which was related to plant rates.

Transportation Costs

Transportation costs are costs associated with the transportation of our coal from UHG to TKH by
our own truck fleet, from TKH to GM with mainly third-party contractors’ trucks and from UHG directly to
GM by our own truck fleet supplemented by third-party contractors’ trucks. In addition, transportation
between our BN and UHG mines is performed by our own truck fleet. We transported all of the coal
produced at our UHG mine to the Sino-Mongolian border on the paved road owned and operated by Erdenes
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MGL under a toll fee arrangement. Since the second half of 2017, we expanded our trucking fleet capacity
by acquiring around 150 heavy haul double-trailer trucks, which brings our total trucking capacity to around
430 trucks, each capable of carrying around 130 metric tonnes of coal, as of the date of this Offering
Memorandum.

The cost of our own transportation can be maintained at relatively stable levels as compared to those
of third-party trucking contractors, which can be highly volatile due to its fluctuation depending on the coal
market. We are focused on maximizing our fleet utilization in order to mitigate the volatility of third-party
contractor costs while continuing to maintain a sufficient fleet of trucks to meet our annual targeted volume
for export.

Transportation costs associated with coal sold were approximately US$12.9 per tonne, US$20.1 per
tonne and US$25.5 per tonne, respectively, for the years ended December 31, 2016, 2017 and 2018.
Transportation costs from BN to UHG mine site were US$2.4 per tonne and US$2.3 per tonne, respectively,
for the years ended December 31, 2017 and 2018.

We transported a total of 1.5 Mt, 0.6 Mt and 2.8 Mt of HCC from the UHG to TKH coal stockpile
and transshipping facility, and 1.6 Mt, 0.9 Mt and 2.9 Mt of coal products were exported from TKH to GM
in 2016, 2017 and 2018, respectively. In 2017 and 2018, we transported 3.6 Mt and 1.8 Mt of coal products,
respectively, directly from UHG to GM. In addition, a further 54.6 kilotonnes and 1.2 Mt of ROM coal that
was mined and stockpiled previously at BN was transported by our own fleet of double-trailer heavy haulage
trucks to UHG for processing in 2017 and 2018, respectively.

Fuel Costs

We directly bear the costs related to the use of fuel in our mining operations and for the coal
hauling trucks owned by us for coal transport. Fuel costs are included in both mining costs and
transportation costs. For the years ended December 31, 2016, 2017 and 2018, fuel costs relating to our
mining operations represented approximately 15.8%, 14.9% and 17.7% of mining costs, respectively. During
the same period, fuel costs associated with the transportation of our coal were approximately 15.8%, 5.8%
and 8.1% of transportation costs, respectively. Our fuel costs for mining and own transportation for the years
ended December 31, 2016, 2017 and 2018 were US$8.6 million, US$19.0 million and US$31.9 million.

We signed a fuel supply contract with NIC for mining and processing activities and with Shunkhlai
for transportation and logistics activities in 2017, under which the two suppliers have agreed to supply fuel
products, including diesel fuel, lubricants and other types of fuel and provide other related services. The fuel
price is adjusted monthly in accordance with the change in the monthly fuel import price on a DAP basis.
All other costs, such as taxes, transportation and service fees, are fixed under the contract. Our agreements
with NIC and Shunkhlai will respectively expire in May 2020 and December 2019.

Critical Accounting Policies

Critical accounting policies are those that require our management to exercise judgment and to make
estimates that would yield materially different results if our management applied different assumptions or
made different estimates. These accounting policies are set forth in note 2 to our financial statements
included elsewhere in this Offering Memorandum. The preparation of our financial information pursuant to
IFRS requires our management to adopt accounting policies and make estimates and assumptions that affect
the amount reported in our financial information. These estimates and assumptions are continually evaluated
by management and are based on historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances. Actual results may differ from those
estimates and assumptions. We have identified the following accounting policies as critical to an
understanding of our financial condition and results of operations.

In the process of applying our accounting policies, we have made the following accounting
judgments:

Revenue Recognition

Income is classified by the Group as revenue when it arises from the sale of goods or the provision
of services in the ordinary course of the Group’s business.
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Revenue is recognized when control over a product or service is transferred to the customer, at the
amount of promised consideration to which the Group is expected to be entitled, excluding those amounts
collected on behalf of third parties. Revenue excludes value added tax or other sales taxes and is after
deduction of any trade discounts.

Fair Value of Buildings and Plants, Machinery and Equipment Classified as Property, Plant and
Construction in Progress

We have changed our accounting policy for our buildings and plants, machinery and equipment, and
such class of items under construction status from cost model to valuation model with effect from December
31, 2016. Buildings and plants, machinery and equipment classified as property, plant and construction in
progress were revalued by an external appraiser as at December 31, 2016. Such valuations were based on
certain assumptions which are subject to uncertainty and might materially differ from the actual results.
Judgment is required in relation to the selection of assumptions in arriving at the fair values and the
determination of the frequency of performing a revaluation with sufficient regularity.

Reserves

We estimate and report Mineral Resources and Ore Reserves, commonly referred to as Coal
Resources and Coal Reserves in the coal mining industry, meeting requirements of the JORC Code, and
subsequently the Australian Guidelines for the Estimation and Classification of Coal Resources (2014) to
which are referred.

A “Coal Reserve” is the economically mineable part of a Measured and/or Indicated Coal Resource.
It includes diluting materials and allowances for losses, which may occur when the material is mined or
extracted and is defined by studies at Pre-Feasibility or Feasibility level as appropriate that include
application of Modifying Factors. Such studies demonstrate that, at the time of reporting, extraction could
reasonably be justified.

A “Probable Coal Reserve” is the economically mineable part of an Indicated, and in some
circumstances, a Measured Coal Resource. The confidence in the Modifying Factors applying to a Probable
Coal Reserve is lower than that applying to a Proved Coal Reserve. A Proved Coal Reserve implies a high
degree of confidence in the Modifying Factors.

The Modifying Factors are considerations used to convert Coal Resources to Coal Reserves. These
include, but are not restricted to, mining, processing, metallurgical, infrastructure, economic, marketing,
legal, environmental, social and governmental factors. Modifying Factors may change from one estimation to
the next, where the materiality of such changes is demonstrable. Such changes may be as result of variation
to any of the mining, processing, metallurgical, infrastructure, economic, marketing, legal, environmental,
social, governmental or other factors.

Because the Modifying Factors used to estimate Coal Reserves may change from one estimate to the
next, estimates of Coal Reserves may change from one period to another. Changes in reported Coal Reserves
thus may affect the Group’s financial results and financial position in a number of ways, including the
following:

• Asset recoverable amounts may be affected due to changes in estimated future cash flows.

• Depreciation, depletion and amortisation charged in the income statement may change where
such charges are determined on the units of production basis, or where the useful economic lives
of assets change.

• Overburden removal costs recorded on the statement of financial position or charged to the
income statement may change due to changes in stripping ratios or the units of production basis
of depreciation.

• Reclamation and mine closure provisions may change where changes in estimated reserves affect
expectations about the timing or cost of these activities.
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The carrying amount of deferred tax assets may change due to changes in estimates of the likely
recovery of the tax benefits.

Useful Lives of Property, Plant and Equipment

We determine the estimated useful lives of and related depreciation charges for our property, plant
and equipment. This estimate is based on the actual useful lives of assets of similar nature and functions. It
could change significantly as a result of significant technical innovations and competitor actions in response
to industry cycles. We will increase the depreciation charges where useful lives are less than previously
estimated lives, and will write-off or write-down technically obsolete or non-strategic assets that have been
abandoned or sold.

Impairment of Assets

We review the carrying amounts of the assets at each balance sheet date to determine whether there
is objective evidence of impairment. When indication of impairment is identified, we prepare discounted
future cash flow to assess the differences between the carrying amount and value in use and provide for
impairment loss. Any change in the assumptions adopted in the cash flow forecasts would increase or
decrease the provision of the impairment loss and affect our net asset value.

In relation to trade and other receivables (including VAT receivables), a provision for impairment is
made and an impairment loss is recognized in profit and loss when there is objective evidence (such as the
probability of insolvency or significant financial difficulties of the debtor) that we will not be able to collect
all of the amounts due under the original terms of the invoice. We use judgment in determining the
probability of insolvency or significant financial difficulties of the debtor.

An increase or decrease in the above impairment loss would affect the net profit in future years.

Obligation for Reclamation

The estimation of the liabilities for final reclamation and mine closure involves the estimates of the
amount and timing for the future cash spending as well as the discount rate used for reflecting current
market assessments of the time value of money and the risks specific to the liabilities. We consider the
factors including future production volume and development plan, the geological structure of the mining
regions and reserve volume to determine the scope, amount and timing of reclamation and mine closure
activities to be performed. Determination of the effect of these factors involves judgments by us and the
estimated liabilities may turn out to be different from the actual expenditure to be incurred. The discount
rate used by us may also be altered to reflect the changes in the market assessments of the time value of
money and the risks specific to the liability, such as change of the borrowing rate and inflation rate in the
market. As changes in estimates occur (such as mine plan revisions, changes in estimated costs, or changes
in timing of the performance of reclamation activities), the revisions to the obligation will be recognized at
the appropriate discount rate.

Recognition of Deferred Tax Assets

Deferred tax assets in respect of unused tax losses and tax credit carried forward and deductible
temporary differences are recognized and measured based on the expected manner of realization or
settlement of the carrying amount of the assets, using tax rates enacted or substantively enacted at the
balance sheet date. In determining the carrying amounts of deferred assets, expected taxable profits are
estimated which involves a number of assumptions relating to our operating environment and requires a
significant level of judgment exercised by the directors. Any change in such assumptions and judgment
would affect the carrying amounts of deferred tax assets to be recognized and hence the net profit in the
future years.

Derivative Financial Instruments

In determining the fair value of the derivative financial instruments, considerable judgment is
required to interpret market data used in the valuation techniques. The use of different market assumptions
and/or estimation methodologies may have a material effect on the estimated fair value amounts.
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Capitalized Stripping Costs

The process of removing overburden and other mine waste materials to access mineral deposits is
referred to as stripping. Stripping costs (waste removal costs) are incurred during the development and
production phases at open-pit mining and they are accounted for separately for each component of an ore
body unless the stripping activity provides improved access to the whole of the ore body. A component is a
specific section within an ore body that is made more accessible by the stripping activity. The identification
of components is dependent on the mine plan. Judgment is required to identify and define these components
and also to determine the expected volumes of waste to be stripped and ore to be mined in each of these
components. Judgment is also required to identify a suitable production measure that can be applied in the
calculation and allocation of production stripping costs between inventory and production stripping activity.
These are used to calculate and allocate the production stripping costs to inventory and/or the stripping
activity assets.

Development stripping costs are capitalized as a stripping activity asset, in construction in progress
and forming part of the cost of constructing the mine, when:

• It is probable that future economic benefits associated with the asset will flow to the entity; and

• The costs can be measured reliably.

Capitalization of development stripping costs ceases and these costs are transferred to mine
properties in property, plant and equipment when the ore body or component of ore body is ready for its
intended use.

Production stripping can give rise to two benefits being the extraction of ore in the current period
and improved access to the ore body or component of ore body in future periods. To the extent that the
benefit is the extraction of ore, the stripping costs are recognized as an inventory cost.

To the extent the benefit is improved access to the ore body or component of ore body in future
periods, the stripping costs are capitalized as mine properties in property, plant and equipment, if the
following criteria are met:

• It is probable that the future economic benefit (improved access to ore) will flow to the Group;

• The ore body or component of the ore body for which access has been improved can be
identified; and

• The costs relating to the stripping activity can be measured reliably.

Production stripping costs are allocated between the inventory produced and the mine properties
capitalized using a life-of-component waste to ore strip ratio. When the current strip ratio is greater than the
life-of-component ratio, a portion of the stripping costs is capitalized to the existing mine properties.

The development and production stripping assets are depreciated using the units of production
method based on the proven and probable mineral reserves of the relevant ore body or component of ore
body.

Translation of Foreign Currencies

Our reporting currency is U.S. dollars. The functional currency of our main operating subsidiaries
and offshore holding companies is U.S. dollars and the functional currency of the remaining subsidiaries is
mainly MNT. Effective from January 1, 2018, the functional currencies of the main operating subsidiaries
changed from MNT to U.S. dollars following the relevant approvals from the Ministry of Finance.

Foreign currency transactions during the year are translated at the foreign exchange rates as at the
transaction dates. Monetary assets and liabilities denominated in foreign currencies are translated at the
foreign exchange rates as at the balance sheet date. Exchange gains and losses are recognized those in profit
or loss.
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Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign
currency are translated using the foreign exchange rates ruling at the transaction dates.

The results of operations in Mongolia are translated into U.S. dollars at the exchange rates
approximating the foreign exchange rates as at the dates of the transactions. Balance sheet items are
translated into U.S. dollars at the foreign exchange rates as at the balance sheet date. The resulting exchange
difference is recognized directly in a separate component of equity.

Summary consolidated statement of profit or loss and other comprehensive income data

Year ended December 31,

2016 2017 2018

(in US$’000, except otherwise indicated)

Revenue ........................................................................... 120,028 476,364 590,710
Cost of revenue ................................................................ (120,346) (273,797) (360,310)

Gross profit ..................................................................... (318) 202,567 230,400
Other costs ....................................................................... (2,808) (862) (986)
Other net income/(loss) ..................................................... 4,116 (1,984) 2,146
Selling and distribution costs ............................................. (17,654) (56,631) (61,410)
General and administrative expenses .................................. (13,133) (19,097) (16,458)

(Loss)/profit from operations ........................................... (29,797) 123,993 153,692

Finance income ................................................................. 1,186 48 134
Finance costs .................................................................... (122,705) (51,053) (55,529)

Net finance costs .............................................................. (121,519) (51,005) (55,395)

Gain from the Debt Restructuring ...................................... – 262,968 –
Share of (loss)/profit of associates ..................................... (5) 163 171
Share of losses of joint venture ......................................... (21) – (8)

Profit before taxation ...................................................... (151,342) 336,119 98,460
Income tax ....................................................................... (2,650) (25,813) (16,050)

(Loss)/profit for the year ................................................. (153,992) 310,306 82,410
Attributable to:

Equity shareholders of the Company ............................... (154,248) 311,013 82,773
Non-controlling interests ................................................ 256 (707) (363)

(Loss)/profit for the year ................................................. (153,992) 310,306 82,410

Basic (loss)/earnings per share ........................................ (1.67) cents 3.13 cents 0.80 cents

Diluted (loss)/earnings per share ..................................... (1.67) cents 3.13 cents 0.80 cents

(Loss)/profit for the year ................................................. (153,992) 310,306 82,410
Other comprehensive income for the year

(after reclassification adjustments)
Items that may be reclassified subsequently

to profit or loss:
Exchange differences on re-translation ............................ (47,504) 21,698 (36,676)

Total comprehensive income for the year ........................ 140,323 332,004 45,734

Attributable to:
Equity shareholders of the Company ............................... 140,067 332,711 46,097
Non-controlling interests ................................................ 256 (707) (363)

Total comprehensive income for the year ........................ 140,323 332,004 45,734
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Description of Selected Statement of Profit or Loss Line Items

Revenue

We are principally engaged in the mining, processing, transportation and sale of coking coal.
Revenue represents the sales value of goods sold to customers, exclusive of VAT or sales taxes and after
deduction of any trade discounts and volume rebates.

We generated total revenue of US$120.0 million, US$476.4 million and US$590.7 million,
respectively, for the years ended December 31, 2016, 2017 and 2018. In 2016, 2017, and 2018, revenue
amounting to US$16.7 million, US$16.1 million and US$4.3 million, equivalent to 13.9%, 3.4% and 0.7% of
the total revenue, respectively, were generated from sales on DAP GM terms, of which US$16.0 million,
US$6.9 million and nil, respectively, were from sales of HCC, and US$0.7 million, US$9.2 million and
US$3.4 million, respectively, were generated from sales of washed thermal coal. As a result of our strategy
to penetrate the inland China market implemented since 2014, we generated 99.3% of the total revenue from
sales under FOT and C&F terms amounting to US$506.6 million and US$79.8 million, respectively, in 2018,
96.6% of the total revenue from sales under FOT and C&F terms amounting to US$374.8 million and
US$85.4 million, respectively, in 2017, and 86.1% of the total revenue from sales under FOT and C&F terms
amounting to US$78.3 million and US$25.0 million, respectively, in 2016. The total HCC revenue including
inland China sales was US$119.3 million, US$466.4 million and US$546.5 million, representing 99.4%,
97.9% and 92.5% of the total revenue for the years ended December 31, 2016, 2017 and 2018, respectively.

In the years ended December 31, 2016, 2017 and 2018, our pricing followed the trend for all coking
coal products in the global market, where prices started to recover towards the end of 2016. The average
selling price of HCC was US$77.2 per tonne, US$130.3 per tonne and US$139.7 per tonne for 2016, 2017
and 2018, respectively, supported by higher HCC selling prices of inland China sales. In 2017, the average
selling price of FOT and C&F term sales was US$126.0 per tonne and US$155.0 per tonne, respectively,
while the average selling price of DAP GM sales was US$115.7 per tonne, which was approximately 40.5%
higher compared to US$84.4 per tonne in 2016. In 2018, the average selling price of FOT and C&F term
sales was US$135.6 per tonne and US$170.1 per tonne, respectively.

Our total sales volume for the years ended December 31, 2016, 2017 and 2018 reached
approximately 1.6 Mt, 4.4 Mt and 4.7 Mt of coal products, respectively. Total sales volume for HCC for the
years ended December 31, 2016, 2017 and 2018 reached approximately 1.5 Mt, 3.6 Mt and 3.9 Mt,
respectively.

Cost of Revenue

Our cost of revenue consists primarily of mining costs, processing and handling costs, transportation
and logistics costs, and costs related to site administration, transportation stockpile and loss, and
governmental royalties and fees.

The cost of revenue increased by 127.6% from US$120.3 million in 2016 to US$273.8 million in
2017 and further by 31.6% to US$360.3 million in 2018 as a result of increased sales volume.
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The following table presents, for the periods indicated, individual costs of revenue in terms of
amount and percentages of our total cost of revenue:

Year ended December 31,

2016 2017 2018

US$’000 % US$’000 % US$’000 %

Cost of revenue ...................... 120,346 100.0 273,797 100.0 360,310 100.0
Idling costs ............................. 25,664 21.3 – – – –
Inventory provision ................ 4,315 3.6
Cost of revenue excluding

idling costs and inventory
provision ............................. 90,367 75.1 273,797 100.0 360,310 100.0

Mining cost ............................. 33,802 28.1 93,758 34.2 126,420 35.1
Processing cost ........................ 12,963 10.8 37,758 13.8 42,876 11.9
Handling cost .......................... 2,209 1.8 6,756 2.5 11,400 3.1
Transportation costs ................. 20,683 17.2 88,834 32.4 117,784 32.7
Logistics cost........................... 3,465 2.9 6,198 2.3 5,428 1.5
Site administration cost ............ 6,440 5.3 14,216 5.2 16,125 4.5
Transportation and

stockpile loss........................ 670 0.6 (2,953) (1.1) 4,929 1.4
Royalties and fees .................... 10,135 8.4 29,230 10.7 35,348 9.8

Idling Cost

Starting from 2014, in accordance with our policy to conserve cash outflow during times when the
average selling price of coal is trending lower in the market, it made tactical sense for us to temporarily
suspend operations at certain times during the year for conservation and efficiency purposes. Idling costs
primarily consist of fixed charges paid to the mining contractor and depreciation expenses relating to idled
plants and equipments during the suspension.

Mining Cost

Mining cost consists of costs associated with overburden and topsoil removal and ROM coal
extraction, including the costs related to mining staff and equipment, together with base and performance
fees paid to the mining contractor, blasting contractor fees and costs paid to fuel suppliers.

Processing Cost

Processing cost primarily includes the costs associated with the operations of CHPP including power
and water costs.

Our processing cost was approximately US$13.0 million, US$37.8 million and US$42.9 million
during 2016, 2017 and 2018, respectively, including (i) US$6.5 million, US$24.1 million and US$23.4
million related to the depreciation and amortization of the CHPP, (ii) US$2.4 million, US$4.1 million and
US$4.3 million incurred for power generation, and (iii) US$1.0 million, US$1.2 million and US$1.6 million
incurred for water extraction and distribution related to the washed coal sold, respectively, during 2016, 2017
and 2018.

Unit processing cost calculated per ROM coal in-feed tonne increased from US$4.4 per ROM tonne
in 2016 to US$5.3 per ROM tonne in 2017 and decreased to US$4.6 per ROM tonne in 2018. The increase
in 2017 was mainly due to the increase in depreciation and amortisation on a unit basis due to higher value
of the underlying assets as a result of fixed assets revaluation performed by the end of 2016. The decrease in
2018 was mainly due to the increased volume of ROM coal processed.

Handling Cost

Handling cost is related to feeding ROM coal from ROM coal stockpiles to the CHPP, and also the
removal of coarse reject (primarily rock and sediment separated from coal) after coal processing.
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Unit handling cost increased from US$1.4 per tonne in 2016 to US$1.5 per tonne in 2017 and
further increased to US$2.4 per tonne in 2018. The increase in 2017 and 2018 was mainly attributable to
optimization of coal stockpiles.

Transportation Cost

Transportation cost includes cost related to the transportation of ROM coal from the BN mine to the
CHPP located at the UHG mine and the transportation of coal products from UHG to TKH and GM,
including fees paid to third-party transportation contractors.

On unit cost basis, our average transportation costs in the UHG-GM section increased from US$12.9
per tonne in 2016 to US$20.1 per tonne in 2017 and further to US$25.5 per tonne in 2018. Since the second
half of 2017, the prolonged and tightened control procedure of the customs reduced the number of trucks
crossing the border. This situation not only limited the Group’s sales volume but also increased our
transportation cost. The border crossing throughput started to improve in May 2018. In addition, the
improved coal market environment increased the demand for coal transport, while the bottleneck at the
border extended turnaround time required for coal export. As a result, the cost of third party contractors
increased, increasing our total transportation costs.

Logistics Cost

Logistics cost is mainly related to cost associated with operating product stockpiles at UHG and
TKH. Our logistics cost was US$3.5 million in 2016, US$6.2 million in 2017 and was US$5.4 million in
2018.

Site Administration Cost

Site administration cost is primarily related to site support facilities, such as overall supervision and
joint management of the Group’s mining, processing, transportation and logistics operations. Our site
administration cost increased approximately from US$6.4 million in 2016 to US$14.2 million in 2017 and
further increased to US$16.1 million in 2018 due to an increase in number of employees. The increase in
number of employees was primarily due to increase of operations level.

Royalties and Fees

Governmental royalties and fees are related to royalties, air pollution fees and custom fees paid
according to the applicable laws and regulations in Mongolia. A combined flat and progressive royalty rate is
applied at a range of 5 to 8% for processed coal products and 5 to 10% for raw coal products. Our effective
royalty average rate for the years ended December 31, 2016, 2017 and 2018 was approximately 5.0%, 5.5%
and 5.5% for the revenue generated by our operating subsidiaries from coal exported from Mongolia based
on the amount recorded in the customs clearance documents.

Gross Profit/(Loss)

Gross profit/(loss) equals revenue less cost of revenue.

Selling and Distribution Costs

Our selling and distribution costs are associated with the inland China sales activities and include
expenses relating to fees and charges incurred for importing coal into China, logistics, transportation,
governmental fees and charges and fixed agent fees. The selling and distribution cost is linked to sales
volume realized under FOT, GM and C&F sales terms.

General and Administrative Expenses

Our general and administrative expenses relate primarily to staff costs, share option expenses,
consultancy and professional fees, depreciation and amortization of office equipment and other expenses. The
general and administrative expenses were US$13.1 million, US$19.1 million and US$16.5 million for the
years ended December 31, 2016, 2017 and 2018, respectively.
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Net Finance Costs

Net finance costs primarily consist of (i) interest expense on bank and other borrowings, promissory
notes, the 2022 Notes and the Senior Loan (ii) change in fair value of derivative component of the 2022
Notes and the Senior Loan including the interest rates linked to the benchmark coal price index and cash
sweep premium, (iii) amortization of the difference between the fair value and the principal amounts due on
the 2022 Notes and the Senior Loan using the effective interest rate method and (iv) foreign exchange net
loss. Foreign exchange losses are related to the fluctuations in exchange rates between MNT, RMB and U.S.
dollar denominated payables, receivables and cash at bank and in hand.

Income Tax Expenses/Income

We are subject to income tax on an entity basis on profit arising in or derived from the tax
jurisdictions in which we or our subsidiaries operate. The general income tax rate applicable to business
entities with Mongolian source income is 10% on the first MNT3 billion of taxable income and 25% on
amounts in excess thereof.

Subsidiary Financial Performance

For the year ended December 31, 2018, the consolidated revenue and net loss for Tianjin
Zhengcheng Import and Export Trade Co., Ltd (China) was US$84.3 million and US$0.7 million,
respectively. As of December 31, 2018, consolidated net assets for Tianjin Zhengcheng Import and Export
Trade Co., Ltd (China) was US$0.9 million.

Results of Operations and Financial Condition

2018 Compared to 2017

Revenue. Our revenue increased by 24.0% from US$476.4 million in 2017 to US$590.7 million in
2018. The increase in revenue was primarily attributable to an increase in sales volume and price of our
coking coal. Our HCC sales volume increased by 9.3% from 3.6 Mt in 2017 to 3.9 Mt in 2018. Our average
selling price of HCC increased from US$130.3 per tonne in 2017 to US$139.7 per tonne in 2018.

Cost of Revenue. Our cost of revenue increased by 31.6% from US$273.8 million in 2017 to
US$360.3 million in 2018 as a result of an increase in sales volume.

Our mining costs increased by 34.8% from US$93.8 million in 2017 to US$126.4 million in 2018, in
line with the increase in our sales volume. Our processing costs increased by 13.6% from US$37.8 million in
2017 to US$42.9 million in 2018, also in line with the increase in our sales volume. Our transportation costs
increased by 32.6% from US$88.8 million in 2017 to US$117.8 million in 2018, primarily due to increase of
sales volume and the inefficient cross-border logistics issue at the GS-GM border crossing.

Gross Profit. As a result of the foregoing, our gross profit increased by 13.7% from US$202.6
million in 2017 to US$230.4 million in 2018.

General and Administrative Expenses. Our general and administrative expenses decreased by 13.8%
from US$19.1 million in 2017 to US$16.5 million in 2018.

Net Finance Costs. Our net finance cost increased by 8.6% from US$51.0 million in 2017 to
US$55.4 million in 2018. Increase in net finance cost for 2018 was primarily due to changes in the fair
value of the derivative components of the 2022 Notes and the Senior Loan.

Income Tax Expenses. Our income tax expense decreased 37.6% from US$25.8 million in 2017 to
US$16.1 million in 2018. The decrease is mainly attributable to deferred taxes recognised on temporary
differences arising between tax base and accounting base related with unrealized foreign exchange losses.

77



Profit for the Year. Our profit attributable to equity shareholders of the Company decreased by
73.4% from US$311.0 million in 2017 to US$82.8 million in 2018. The decrease in profit in 2018 was due
to the recognition in 2017 of a gain from our Debt Restructuring completed on May 4, 2017.

2017 Compared to 2016

Revenue. Our revenue increased by 297.0% from US$120.0 million in 2016 to US$476.4 million in
2017. The increase was primarily attributable to the improved market condition resulting in an increase in
sales volume and average selling price of our coking coal. Our HCC sales volume increased by 131.7% from
1.5 Mt in 2016 to 3.6 Mt in 2017. Our average selling price of HCC also increased by 68.8% from US$77.2
per tonne in 2016 to US$130.3 per tonne in 2017.

Cost of Revenue. Our cost of revenue increased by 127.6% from US$120.3 million in 2016 to
US$273.8 million in 2017, due to the higher mining, processing and transportation costs resulting from sales
volume. Our mining costs increased by 177.5% from US$33.8 million in 2016 to US$93.8 million in 2017,
mostly in line with an increase in sales volume. Our processing costs increased by 190.8% from US$13.0
million in 2016 to US$37.8 million in 2017, in line with the increase in sales volume. Our transportation
costs increased by 329.0% from US$20.7 million in 2016 to US$88.8 million in 2017, primarily as a result
of an increase in sales volume and the inefficient cross-border logistics issue at the GS-GM border crossing.

Gross Profit/Loss. As a result of the foregoing, our gross profit was US$202.6 million in 2017,
representing a turnaround from the gross loss of US$0.3 million in 2016.

General and Administrative Expenses. Our general and administrative expenses increased by 45.8%
from US$13.1 million in 2016 to US$19.1 million in 2017 mainly due to increase in number of employees.

Net Finance Costs. Our net finance costs decreased by 58.0% from US$121.5 million in 2016 to
US$51.0 million in 2017. Decrease in net finance costs were mainly due to the decrease in interest expense
resulting from reduced amount of debt outstanding after the completion of our Debt Restructuring in 2017.

Income Tax Expenses. In 2017, we incurred income tax expense of US$25.8 million due to increase
in taxable income, compared to our income tax expenses of US$2.7 million in 2016.

Profit/Loss for the Year. As a result of the foregoing and the recognition of a gain from the Debt
Restructuring in 2017 in the amount of US$263.0 million, our profit attributable to equity shareholders of
the Company increased from loss attributable to equity shareholders of US$154.2 million in 2016 to profit
attributable to equity shareholders of US$311.0 million in 2017.

Liquidity and Capital Resources

For the years ended December 31, 2016, 2017 and 2018, our cash needs had been primarily related
to working capital requirements and financing-related repayments. Our cash resources were funded mainly by
cash generated from coal sales.

We regularly monitor current and expected liquidity requirements and compliance with debt
covenants to ensure that we maintain sufficient reserves of cash and adequate committed lines of funding
from major financial institutions to meet our liquidity requirements in the short and long term.

In the year ended December 31, 2016, 2017 and 2018, our net current liabilities were US$921.8
million, US$87.8 million and US$55.8 million, respectively, which were primarily attributable to overdue
payables to contractors accumulated during the market downturn. We underwent a restructuring in 2017 and
have continued to service the remaining amount of payments due to the contractors. See “Our Corporate
Structure and History”. Our financial statements included in this Offering Memorandum have been prepared
on a going concern basis, which contemplates the realization of assets and the satisfaction of liabilities in the
normal course of business. Our ability to continue as a going concern is substantially dependent on our
profits and ability to generate cash flows from operations and our ability to obtain continued bank financing
to meet our working capital and financing requirements. Our ability to do so is dependent, among other
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things, upon the current economic environment and the sustainability of the price of coking coal in the
market. For more details related to risks associated with our liquidity and capital resources, see “Risk
Factors – Risks Relating to our Business and Industry – We have net current liabilities and are dependent on
future cash flows generated from our business and obtaining additional financing to support our business
operations and to continue as a going concern.”

Taking into consideration the financial resources available to us, including cash generated from our
operating activities, and assuming a successful completion of this issuance of the Notes, we believe that we
will have sufficient liquidity to meet our working capital and operating requirements for at least the next
12 months.

The following table sets forth certain information regarding our consolidated cash flows for the
periods indicated:

Year ended December 31,

2016 2017 2018

(US$’000)

Net cash generated from operating activities ........................ 29,350 95,620 158,600
Net cash generated from/(used in) investing activities .......... 44,262 (82,883) (89,373)
Net cash used in financing activities ................................... (61,561) (17,767) (43,028)
Net increase/(decrease) in cash and cash equivalents ............ 12,051 (5,030) 26,199
Cash and cash equivalents at beginning of the year .............. 702 12,268 7,460
Effect of foreign exchange rate changes .............................. (485) 222 (624)
Cash and cash equivalents at end of the year ....................... 12,268 7,460 33,035

Cash Flows from Operating Activities

We generated net cash from operating activities of US$158.6 million in 2018 and US$95.6 million in
2017, primarily due to an increase in sales volume and price of our coking coal.

In 2016, we generated net cash from operating activities of US$29.4 million.

The table below provides details on our cash flows from operating activities for the periods
indicated:

Operating cash flow:

Year ended December 31,

2016 2017 2018

(US$’000)

(Loss)/profit before taxation .............................................. (151,342) 336,119 98,460
Adjustments for:
Depreciation and amortisation ............................................ 32,707 51,014 63,873
Impairment losses on trade and other receivables ................. (436) – –
Provision losses on coal inventories .................................... 4,315 – –
Share of losses/(profit) of associates and joint venture ........ 26 (163) (163)
Gain on disposal of property, plant, equipment and assets

held for sale .................................................................. (524) (90) (99)
Net finance costs .............................................................. 121,519 51,005 55,395
Gain from the Debt restructuring ....................................... – (262,968) –
Equity-settled share-based payment expenses ...................... 1,195 1,355 677
Employee benefit accrued .................................................. (447) 799 156
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Year ended December 31,

2016 2017 2018

(US$’000)

Changes in working capital:
Increase in inventories ...................................................... (667) (24,564) (33,235)
Decrease/(increase) in trade and other receivables ............... 33,277 (13,624) (29,118)
Increase/(decrease) in trade and other payables ................... 34,224 (20,674) 17,461
Increase in other non-current assets and liabilities .............. (44,494) (22,398) (1,840)

Cash generated from operating activities ............................ 29,353 95,811 171,567

Income tax paid ................................................................ (3) (191) (12,967)

Net cash generated from operating activities ....................... 29,350 95,620 158,600

Cash Flows from Investing Activities

Net cash used in investing activities was US$89.4 million in 2018 and US$82.9 million in 2017,
which consisted primarily of payments of deferred stripping activity and payments of payables for property,
plant and equipment.

In 2016, net cash generated from investing activities was US$44.3 million, primarily as a result of
release of time deposit.

The table below provides details on our cash flows from investing activities for the periods
indicated:

Investing cash flow:

Year ended December 31,

2016 2017 2018

(US$’000)

Payments for acquisition of property, plant and equipment
and construction in progress ........................................... (9,655) (82,938) (89,497)

Proceeds from disposals of property, plant and equipment
and assets held for sale .................................................. 430 55 –

Interest received ............................................................... 3,487 – 124
Other cash flows generated from investing activities ........... 50,000 – –

Net cash generated from/(used in) operating activities ......... 44,262 (82,883) (89,373)

Cash Flows from Financing Activities

In 2018, net cash used in financing activities was US$43.0 million, which consisted primarily of
interest paid under the 2022 Notes and the Senior Loan, and principal repayment made under the Senior
Loan.

In 2017, net cash used in financing activities was US$17.8 million, a decrease compared to 2016,
primarily as a result of a decrease in interest expense resulting from reduced amount of credit facilities after
the completion of the Debt Restructuring.

In 2016, net cash used in financing activities was US$61.6 million, primarily as a result of interest
expense paid under the 2017 Notes and BNP and ICBC Facility, and foreign exchange net loss due to
depreciating MNT.
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The table below provides details on our cash flows from financing activities for the periods
indicated:

Financing cash flow:

Year ended December 31,

2016 2017 2018

(US$’000)

Repayment of borrowings .................................................. (56,596) – (7,500)
Interest paid ..................................................................... (4,965) (17,767) (35,528)

Net cash used in operating activities .................................. (61,561) (17,767) (43,028)

Taxation

Income tax expenses for the years ended December 31, 2016, 2017 and 2018 can be reconciled to
profit before income tax as follows:

As of December 31,

2016 2017 2018

(US$’000)

(Loss)/Profit before income tax ........................................... (151,342) 336,119 98,460
Notional tax on profit before taxation(i)(ii)............................ 3,246 35,606 24,240
Tax effect of non-deductible items(iii) .................................. 4,789 23,880 (4,371)
Tax effect of non-taxable items(iv) ....................................... (5,436) (33,675) (4,193)
Tax loss not recognized ...................................................... 51 2 374

Actual tax expenses............................................................ 2,650 25,813 16,050

(i) Pursuant to the Mongolian Enterprise Income Tax, we paid tax at a rate of 10% for the first MNT3 billion taxable income and 25%
of the remaining taxable income for the years ended December 31, 2016, 2017 and 2018.

(ii) We are not subject to any income tax in the Cayman Islands. We are not subject to Hong Kong and Luxembourg profits tax as we
had no assessable income arising in or derived from Hong Kong and Luxembourg during the years ended December 31, 2016, 2017
and 2018.

(iii) Non-deductible items mainly represent the non-deductible expenses and the unrealized exchange losses which is non-deductible
pursuant to the Mongolian Enterprise Income Tax.

(iv) Non-taxable items mainly represent the unrealized exchange gains which is non-taxable pursuant to the Mongolian Enterprise
Income Tax.

Indebtedness

The following table sets forth our borrowings as of the dates indicated and the maturity profile of
such borrowings:

As at December 31,

2016 2017 2018

(US$’000)

Indebtedness
Bank loans (Secured) ......................................................... – 31,753 25,065
Senior notes....................................................................... 599,692 436,563 451,711

Less: Current portion of long-term borrowings..................... (93,000) (7,500) (25,065)
Total ................................................................................. 506,692 460,816 451,711

Maturity Profile of Borrowings
Due within one year or on demand ..................................... 93,000 7,500 25,065
Due after one year, but within two years ............................. – 24,253 –
Due after two years but within five years ............................ – – –

Total ................................................................................. 93,000 31,753 25,065

Note: Indebtedness shown on above table represents the fair value of indebtedness as at each balance sheet date. The face values of
indebtedness outstanding as at December 31, 2018 are stated below.
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As of December 31, 2018, we had outstanding principal amount of US$436.2 million in short-term
and long-term borrowings, including indebtedness incurred under the 2022 Notes and the Senior Loan.

The 2022 Notes bear an interest rate of 5% to 8% per annum based on the benchmark coal price
index payable semi-annually in arrears. The 2022 Notes will mature in September 22, unless earlier
redeemed. As of December 31, 2018, the outstanding principal amount was US$412.5 million. See note 25 to
our audited consolidated financial information as of and for the year ended December 31, 2018 and 2017
included elsewhere in this Offering Memorandum.

The Senior Loan was entered into between ER LLC as the arrangers and certain original lenders. As
of December 31, 2018, the outstanding principal amount was US$23.7 million.

For a detailed description on the Company’s indebtedness, see “Description of Other Indebtedness
and Perpetual Securities.”

Capital Commitments and Capital Expenditures

The following table sets forth our capital commitments outstanding at respective balance sheet dates
not provided for in the financial statements for the periods indicated:

2016 2017 2018

(US$’000)

Contracted for.................................................................... 510 4,699 3,880
Authorized but not contracted for........................................ – 17,337 3,255

Total ................................................................................. 510 22,036 7,135

The following table sets forth our historical capital expenditures for the periods indicated:

Year ended December 31,

2016 2017 2018

(Actual)

(US$’000)

Capital Expenditures:
CHPP ................................................................................ – 4,396 6,443
Trucks and equipment ........................................................ – 13,325 5,406
Others ............................................................................... 276 1,485 3,623

Total ................................................................................. 276 19,206 15,472

Our maintenance capital expenditure is expected to be approximately US$5 million per year. We will
reassess our capital expenditures from time to time in light of the then current circumstances, including
without limitation our operational requirements and our financial capacity, and there can be no assurance that
our actual capital expenditure will correspond to our forecast.

Contingent Liabilities

We acquired our BN mining license in 2011. If the specified semi-annual ROM production exceeds
5.0 Mt, the consideration is subject to adjustment of royalty provision contained therein and we may be
required to make additional payments. We consider the probability of such royalty provision very low as the
Company has the sole authority on production volume. We solely make the decision on production volume of
BN mine. This arrangement is effective during the life-of-mine (“LOM”) of BN mine. See “Risk Factors –
Risks Relating to our Business and Industry – We may have to make additional payments under the
acquisition agreement for our BN mining license”.
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Quantitative and Qualitative Disclosures about Market Risk

We are, in the normal course of business, exposed to market risks relating primarily to credit risk,
foreign currency exchange risk, interest rate risk, liquidity risk and commodity price risk.

Credit Risk

Our credit risk is primarily attributable to our cash at bank and trade and other receivables. We have
a certain concentration credit risk as two customers accounted for 88.8% and 93.9% of our total trade
receivables as of December 31, 2018 and 2017, respectively. See “Risk Factors – Our dependence on our
major customers may cause significant fluctuations or declines in our revenues” and note 31(b) to our
financial statements included elsewhere in this Offering Memorandum. For the year ended December 31,
2018, we had approximately US$5.9 million in trade receivables and US$98.9 million in other receivables.
The other receivables of US$95.6 million in 2018 primarily consisted of US$39.3 million VAT and other tax
receivables, US$55.5 million other deposits and prepayments and US$0.8 million of deposits, advances,
prepayments and other receivables in the ordinary course of business. For the year ended December 31,
2017, we had US$13.6 million in trade receivables and US$58.8 million in other receivables. For the year
ended December 31, 2016, we had approximately US$11.8 million in trade receivables and US$46.9 million
in other receivables.

In accordance with our internal credit policy, we hold quarterly credit committee meetings to review,
assess and evaluate our overall credit quality and the recoverable amount of each individual trade credit
based on quantitative and qualitative analysis, and review the expected credit losses for the purposes of
recording loss allowances to reflect changes in credit risk. The purpose of the credit policy is to set limits
for and monitor the unsecured credit provided to customers at the Group level and to each single customer
and the maximum contractual term for unsecured limit. Our management continues to monitor, on an
ongoing basis, the exposure, including but not limited to the current ability to pay, and takes into account
information specific to the customer and pertaining to the economic environment in which the customer
operates considering current and forward-looking estimates.

Our other receivables are primarily VAT and other tax receivables, railway project related
reimbursement, deposits and prepayments. We believe that no impairment allowance is necessary for our
other receivables based on past experiences.

Substantially all of our cash at bank are deposited in reputable banks for which we assessed the
credit risk to be insignificant.

Foreign Currency Exchange Risk

Cash and cash equivalents denominated in a currency other than the functional currency of the entity
to which they relate as of December 2016, 2017 and 2018 amounted to US$1.4 million, US$0.4 million and
US$10.2 million, respectively. Total borrowings denominated in a currency other than the functional currency
of the entity to which they relate as of December 2016, 2017 and 2018 amounted to nil, US$443.7 million
and nil, respectively.

We have not entered into any derivative instruments to manage foreign currency exchange
fluctuations. However, our management monitors foreign exchange exposure and will consider hedging
significant foreign currency exposure should the need arise.

Interest Rate Risk

Our exposure to interest rate risk relates primarily to our borrowings and our senior notes (which
primarily comprise the 2022 Notes as of December 31, 2018), which totaled US$80.7 million, US$466.4
million and US$443.7 million as of December 31, 2016, 2017 and 2018, respectively. In addition, an
increase in prevailing interest rates would lead to an increase in interest cost on our short-term borrowings
when such debt is rolled over. To date, we have not entered into any type of interest rate agreements or
derivatives to hedge against interest rate fluctuations. To the extent that we decide to do so in the future, we
cannot assure you that any such hedging activities will protect us from fluctuations in interest rates.
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Liquidity Risk

Liquidity risk is the risk that we will not be able to meet our financial obligations as they fall due.
To manage our liquidity risk, we maintain a balance between continuity of funding and the flexibility
through the use of borrowings. Our management closely monitors our liquidity position and expects to have
adequate sources of funding to finance our projects and operations. We maintain a suitable level of liquidity
to finance daily operations, capital expenditures and repayments of borrowings. We regularly monitor current
and expected liquidity requirements to ensure that we maintain sufficient reserves of cash and adequate
committed lines of funding from major financial institutions to meet our liquidity requirements in the short
and longer terms.

Commodity Price Risk

Our financial performance depends on coal prices. Prices of bulk commodities such as coal are
affected by numerous factors such as interest rates, exchange rates, inflation or deflation and global and
regional supply and demand. We have not entered into any commodity derivative instruments or futures to
hedge against fluctuations of coal prices. Therefore, fluctuations in the prices of coal will have a direct
effect on our results of operations.

Effects of Inflation

According to the Bank of Mongolia, Mongolia’s annual inflation, as measured by the consumer price
index, was 1.1% in 2016, 6.4% in 2017 and 8.1% in 2018. We do not consider inflation in Mongolia, where
all of our operations are located, to have had a material impact on our results of operations.

Seasonality

Our site is fully operational throughout the year. The infrastructure and equipment used in our
operations are designed to work during most weather conditions. Occasional inclement weather conditions,
such as dust storms, have had no significant effect on our operations. However, our transportation and sales
volume slow down during the winter period due to scheduled maintenance and the holiday seasons, such as
the Chinese New Year, during which we usually perform additional scheduled maintenance work.

New Accounting Pronouncements

The International Accounting Standards Board has released revisions to existing and new accounting
standards that may have a material impact on our future financial statements. We are currently evaluating the
potential impact that the adoption of such accounting standards may have on our financial statements. See
note 37 to our financial statements included elsewhere in this Offering Memorandum.
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MONGOLIA

Unless otherwise expressly stated, the information set out in this section is derived from publicly
available sources. Such information and statistics have been not verified by us or any of the Initial
Purchasers or their or our respective affiliates or advisers. The information may not be consistent with other
information compiled within or outside Mongolia.

Overview of Mongolia

As the world’s second-largest landlocked country, Mongolia is located in northern Asia bordered by
Russia in the north and China in the south, east and west. Its strategic location, providing direct access to
markets in neighboring countries, has enabled Mongolia to serve as a transit country with a long history of
international trade, dating from the Silk Road in the 13th century to modern export activity. Mongolia is
1,564.9 thousand square kilometers large with 8,253 kilometers of borders (4,710 kilometers in the south
bordering China and 3,543 kilometers in the north bordering Russia).

Mongolia has a diverse and abundant supply of natural resources, including some of the world’s
largest known reserves of coal, copper and gold, which have only begun to be developed. Of the 86 minerals
discovered thus far in Mongolia, only 20 minerals are being exported commercially. One of the Government
of Mongolia’s main objectives is to use modern technology and international mine planning and exploitation
strategies to transform Mongolia’s mining industry from extraction and export of unprocessed commodities to
the domestic production of value-added mining products.

Mongolia’s major exports are copper, coal, crude oil, zinc ore, iron ore, gold and cashmere. Its
major export partner is China, with a smaller percentage of exports going to Russia, Canada, Italy, Korea,
the United Kingdom, Germany and the United States. Mongolia’s major imports are oil products, machinery
and equipment, vehicles, food products, chemical and metallurgical industrial products. Its major import
partners are China, Russia, the United States, Japan and Korea, with a small percentage of imports coming
from Germany, Ukraine and Singapore.

Mongolia is geographically diverse. It has forested mountain ranges in the north; desert steppe and
steppe areas with low mountains in the south; high mountains and glaciers in the west; and vast plains in the
east. Mongolia has approximately 3,000 rivers with a combined length of approximately 67,000 km, over
3,000 lakes, 6,900 springs, 190 glaciers and 250 mineral water springs. Situated at an average altitude of
1,500 m above sea level, Mongolia experiences an extreme continental climate with long winters and short
summers. Its average annual rainfall measures 200 to 220 millimeters and it has approximately 250 cloudless
days each year, earning it the nickname “country of blue sky.”

Ulaanbaatar is Mongolia’s capital. It is also Mongolia’s largest city, home to approximately 46% of
the country’s population. Ulaanbaatar has the lowest average temperature of any national capital in the
world. Mongolia is divided into 21 aimags (provinces) which are further divided into 330 soums (districts).
The Government of Mongolia administers its capital city, Ulaanbaatar, as an independent municipality
separate from Tov aimag, in which it is located.

As of December 31, 2018, Mongolia had a population of approximately 3.2 million people, of which
approximately 1.9 million people were of working age. The average life expectancy at birth was 69.89 years
in 2017. Buddhism is the most prominent religion in Mongolia, though a small number of Christians,
Muslims and Shamans reside in Mongolia. The official language is Khalkha Mongolian and is spoken by
90% of the population. English is replacing Russian as the most popular foreign language. Many Mongolians
also speak Korean, Japanese, Chinese and other Western European languages.
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Recent Political Developments

The Mongolian political system is established under the framework of parliamentary democracy. The
State Great Hural is the unicameral 76-seat parliament with members elected for a term of four years. It
elects the Prime Minister of Mongolia who heads the executive branch and appoints the Cabinet Ministers.
The President of Mongolia is the Head of State and the Commander-in-Chief of Mongolia’s armed forces
with limited executive powers. The President is elected by a universal popular vote for a term of four years.
The Judicial System of Mongolia consists of a three-tiered court system which are first instance, appellate
and Supreme Court, and the judges are nominated by the Judicial General Council and by the Chief Justice
of the respective instance court, for approval by the President. The electoral legal framework primarily
comprises the Constitution, the 2015 Law on Elections, the 2006 Law on the Central Election Body, the
2011 Law on the Automated Election System, and regulations of the General Election Committee.

There have been seven parliamentary and presidential elections since 1991, each election being held
once every four years. Although the MPRP won the parliamentary and presidential elections in 1992, MPRP
was defeated by the Democratic Party in the subsequent parliamentary election in 1996. The MPRP won the
2000 election, but its representation in the Parliament was subsequently reduced in 2004.

After the 2004 election, a coalition government was formed and the leader of the Democratic Party,
Mr. Elbegdorj Tsakhia, was elected as the Prime Minister. He was replaced by MPRP leader Mr. Enkhbold
Miyegombo in January 2006. On November 7, 2007, the Prime Minister submitted a letter of resignation to
the Parliament following his failure to be re-elected as the Chairman of the MPRP. Subsequent to Mr.
Enkhbold Miyegombo’s resignation, Mr. Bayar Sanjaa was appointed Prime Minister and a new government,
comprised of the Prime Minister, ministers from the MPRP and ministers from other parties, was formed in
November 2007.

The next parliamentary elections were held in June 2008, in which the MPRP won the majority of
the parliamentary seats. Accusations of electoral fraud brought forward by the opposition led to the first-ever
riots in Mongolia causing a number of deaths and property damages. Subsequently, despite MPRP’s majority
position in the Parliament, it invited opposition politicians to the Cabinet, forming a coalition government.
Mr. Bayar held the position of the Prime Minister until October 2009 and was replaced by the previous
Minister of Foreign Affairs, Mr. Batbold Sukhbaatar. The MPRP changed its name to the Mongolian People’s
Party (“MPP”) in 2010.

Under the parliamentary election held in 2012, no single party won majority seats in the Parliament.
As a result, Democratic Party, Justice Coalition and Civil Will-Green Party established a coalition by which
the Government was formed. In the presidential election held in 2013, the Democratic Party nominee,
incumbent President Mr. Elbegdorj Tsakhia, won for his second term since 2009.

In the last parliamentary elections, which were held in June 2016, the MPP won 65 out of 76 seats
in Parliament, winning a clear mandate and avoiding the need to form a coalition government. As a result,
Mr. Erdenebat Jargaltulga was appointed the Prime Minister. On October 4, 2017, Khurelsukh Ukhnaa, a
former Deputy Prime Minister of Mr. Erdenebat Jargaltulga’s Cabinet, was appointed as a Prime Minister to
succeed Mr. Erdenebat Jargaltulga.

The seventh presidential election was held on June 26, 2017. None of the three candidates,
Mr. Battulga Khaltmaa of the Democratic Party, Mr. Enkhbold Miyegombo of the MPP and Mr. Ganbaatar
Sainkhuu of the Mongolian People’s Revolutionary Party (which is a spin-off from the MPP by registering
under its previous name), received a majority of the votes which lead to the second-round run-off between
the two candidates with the most votes. As a result of the second round held on July 7, 2017 between Mr.
Battulga Khaltmaa and Mr. Enkhbold Miyegombo, Mr. Battulga Khaltmaa, the candidate from the opposition
party and a former member of the Parliament and Cabinet received a majority of the votes.
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Recent Economic Developments

Mongolia operated as a Soviet-style centrally planned economy until the establishment of a new
coalition government in 1990, which undertook a sustained transition to a free market economy. The
Government relinquished its role as the central planner of Mongolia’s economy and began limiting itself to
making policies supporting a market-oriented economy. The main objectives of the Government include:

• increasing mining sector development, revising mining legislation and using a portion of mining
revenues from strategic mining deposits for distribution among Mongolian citizens;

• developing and implementing Mongolia’s industrial program, planning and developing mining-
based industries and small and medium enterprises which use locally produced raw materials;

• improving agricultural production in particular, production of meat, milk, flour, potatoes and
vegetables;

• providing health services and employment opportunities to Mongolian citizens and providing
vocational training; and

• providing transparency and accountability in public administration.

Over the past two decades, Mongolia has transformed itself into one of the world’s fastest growing
economies, largely due to its rapidly developing mining industry and related increasing foreign investment.
From 2003 through 2017, Mongolia experienced average real GDP growth of 7.7% per annum according to
the IMF.

However, high levels of external debt and reduced foreign exchange reserves have created pressure
on Mongolia’s near-term fiscal stability. The Togrog depreciated against the U.S. dollar by 58.7% from
December 31, 2013 to December 30, 2018, and by 80.3% against the RMB during the same period. In
addition, the previous government administration implemented a number of monetary easing measures
through policy lending programs.

In early August 2016, the Government announced the creation of a task force to address Mongolia’s
budget deficit, slowing economic growth and currency devaluation. Ratified by Parliament on September 9,
2016, the Government Action Plan for 2016-2020 aims to overcome short-term economic difficulties while
attracting domestic and foreign investment and relieving economic pressure on citizens and domestic
businesses by creating a more favorable long-term business environment. In April 2018, the Government
announced that the implementation of the Government Action Plan for 2016-2020 was 44.6% completed.

Despite this rapid response by the MPP-led government, Mongolia’s fiscal position deteriorated
significantly in 2016, with high levels of external debt and reduced foreign exchange reserves creating
pressure on its near-term fiscal stability. The Togrog continued to depreciate against the U.S. dollar and the
RMB, and the MPP-led government inherited several outstanding loans. External indebtedness had risen
significantly in recent years, and the near-term maturity of notes issued by DBM created concerns regarding
depletion of Mongolia’s foreign exchange reserves.

These adverse economic indicators led to Mongolia’s sovereign credit rating being downgraded in
August 2016 by S&P (from “B” to “B-”) and Moody’s (from “B2” to “B3”), with the rating agencies citing
slowing growth and other weakened economic fundamentals. On November 18, 2016, Moody’s further
downgraded Mongolia’s government long-term issuer and senior unsecured ratings to “Caa1,” citing
uncertainty regarding the Government’s ability to meet its debt service obligations, Mongolia’s external
liquidity, the continuing budget deficit and a weaker growth outlook. On November 22, 2016, Fitch
downgraded Mongolia’s long-term foreign and local currency ratings from “B” to “B-,” citing heightened
external liquidity risks and weak economic growth. On February 19, 2017 Fitch affirmed Mongolia’s long-
term and local currency credit rating at “B-” with a stable outlook. On February 15, 2017, Moody’s placed
Mongolia’s issuer rating on negative watch for downgrade, but on March 30, 2017, Moody’s confirmed the
Caa1 long-term issuer ratings and the Caa1 senior unsecured ratings of the Government with a stable
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outlook, citing the abatement of liquidity pressures and the progress made in respect of a financial assistance
program provided by the IMF. On April 18, 2017, S&P affirmed Mongolia’s long-term sovereign credit rating
at “B-” with stable outlook, citing weakening fiscal and growth performance prior to the approval of the
Extended Funding Facility of the IMF on May 24, 2017. Following the economic growth in 2017, Moody’s
upgraded Mongolia’s sovereign rating to “B3” in January 2018. On July 9, 2018, Fitch upgraded Mongolia’s
long-term foreign currency ratings from “B-” to “B,” citing ongoing improvements to fiscal and external
metrics and progress in meeting key IMF program targets.

In response to this difficult near-term fiscal position, the Government submitted a request to the IMF
in September 2016 for financial assistance. To support its request, the Government formulated the Economic
Recovery Plan, which reflected various policy recommendations made by the IMF, and Parliament
subsequently approved the Economic Recovery Plan in November 2016. The Economic Recovery Plan is
designed to stabilize short-term macro-economic conditions, to achieve sustainable debt levels and to
implement medium-term economic structural reforms. It provides guidance on forming fiscal policies aimed
at ensuring a sustainable deficit, monetary policies aimed at reducing the balance of payments pressure and
stabilizing the exchange rate and strategies to increase reserves, promote foreign direct investment and
address the Government’s short-term payment obligations. Another goal of the Economic Recovery Plan is to
encourage large scale projects in mining and infrastructure, including Phase II of Oyu Tolgoi, the
Tavantolgoi – Gashuun Sukhait railway, the Tavan Tolgoi mine, the Tavan Tolgoi power plant, the Erdenet –
Ovoot railway, the Khuut – Bichigt railway, the Bogd Khan railway and the Nariin Sukhait – Shivee Khuren
railway. The Cabinet approved a detailed action plan for the implementation of the Economic Recovery Plan
in December 2016. In November 2017, the Government announced the implementation of the Economic
Recovery Plan was 60.9% completed. It is expected that the coordinated implementation of the Government
Action Plan for 2016-2020 and the Economic Recovery Plan will enable the Government to meet its policy
targets for the next year.

After visits from the IMF to Mongolia in late 2016 and early 2017, on February 19, 2017, the IMF
reached staff-level agreement with Mongolia on the three-year Extended Fund Facility. On May 24, 2017, the
IMF concluded the 2017 Article IV Consultation, an annual bilateral discussion on current economic and
financial updates, with Mongolia. On the same day, the Government finalized the terms of the IMF’s
financial assistance package, which includes a three-year SDR 314.5 million (approximately US$434.3
million) loan for Mongolia. This was agreed as part of a broader approximately US$5.5 billion financing
package supported by Japan, Korea, China, the World Bank and the ADB. Collectively, these measures are
intended to provide near-term fiscal relief as Mongolia continues to develop its substantial mineral resources
as the economy stabilizes over the coming years.

The combined program addresses the key issues discussed in the Article IV consultation, and aims to
stabilize the economy, restore domestic confidence, and pave the way to economic recovery. The goal of the
program is to achieve a sustainable, inclusive growth in the future of Mongolia. To achieve these goals, the
Government intends to instill discipline in its fiscal and monetary policy and overall government
expenditures and budget balance, maintain a flexible exchange rate, improve the Bank of Mongolia’s
independence and corporate governance, facilitate reforms in taxation and pension and public financial
management. The Government also plans to pursue reforms to increase revenues from non-mining sectors
and focus on establishing the basis of economic diversification and the strengthening of the financial sector.

According to the IMF, Mongolia’s performance under the program remains strong. The fourth review
under the program was completed on June 27, 2018. Total disbursements under the arrangement are SDR
131.0 million (approximately US$184.6 million). Strong GDP growth and stabilizing inflation of the
Mongolian economy has led to a 1.9% outperformance in GDP growth rate over IMF estimates for 2018.
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The following table sets forth Mongolia’s key macroeconomic data for the years or periods or as of
the dates indicated below:

As of and for the year ended December 31,

2013(1) 2014(1) 2015(1) 2016(1) 2017(1)(2) 2018

Nominal GDP (MNT billions) ..... 19,174.2 22,227.1 23,150.4 23,942.9 27,895.5 32,166.0
Nominal GDP (US$ millions(3)) .. 12,492.1 12,197.6 11,725.0 11,053.4 11,193.1 12,187.5
Nominal GDP growth ................. 14.9% 15.9% 4.2% 3.4% 16.5% 15.3%
Real GDP (MNT billions)(4)........ 14,350.7 15,482.3 15,850.7 16,035.9 16,886.1 18,059.5
Real GDP (US$ millions(3))(4) ..... 9,349.5 8,496.3 8,027.9 7,410.7 6,952.2 6,842.6
Real GDP growth(8).................... 11.6% 7.9% 2.4% 1.2% 5.3% 6.9%
Nominal GDP per capita

(MNT thousands) (5) ................ 5,052.5 5,330.6 5,347.6 5,297.8 5,439.4 9,903.2
Nominal GDP per capita

(US$(3))(5) .............................. 3,496.0 3,249.5 2,906.0 2,602.0 2,291.0 3,752.3
Year-on-year inflation................. 12.5% 10.4% 1.9% 1.1% 6.4% 8.1%
Export (US$ millions(3)) ............. 4,269.1 5,774.3 4,669.5 4,916.3 6,200.7 7,011.8
Imports (US$ millions(3))............ 6,357.8 5,236.7 3,797.5 3,358.1 4,335.5 5,875.0
Balance of payments

(US$ millions(3))(6) ................. (1,867.3) (471.1) (268.1) (18.2) 1,459.9 (141.2)
Unemployment rate .................... 7.9% 7.9% 7.5% 10.0% 8.8% 6.6%
External debt

(US$ millions(3)(7)) ................. 19,022.1 21,851 22,718 24,625 27,493 28,743.1
Current account (US$ millions)... (4731.8) (1,934.3) (948.5) (699.7) (1,155) (1,902.1)
Financial account

(US$ millions) ........................ 2,807.9 1,503.8 788 811.9 2,593.3 1,800.5
Gross foreign exchange reserves

(US$ millions(3))(6) ................. 2,248.0 1,649.9 1,323.1 1,296.3 3,008.1 3,541.6
Population ................................. 2,930,277 2,995,949 3,057,778 3,120,931 3,177,899 3,248,032

Sources: Bank of Mongolia; World Bank; National Statistical Office of Mongolia

(1) National Statistical Office of Mongolia, except otherwise indicated.

(2) Provisional figures subject to further adjustments.

(3) The following exchange rates were applied: 2012 – MNT1,359.32 = US$1.00, 2013 – MNT1,534.91 = US$1.00, 2014 –
MNT1,822.25 = US$1.00, 2015 – MNT1,974.44 = US$1.00, 2016 – MNT2,165.98 = US$1.00, 2017 – MNT2,427.13 = US$1.00
and December 31, 2018 – MNT2,462.82 = US$1.00.

(4) Real GDP calculated at 2010 constant prices.

(5) Nominal GDP per capita calculated at 2010 constant prices.

(6) Bank of Mongolia.

(7) “External debt” includes external debt of and external debt guaranteed by the Government and the Bank of Mongolia, external debt
of commercial banks and other sectors and direct investment according to the Bank of Mongolia.

(8) Based on real GDP figures in MNT billions.

Mining Sector

In 2015, 2016 and 2017, the mining and quarrying sector accounted for 17.1%, 20.0% and 23.4% of
nominal GDP, respectively. While the sector grew by 19.4% in 2014, primarily due to the commencement of
exports by Oyu Tolgoi, it recorded a negative growth rate of 5.5% in 2017, primarily due to decreased
production of minerals other than coal, lignite and metal ores. Total foreign trade turnover rose 22.3% in
2018, driven by increases in export revenues, particularly from resources such as coal.

The contribution of coal to Mongolia’s exports has significantly increased in the last couple of years.
Total coal exports were 33.4 million tons in 2017, 25.8 million tons in 2016 and 14.5 million tons in 2015.
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Mongolia has US$1.3 trillion in proven mineral resources including Oyu Tolgoi, the world’s third
largest copper mine, Tavan Tolgoi, one of the world’s largest global coal deposits, and Erdenet which
produces approximately 29 million tons of ore per year and has an estimated 1.5 billion tons of recoverable
copper and molybdenum. Key resources where production is expected to grow in the next decade include
copper, gold, oil and uranium.

Mongolia’s mining industry is still in its early stage of development due in large part to the rugged
and remote terrain where key deposits are located. However, a number of significant projects have been
undertaken in recent years to develop Mongolia’s extensive mineral resources:

• Oyu Tolgoi: The signing of an Investment Agreement in October 2009 with Rio Tinto and
Ivanhoe Mines to develop the Oyu Tolgoi mine, one of the world’s largest copper-gold reserves
under development, represents a major milestone in the development of Mongolia’s mining
sector. The mine is expected to commence full operations after the construction of an
underground mining expansion, which the Government expects will be completed between 2021
and 2024. According to Turquoise Hill, the in-country spend related to Oyu Tolgoi was
approximately US$7.2 billion for the period from 2010 to 2017.

• Tavan Tolgoi: In 2010, Erdenes Tavan Tolgoi (a government-owned company) began developing
Tavan Tolgoi, which is believed, according to the World Bank, to be one of the world’s largest
coal deposits under development with an estimated 7.4 billion tons of coking and thermal coal
resources. Tavan Tolgoi’s resources are located mainly in the east and west sections of the
Tsankhi coalfield and comprised of six coalfields: (i) Sharteeg, (ii) Ukhaa Khudag, (iii) Bor
Tolgoi, (iv) Borteeg, (v) the Southwest coalfield and (vi) the Eastern coalfield.

• In addition, Mongolia possesses large reserves of copper, gold, uranium and rare earth minerals
that are being developed at numerous sites.

Recent Government initiatives related to infrastructure development, particularly policy statements
for national railroad expansion, are expected to accelerate the development of strategic natural resource
deposits in the coming years. Key mining projects as well as improvements to infrastructure supporting these
mining projects are expected to have a positive impact on Mongolia’s overall economic situation as
commercial production commences. Parliament has approved the establishment of a commodities exchange in
Mongolia and the relevant legislation and policy are under discussion. In 2014, Mongolia and China also
signed a memorandum of understanding, pursuant to which Mongolia expects to supply 1.0 billion tons of
coal to China over the next 20 years, priced according to market conditions. As part of the 2016-2020
Government Action Plan and the Economic Recovery Plan, the Government expects to expand its mining
industry and revitalize the economy pending improved external conditions regarding commodities prices.
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INDUSTRY OVERVIEW

We commissioned Shanxi Fenwei, a leading Chinese consultancy and service provider in coal and
coke industry, to prepare an independent report for use, in whole or in part, in this section. Shanxi Fenwei
prepared its report based on its industry knowledge, in-house database, independent third-party reports and
publicly available data from reputable industry organizations. Where necessary, Shanxi Fenwei visits
companies operating in the industry to gather and synthesize information about the market, prices and other
relevant information. Shanxi Fenwei has assumed that the information and data on which it relied are
complete and accurate.

Forecasts and assumptions included in the Shanxi Fenwei Report are inherently uncertain
because of events or combinations of events that cannot reasonably be foreseen, including, without
limitation, the actions of governments, individuals, third parties and competitors. Specific factors that
could cause actual results to differ materially include, among others, fluctuations in coal prices, risks
inherent in the mining industry, financing risks, labor risks, uncertainty of mineral reserve and
resource estimates, equipment and supply risks, regulatory risks and environmental concerns.

Shanxi Fenwei has provided part of the statistical and graphical information contained in this
section, including tables of historical data and estimated future supply, demand and market trends created by
compiling, interpreting and analyzing engineering, production, economic, statistical and technical information
from many third-party sources. The information contained herein has been obtained from sources believed by
Shanxi Fenwei to be reliable, but there can be no assurance as to the accuracy or completeness of included
information. Most of the data presented in this section with respect to the Chinese coal industries has been
extracted from the Shanxi Fenwei Report.

Unless otherwise specified, all of the data presented in this section with respect to Chinese coal
reserves and resources refer to the Chinese national standard for the Classification of Resources/Reserves for
Solid Fuels and Mineral Commodities (GB/T 17766-1999).

While we, the Initial Purchasers and the other parties involved in the offering have taken reasonable
care in the extraction, compilation and reproduction of the information and statistics from the Shanxi Fenwei
Report, none of us, the Initial Purchasers and the other parties involved in the offering has independently
verified the information and statistics derived directly or indirectly from official government sources or made
any representation as to their accuracy. Such information and statistics may be out of date and may not be
consistent with other information and statistics compiled within or outside Mongolia. You should not place
undue reliance on such information and statistics contained in this section.
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An Introduction to Coking Coal

Coal is one of the most abundant fossil fuels worldwide. Different types of coal exist depending on
the various changes undergone as the coal matures in carbon content from peat (lowest form) to anthracite
(highest form), which also effectively “ranks” the coal in terms of its physical and chemical properties. The
diagram below summarizes the different types of coal and respective end-uses, including electricity
generation, coke production for steel making, and industrial applications such as cement manufacturing:
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Low rank coal (e.g. lignite and subbituminous coal) or “brown” coal is typically softer, friable and
dull and earthy in appearance. Typically, these types of coal are characterized by high moisture levels and
low carbon content, yielding lower energy content. Higher rank coal or “hard” coal (e.g. thermal, coking
coal and anthracite) is generally harder and stronger with a black, vitreous luster. These types of coal contain
more carbon, have lower moisture content and generate more energy than low rank coal.

While there are several systems of coal classification used around the world, coking coal can be
broadly categorized into four distinct grades, namely HCC, semi-HCC, semi-soft coking coal and soft coking
coal. Hard/semi-HCC is essential for the production of coke, which is used as a reductant in the
manufacturing of iron and steel. Semisoft/soft coking coal is typically used for blending purposes to enhance
certain physical and chemical parameters of the coke but in a way that reduces costs by maximizing the
proportion of less expensive HCC.
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China Coal Classification

According to the Chinese Coal Classification Standard (“CCCS”), coal is classified into three
categories based on metaphoric rank: lignite, bituminous and anthracite. Bituminous is further classified into
several types based on volatile matter and G Index. Coking coal is composed of (“PS”), lean coal (“SM”),
primary coking coal (“JM”), fat coal (“FM”), 1/3 coking coal (“1/3 JM”), gas fat coal (“QF”), and gas coal
(“QM”). There is no direct correlation between the Chinese and other international classifications although
HCC under general international standards is equivalent to JM and FM in China, while semi-soft coking coal
is similar to 1/3 JM and SM in China. The table below sets out the translation between the general
international standards and the CCCS:

Type Similar Chinese type Ash
Volatile
matter CSN CSR

(ad, %) (ad, %) (%)

Premium hard coking coal .. JM, FM <8.5 19-38 8-9 55-74
Standard hard coking coal .. <9.7 19-38 6-9 >55
Semi-hard coking coal ........ 1/3JM, SM 8.0-10.5 17-26 4-6 50-60
Semi-soft coking coal ......... 8.0-11.0 25-41 3-8 45-55
Low volatility PCI ............. QM, PM, SM, RN 6.0-10.5 10-19 1-2 –
High volatility PCI............. 4.0-10.0 26-42 1-5 –

Source: Fenwei Energy

Note: RN is weakly sticky coal in the Chinese classification of coal. RN is used as thermal coal for power generation mostly, but it
can also be used as PCI for making pig iron.

Chinese Coking Coal Industry Overview

According to Shanxi Fenwei, China will remain a major export market for Mongolian coal from
2019 to 2023. In this context, Shanxi Fenwei analyzed the Chinese coking coal supply and demand
dynamics.

China Coking Coal Reserves

China has abundant coal reserves, but coking coal accounts for a minority of total coal reserves at a
distinct geographic concentration. As of 2017, the mineable coking coal reserves accounted for 25% of total
mineable reserves. Within the proven coking coal reserves, JM and FM together accounted for 38% of the
proven coking coal reserves. The chart below illustrates the distribution of the proven coking coal reserves
by category:
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The top ten provinces with respect to mineable coking coal reserves are Shanxi, Shandong, Anhui,
Henan, Guizhou, Xinjiang, Inner Mongolia, Yunnan, Hebei and Heilongjiang, totaling 90% of the total
mineable coking coal reserves in China in 2017. Shanxi has the most mineable coking coal reserves,
accounting for 57% of the total minable coking coal reserves in China in 2017.

2017 China minable coking coal reserves by province Unit: Bt
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2% 2%

2% 1% 1%
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Sources: Fenwei
* Others include Jiangxi, Hunan, Jilin, Guangxi, Hubei, Zhejiang, Guangdong, Fujian, Beijing and Hainan

China’s Structural Supply Side Reform

Since 2016, China’s coal sector has experienced significant structural changes, driven by a focus on
the environment, mine safety and the elimination of excess and outdated capacity. These changes are guided
by the “Thirteenth Five-Year Plan for the Coal Industry” where China plans to eliminate 800 Mt of backward
capacity by 2020. From 2016 to 2018, a total of 700.9 Mt of backward capacity was eliminated. According
to Shanxi Fenwei, 54.2 Mt of coking coal capacity, or 30% of the total coal capacity eliminated in 2018, was
eliminated, and the elimination mainly occurred in Shanxi (12.7 Mt or 23.4% of the total coking coal
capacity eliminated) and Heilongjiang (11.77 Mt or 21.7% of the total eliminated coking coal capacity).
According to the notice issued by the National Energy Administration on July 31, 2017, mining rights that
may interfere with nature reserves, scenic spots and protection areas for drinking water sources were to be
withdrawn in principle before 2020. Accordingly, China is expected to continue to shut down 91.4 Mt more
of coking coal capacity from 2019 to 2023, of which 38.7 Mt is expected to be withdrawn in 2019.

In order to reduce the impact of the capacity elimination on coal supply, the National Development
and Reform Commission along with three other ministries published a notice on February 9, 2018, proposing
to further accelerate capacity replacement and the release of high-quality capacity. The newly-operating
coking coal capacity (part of newly-built and expanding capacity changing into operating capacity) is
predicted to reach 132.2 Mt in China from 2019 to 2023, of which 38.5 Mt is estimated to become
operational in 2019.

Overall, from 2019 to 2023, the total coking coal production in China is expected to decrease
slightly and is estimated to reach 460.8 Mt in 2019. The total coking coal production is then expected to
decrease at a CAGR of -0.2% to 457.7 Mt in 2023. Washed HCC production is projected to reduce from
254.6 Mt in 2019 to 252.6 Mt in 2023 at a CAGR of -0.2%, of which washed JM production will decrease
from 150.5 Mt in 2019 to 149.6 Mt in 2023 at a CAGR of -0.1%, and washed 1/3 JM production is expected
to decrease from 38.7 Mt in 2019 to 38.2 Mt in 2023 at a CAGR of -0.3%.
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China Structural Demand Side Reform

In China, demand for coking coal mainly comes from the steel industry, which experienced
significant growth in 2018 due to an increase in real estate investments. In 2018, crude steel and pig iron
outputs reached 928.3 Mt and 771.1 Mt, representing growths of 11.6% and 8.5% from 2017, respectively.
As a result of the demand from the increase in the steel production, coke production (including semi-coke)
reached 438 Mt, representing an increase of 2.2% from 2017. The charts below illustrate the historical crude
steel, pig iron and coke and semi-coke output in China from 2014 to 2018:
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In recent years, Chinese steel mills have been actively building large scale blast furnaces to increase
their competitiveness, which require relatively smaller floor spaces, higher productivity and the use of more
advanced technology. Large scale blast furnaces require a stable blending ratio of quality coking coal. Even
though coking plants in China generally improve coke quality by applying stamp charging technology, HCC
is still indispensable and coking plants can only slightly lower the blending ratio of HCC to save costs. From
2017 to 2018, the demand for washed coking coal in China increased 0.8% to 520.1 Mt, but the demand for
HCC increased 2.0% from 2017, which accounted for 302.1 Mt or 58% of total coking coal demand.

From 2019 to 2023, it is expected that the demand for steel in China will decline slightly because of
trade frictions, weak external economic growth and the pressure on the domestic economic growth. As
demand for steel declines, China’s crude steel, pig iron and coke production will also show a downward
trend. Crude steel output is projected to decrease to 886 Mt in 2023 from 920 Mt in 2019 with a CAGR of
-0.9%. Pig iron production is expected to 712 Mt in 2023 from 750 Mt in 2019 with a CAGR of -1.3%.
Coke and semi-coke will drop to 427 Mt in 2023 from 434 Mt in 2019 with a CAGR of -0.5%. Therefore
the demand for coking coal is also expected to decrease at a CAGR of 0.4% from 515 Mt in 2019 to 507 Mt
in 2023.
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China Coking Coal Import Analysis

Since the implementation of a policy restricting coal imports in July 2017, the amount of coal China
imported has decreased significantly, which has also impacted China’s overall coal supply. The import
restriction was temporarily relaxed in December 2017, but China instituted a new round of restrictions in
April 2018. Compared with the import restriction in 2017, the new restrictions instituted in 2018 mainly
focus on restricting imports ordered by traders while imports ordered by end-users were less restricted. In
addition to these import restrictions, the seaborne coking coal supply was affected by the disruption in
transportation in Australia caused by severe weather conditions, trade frictions and production suspension of
some international mines. As a result, China coking coal imports decreased 7.2% from 2017 to 64.9 Mt in
2018. The chart below illustrates the coking coal imports by China for the periods indicated:
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In 2018, China imported coking coal mostly from Australia and Mongolia, each contributing 28.3 Mt
(an 8.8% decrease from 2017) and 27.7 Mt (an increase of 5.4% from 2017), respectively. The table below
sets out the China’s coking coal imports by origin for the periods indicated:

2014-2018 China coking coal imports by origin Unit: Mt

Origin 2014 2015 2016 2017 2018 YoY

Australia.................................. 31.3 25.9 26.8 31.0 28.3 -8.8%
Mongolia ................................. 14.8 12.7 23.6 26.3 27.7 +5.4%
Canada .................................... 7.2 5.7 5.2 4.3 2.2 -47.9%
Russia ..................................... 5.8 3.2 2.6 4.6 4.4 -4.2%
Others ..................................... 3.4 0.6 1.1 3.8 2.3 -38.6%

Source: GAC

From 2019 to 2023, China’s coking coal imports are expected to decline at a CAGR of -0.4% due to
softening domestic demand and existing and future import restriction policies.
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China Coking Coal Supply-Demand Dynamics

In 2018, the demand for washed coking coal slightly exceeded the supply. As domestic supply
capability gradually increases, domestic washed coking coal supply is expected to continue to increase, and
the total washed coking coal supply is expected to slightly exceed the demand in 2019 as set out in the table
below. However, due to the gradual degrading of domestic coal quality, demand for imported high-quality
coking coal, especially low-ash and low-sulfur HCC, will remain high. The table below illustrates China’s
coking coal supply and demand dynamics for the periods indicated:

2018-2023 China coking coal supply-demand balance Unit: Mt

2018 2019E 2020E 2021E 2022E 2023E
CAGR
19-23

Washed coking coal output ................ 455.5 460.8 460.6 460.1 458.8 457.7 -0.2%

Imports............................................. 64.9 63.0 62.7 62.5 62.2 62.0 -0.4%
Washed coking coal imports .............. 55.3 55.7 54.9 54.9 55.1 54.9 -0.4%
Exports............................................. 1.1 1.0 2.0 2.2 2.4 2.7 27.7%
Net imports ...................................... 54.2 54.7 52.9 52.7 52.6 52.2 -1.2%

Total washed coking coal supply ........ 509.7 515.6 513.5 512.8 511.4 509.9 -0.3%

Coking coal demand.......................... 547.5 542.5 538.8 538.5 537.7 534.1 -0.4%
Washed coking coal demand .............. 520.1 515.4 511.9 511.6 510.8 507.3 -0.4%

Source: Fenwei

Mongolian Coking Coal Industry Overview

Mongolian Coking Coal Resources

Mongolia has rich coal resources, and its total coal reserves amounted to 173.3 billion tons as of
year-end 2015, 12.4% (21.5 billion tons) of which are proven reserves based on statistics from the Mongolia
Ministry of Fuel and Energy. Mongolia also has great coal type varieties, of which 25% of the reserves are
lignite (in the central and eastern regions), 40% of the reserves are thermal coal (in the western and northern
regions), and 35% of the reserves are coking coal (in the central and southern Gobi regions). The map below
illustrates Mongolian coal resource distribution and how metamorphic ranks of Mongolian coal increase from
the east side to the west side of Mongolia:

Mongolian coal resource distribution

Source: Fenwei
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Mongolian Coal Production

From 2014 to 2017, Mongolian coal production has fluctuated with the coal demand from China, and
according to the Mongolia Ministry of Fuel and Energy, Mongolian raw coal output reached 49.4 Mt in
2017. Mongolian coal production is expected to reach 54.6 Mt in 2018, representing a 10.6% increase from
2017 despite newly implemented import restrictions in China. The chart below illustrates Mongolian raw
coal output by coal type for the periods indicated:
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Mongolian coal output is expected to increase to 56.0 Mt (43.9 Mt for coking coal and 12.1 Mt for
thermal coal) in 2019, and continue to increase at the CAGR of 3% (2% for coking coal production and 7%
for thermal coal production) to reach 64.3 Mt (48.2 Mt of coking coal and 16.0 Mt of thermal coal) in 2023.
Such output growth will be driven by an increase in demand for imported high-quality coking coal from
China and the production capacity expansion and domestic demand for coal within Mongolia. The chart
below illustrates Mongolian raw coal output by coal type for the periods indicated:
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Mongolian Coal Transportation Infrastructure

Currently, approximately 90% of Mongolian coal exported to China uses either the GS-GM route or
the Shivee Khuren (Mongolia)-Ceke (China) route.

GS (ten kilometers from the GM border checkpoint in China) is currently the largest border
checkpoint in Mongolia for its coal exports, and it is designed to process up to 30 Mt coal exports per
annum. TT, UHG and ETT export their coal to China through the GS border checkpoint by mainly relying on
road transportation. The GM border checkpoint is connected with the Ganquan Railway, which is owned by
the Shenhua Group in China. The border has sound supporting facilities, including processing park zones,
coal import firms and customs supervision sites. GM’s “five in five out” tollgate was officially put into
operation in 2013, designed to accommodate for a capacity of 30 Mt. The “seven in seven out” customs
clearance passage is expected to be completed in 2019 and the clearance capacity is expected to be further
improved after completion. In 2011, MMC built an asphalt road from UHG Mine to GM Border, which
remains in good condition. Transport costs from UHG to GM is 20.5 US$/t or 135 yuan/t. In 2018, the
customs release at GM Border cost 27.1 yuan/t, roughly flat from a year ago.

UHG Tsagaan Khad Gashuun Sukhait Ganqimaodu
210 km 30 km 10 km

Mongolia plans to build six border-linked railways, which will connect with Ceke and GM borders
in West Mongolia and Laoyemiao Border in Xinjiang. These railways will facilitate Mongolian mineral
exports. Currently it is only the TT-GM railway that is being built, although progress has been slow (since
commencement of construction in 2013) due to financial challenges and setbacks in the TT mine project. The
date of completion is difficult to estimate. The railway adopts the same track gauge standard as China.

After the TT-GM railway becomes operational, TT coal can be directly transported to GM. Shanxi
Fenwei expects transport costs to be 7 US$/t or 48 yuan/t, significantly lower than the current level. Given
China’s coal imports from Mongolia may fall slightly based on Shanxi Fenwei’s forecasts, while border
clearance capacity will improve upon facility renovation and eased congestion at the borders, roadway
transport costs are expected to decrease. Subsequently, it is expected to cost 22 US$/t or 148 yuan/t to carry
UHG coal to GM by truck.

Mongolian Coal Exports to China

Mongolia’s coal exports to China are expected to reach 36.2 Mt in 2018, representing an increase of
6.6% from 2017. The table below sets out a breakdown between thermal and coking coal for the periods
indicated:

2014-2018 Mongolia coal exports to China by type Unit: Mt

2014 2015 2016 2017 2018E YoY

Total ....................................... 19.3 14.3 26.4 34.0 36.2 6.6%

Thermal coal ........................... 4.5 1.7 2.8 7.7 8.6 10.8%
Coking coal ............................. 14.8 12.7 23.6 26.3 27.7 5.4%

Sources: NBS, Fenwei

Compared to importing seaborne coal to China, Mongolian coal can be quickly transported to meet
the demand from China. From 2019 to 2023, Mongolian coal exports are expected to remain at around 32-35
Mt with coking coal at 24-27 Mt and thermal coal at 8-8.5 Mt.
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Competitive Positioning and Target Markets for MMC Coal

MMC Coal Quality Evaluation

MMC is currently operating two coal mines in South Gobi Province. The UHG mine mainly
produces HCC, and the BN mine produces SSCC. The table below sets out the coal quality indicators and
CCCS classifications:

UHG and BN coal quality indicators
Unit:%,

mm

Coal type
Moisture

(ad) Ash (ad)
Volatility

(daf)
Sulfur

(ad) CSN CSR

HCC ............................................. 8.3 10.5 26 0.7 7.6 62-64
SSCC ............................................ 9.5 35 0.7

Source: MMC
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MMC’s HCC has medium ash, low sulfur, mid-to-low volatility and strong caking. MMC’s HCC can
generate plastic mass with proper heat stability when heated. When used separately, MMC’s HCC is able to
produce high-quality coke with large lumpiness, less cracks, high crushing strength and high HGI. The big
expansion pressure during coking makes it hard for coke pushing, which requires gas coal and lean coal to
be blended into feed to improve oven environment and enhance coke quality. MMC’s HCC helps enhance
coke mechanical strength.

MMC’s SSCC features low ash, low sulfur, mid-to-high volatility and medium coking quality.
MMC’s SSCC can produce high-quality coke with high strength and better fusibility. MMC’s SSCC is a
highly preferred blending coal, because it can improve coke quality with a flexible blending ratio.
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A Quality Comparison With Rival Coals

MMC’s HCC contains medium ash, low sulfur and high caking property. Compared to domestic coal,
MMC’s HCC contains similar ash content and lower sulfur content, while having inferior qualities for
volatile matter content (or “Vdaf”), which is the content of volatile substances in the combustion component.
Compared to Australian coal, the ash and sulfur content of MCC’s HCC are similar, while other indicators of
MMC’s HCC are inferior to Australian coal’s. MMC’s SSCC has low ash content and sulfur and medium
coking property, similar to Shanxi Linfen 1/3 JM from China. Compared to Australian coal, the ash content
of MMC’s SSCC is slightly lower but is inferior. In terms of quality indicators and caking property, MMC
HCC is close to JM in Inner Mongolia’s Baotou area with a competitive edge due to low ash and sulfur
content.

The table below compares the major quality indicators between MMC coal and their Chinese and
Australian equivalent coals:

Quality comparison between MMC coal and major rival coals Unit:%, mm

Coal type Origin
Ash
(ad)

VM
(daf)

Sulfur
(ad)

JM (or HCC) ............................... UHG 10.5 26 0.7
Baotou of Inner Mongolia 10.5 25 0.8
Gujiao of Shanxi 10 21 1.3
Wuhai of Inner Mongolia 10.5 26 1.1-1.3
Australia Peak Downs 10.0 21 0.5

1/3JM (or SSCC) ......................... BN 9.5 35 0.7
Wuhai of Inner Mongolia 10.5 32 1
Linfen of Shanxi 10.5 35 0.8-1.2
Australia Blackwater 10.0 30 0.4

Source: Fenwei

Note: Fenwei selected the JM from Tunlan Mine to represent Gujiao JM quality, and the JM from Xingwu Mine to represent Liulin
JM quality, as well as the 1/3 JM from Yuanxing Mine to represent Linfen 1/3 JM quality. The benchmark Australian HCC
and SSCC are the coals delivered to China’s Jingtang Port.

A Production Cost Comparison With Rival Coals

MMC’s washed coal production cost is competitive because of shallow burial depth, low labor costs
and moderate washed coal yield. Among the main coking coal producing provinces in China, raw coal
production costs are high in Anhui, Shandong and Hebei due to difficulties in mining and high maintenance
costs. Production costs are low in Shanxi, Henan and Inner Mongolia because of relatively larger mines and
less complex geological conditions. Moreover, compared to Mongolian coal in Inner Mongolia, Shanxi,
Henan and Hebei coals have higher transportation costs. In addition, because Australian coal needs to be
shipped to Jingtang Port first and then sold to various points of consumption, transportation costs are also
high for Australian coal. As a result, UHG coal costs in the Inner Mongolia market are lower than those of
the main domestic coking coal producers and Australian producers. Inner Mongolia is the main target market
region of MMC.
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According to Shanxi Fenwei, UHG’s production coal cost is at the low end of the cost curve. UHG’s
coal cost is 172 yuan/t, lower than Australia’s average cost of 180 yuan/t and Chinese producers’ cost range
of 220-487 yuan/t.

2018 coking coal (JM) production costs at main producing regions Unit: yuan/t

2018 coking coal (JM) cost comparison in Inner Mongolia Unit: yuan/t

Target Markets for UHG and BN Coals

Currently, MMC’s coal is transported to GS by road, and once it has arrived at GM, it is railed to
Wanshuiquan in Baotou by the Shenhua Ganquan Railway and transported either westward to Gansu, Inner
Mongolia’s Wuhai and/or Xinjiang, or eastward to Baotou, Tangshan, Shandong and/or Jiangsu. The map
below illustrates such transportation options:

Source: Company presentation
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Inner Mongolia is rich in coking coal resources, and its coking coal output is on a slightly growing
trend. However, the coke produced locally has high ash and sulfur content and will not meet the
requirements of steel mills. In Hebei’s Tangshan, there are presently no large-scale new or expanding mine
projects, while existing coal mines are gradually becoming depleted. In Shandong, coking coal resources are
rich, of which gas and gas SM are ample, but its JM reserves are limited. In Jiangsu, there is no washed JM,
and its 1/3 JM production is gradually declining. In Gansu, all JM and 1/3 JM demands rely on other
provinces. In Xinjiang, coking coal resources are scarce. The table below sets out the forecasted demand and
supply gap within the geographic locations and periods indicated:

2019-2023 washed coking coal supply-demand gap forecast Unit: Mt

2019E 2020E 2021E 2022E 2023E

Total -26.1 -26.1 -26.3 -26.5 -26.4

Washed JM............. Inner Mongolia -0.1 0.1 0.1 0.2 0.4
Hebei Tangshan -9.0 -9.2 -9.5 -9.7 -9.9
Shandong -11.3 -11.2 -11.1 -11.1 -10.9
Jiangsu -7.5 -7.5 -7.5 -7.5 -7.5
Gansu 2.7 2.7 2.7 2.7 2.7
Xinjiang -1.0 -1.0 -1.1 -1.1 -1.1

Total -10.1 -10.6 -10.8 -11.1 -11.2
Washed 1/3 JM ....... Inner Mongolia 0.7 0.4 0.3 0.3 0.2

Hebei Tangshan -3.3 -3.4 -3.5 -3.7 -3.8
Jiangsu -4.8 -4.8 -4.8 -4.8 -4.8
Gansu -1.1 -1.1 -1.1 -1.1 -1.1
Xinjiang -1.8 -1.8 -1.8 -1.8 -1.8

Source: Fenwei

China Coking Coal Price

UHG’s HCC and BN’s SSCC are of similar quality as washed Shanxi JM at Jingtang Port, washed
JM at GM Border, washed 1/3JM at Jingtang Port and Liulin 4#, the prices of which have been on a slightly
upward trend as shown below.

Representative washed JM average price in 2018 (incl. taxes) Unit: yuan/t
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From 2019 to 2023, coking coal demand in China is expected to decline slightly while the supply
may increase slightly, thus prices for coking coal may decline. However, as the supply of high-quality coking
coal will remain limited, any drop in its price will be smaller than for other coking coal types. Import
restrictions, production by domestic and international miners, railing capacity to ports and extreme weather
will likely continue to affect coking coal supply in China, which may impact international coking coal
prices.

The table below sets forth the price forecasts for Jingtang Port washed Shanxi JM and 1/3 JM for
the periods indicated:

2019-2023 Jingtang Port washed Shanxi JM and 1/3 JM price forecasts Unit: yuan/t

2018 2019E 2020E 2021E 2022E 2023E
CAGR
19-23

Jingtang washed Shanxi JM ............... 1,764 1,720 1,686 1,660 1,639 1,622 -1.5%
Jingtang washed 1/3 JM .................... 1,421 1,378 1,344 1,317 1,294 1,275 -1.9%

Source: Fenwei

The saleable prices of MMC products at GM Border are expected to decrease slightly from 2019 to
2023. The price of MMC HCC is expected to decline from 1,197 yuan/t to 1,102 yuan/t and while the price
of SSCC is expected to decline from 729 yuan/t to 643 yuan/t. The table below sets forth the price forecasts
for MMC washed coal at FOT GM for the periods indicated:

2019-2023 MMC washed coal price forecast at FOT GM Unit: yuan/t

2018 2019E 2020E 2021E 2022E 2023E

MMC-JM................................. 1,237 1,197 1,165 1,140 1,119 1,102
MMC-1/3JM ............................ 763 729 701 679 660 643

Note: Fenwei has consulted with the premium/penalty standard in making this price forecast.

Source: Fenwei
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CORPORATE STRUCTURE AND HISTORY

Corporate Structure

As of December 31, 2018, our corporate structure is as follows:

Mongolian Coal Corporation Limited
Hong Kong

(100%)

Inner Mongolia Fangcheng Trade
Co., Ltd
China

(100%)

Baruun Naran S.a.r.l.
Luxembourg

(100%)

Khangad Exploration LLC
Mongolia
(100%)

Mongolian Coal Corporation S.a.r.l.
Luxembourg

(100%)

Energy Resources Corporation LLC
Mongolia
(100%)

Energy Resources LLC
Mongolia
(100%)

Enrestechnology LLC
Mongolia
(100%)

Ukhaa Khudag Water Supply LLC
Mongolia
(100%)

Tavan Tolgoi Airport LLC
Mongolia
(100%)

United Power LLC
Mongolia
(100%)

Energy Resources Rail LLC
Mongolia
(100%)

Mongolian Mining Corporation
(975 HK) Cayman Islands

Co-Issuer Subsidiary Guarantor Group

Tianjin Zhengcheng Import and Export
Trade Co., Ltd

China
(51%)

History

We were incorporated in the Cayman Islands as an exempted company with limited liability on May
18, 2010 in anticipation of our initial public offering. We operate our business through our subsidiary
companies in Mongolia, including ER LLC and its subsidiaries. Through Mongolian Coal Corporation
Limited, incorporated in Hong Kong, Mongolian Coal Corporation S.à.r.l. incorporated in Luxembourg, and
Energy Resources Corporation LLC, incorporated in Mongolia, each a direct or indirect wholly-owned
subsidiary of the Company, we indirectly own 100% of ER LLC.

Our current corporate structure was substantially put in place in connection with our initial public
offering in October 2010. The history of our and our subsidiaries predecessors dates back to 1999, when
Mine Info LLC obtained exploration licenses to conduct exploration activities in the Tavan Tolgoi area of
Mongolia. In 2002, Darkhankhaan Uul LLC obtained exploration licenses to conduct exploration activities in
additional areas in the Tavan Tolgoi area of Mongolia.

ER LLC was incorporated in Mongolia in 2005, and was jointly owned by the shareholders of
Energoresources LLC and the shareholder of Darkhankhaan Uul LLC. On May 4, 2005, the shareholders of
Energoresources LLC and Darkhankhaan Uul LLC transferred all six of their exploration licenses to ER
LLC. In 2006, the exploration licenses of ER LLC were converted into mining licenses. On March 21, 2008,
ER LLC entered into the Minerals License Transfer Agreement with the Government of Mongolia, pursuant
to which we transferred five of our six mining licenses to the Government of Mongolia. The transfer of such
mining licenses was completed on May 28, 2008. For details of the circumstances leading to the transfer of
the mining licenses and details of our UHG mining license, see “Business – Our Location and Licenses”.
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We entered into a share purchase agreement with Quincunx (BVI) and its then parent company,
Kerry Mining (Mongolia) Limited on May 31, 2011 to acquire Baruun Naran Limited (formerly named QGX
Coal Limited) incorporated in Gibraltar, Baruun Naran S.á.r.l (formerly named QGX Coal S.á.r.l)
incorporated in Luxembourg, and Khangad Exploration LLC. The acquisition was completed on June 1,
2011. Khangad Exploration LLC was incorporated in 2006 and holds a mining license to conduct mining
activities in our BN deposit. On June 24, 2013, we were granted the THG mining license to cover another
8,340 hectares area contiguous to the BN mining license originally acquired.

The first, second and third modules of our CHPP, each with ROM coal nameplate processing
capacity of 5.0 Mtpa, have been in operation since June 2011, February 2012 and July 2013, respectively. In
September 2011, we completed the construction of a paved road from our UHG mine to GS, which
commenced operation in October 2011. Such paved road was transferred to the Government of Mongolia in
2014 and we are able to continue to use the paved road under a toll fee arrangement. In January 2012, we,
together with Erdenes MGL, completed an expansion of the GS border crossing, which increased the border
crossing capacity from 10 Mtpa to approximately 25.0-30.0 Mtpa. Such project was also transferred to the
Government of Mongolia in 2014 with compensation.

In 2016, we commenced a debt restructuring with the holders of the 2017 Notes, BNP Paribas
Singapore Branch and Industrial and Commercial Bank of China Limited and QGX (the “Debt
Restructuring”). On May 4, 2017, we implemented the Debt Restructuring. Upon the completion of the
Debt Restructuring, the outstanding principal and accrued interest of the 2017 Notes, the BNP and ICBC
Facility and the QGX Promissory Notes were restructured to (i) shares of the Company, (ii) the Perpetual
Securities, (iii) the Senior Loan and the (iv) 2022 Notes.

Our other subsidiaries include:

• Enrestechnology LLC, which is responsible for owning and operating our CHPP at our UHG
mine.

• Ukhaa Khudag Water Supply LLC, which is responsible for the water exploration and supply of
water to our UHG mine.

• United Power LLC, which is responsible for the construction and operation of the power plant.

• Tavan Tolgoi Airport LLC, which is responsible for the operation and management of the airport
in Tsogttsetsii soum serving the miners’ camp with several Mongolian commercial airlines.

• Energy Resources Rail LLC, which was incorporated for the then-ongoing implementation of
construction of the base infrastructure of UHG-GS railway, which was subsequently transferred
to the Government of Mongolia in 2013.

• Tianjin Zhengcheng Import and Export Trade Co., Ltd., a joint venture with a member of Risun
Group which is responsible for joint transportation, sales and distribution of coal products in
China.

• Inner Mongolia Fangcheng Trading Co., Ltd, a wholly-owned subsidiary of Tianjin Zhengcheng
Import and Export Trade Co., Ltd, which is responsible for sales and distribution of coal
products within Inner Mongolia, China.

Our other affiliates include:

• International Medical Center LLC, which is responsible for the construction and operation of a
private general hospital.

• Gashuun Sukhait Rail LLC, a joint venture with certain other leading mining companies which is
responsible for the GS-GM cross-border railway construction project.

• Gashuun Sukhait Auto Road LLC, a joint venture with certain other leading mining companies
which is responsible for the operation and maintenance of UHG-GS paved road.
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BUSINESS

Overview

We are a leading Asian coking coal producer engaged in the open-pit mining and processing of
coking coal sourced from our UHG and BN deposits, located in the South Gobi Province of Mongolia. These
deposits are adjacent to each other and strategically located approximately 250 km from the Sino-Mongolian
border and approximately 600 km from Baotou, China, an important railway transportation hub providing
access from Mongolia to the largest steel producing provinces in China, including Inner Mongolia, Hebei,
Shandong and Jiangsu provinces. We have worked closely with a number of industry-leading experts,
including Thiess and Sedgman, throughout the planning, development and operation of our business to
develop integrated mining, processing, supporting infrastructure, transportation and logistics operations.

Our UHG mining license permits us to engage in coal mining activities on 2,960 hectares of land for
an initial period of 30 years commencing from August 29, 2006. As of December 31, 2018 and January 1,
2019, 663 Mt of JORC-compliant coal resources and 324 Mt of JORC-compliant coal reserves have been
identified within such area, respectively. Our BN mining license, comprising the BN mining license area of
4,482 hectares and the contiguous THG mining license area of 8,340 hectares, permits coal mining for an
initial period of 30 years commencing from December 1, 2008 and June 24, 2013, respectively. Within the
BN and THG mining license areas combined, a total of 399 Mt of JORC-compliant coal resources have been
identified as of December 31, 2018. Within the BN mining license area, a total of 175 Mt of JORC-
compliant coal reserves have been identified as of January 1, 2019. Our BN mine is located approximately
32 km by paved road southwest of our UHG mine, and its development, in integration with existing facilities
at UHG, is yielding benefits through synergies achievable in terms of shared mining, processing and
transportation infrastructure and marketing resources. BN mine produced 1.4 Mt ROM coal for 2018. For the
years ended December 31, 2016, 2017 and 2018, we produced an aggregate of 3.0 Mt, 8.3 Mt and 10.9 Mt
of ROM coal, respectively.

With a view to consistently produce high quality products, reduce product transportation costs and
generate improved margins, we constructed and commissioned 15.0 Mtpa of ROM coal processing capacity
onsite at the UHG mine. The coal handling and preparation plant (“CHPP”), designed and constructed by
Sedgman, comprises three near identical modules of ROM coal processing nameplate capacity of 5.0 Mtpa
each. These modules have been in operation since June 2011, February 2012 and June 2013, respectively.
Since the commencement of the CHPP operation, we have shifted our sales strategy from raw coal to washed
coal, having sold only washed coal products from the beginning of the second quarter of 2012. We are
currently in the process of constructing our third ROM coal infeed facility affiliated with the CHPP, which
will provide higher raw-coal-crushing capacity compared to the two existing ROM handling facilities. Upon
completion of such facility, our large-size-rock processing capacity will be significantly improved, and our
total ROM coal feeding capacity will increase from 15 Mtpa to 25 Mtpa.

In October 2011, we completed the construction of a paved road, from UHG to GS under BOT
arrangements, which has since been transferred to the Government of Mongolia for compensation in 2014.
We continue to use the road under a toll fee arrangement. In January 2012, in collaboration with Erdenes
MGL, we expanded the border crossing facilities to allow for 25.0 – 30.0 Mtpa transit through GS, which
has also been transferred to the Government of Mongolia with compensation. As a result, we are well placed
to deliver all washed coal products to GM.

We have our own fleet of over 430 double-trailer trucks and also have support facilities to flexibly
conduct shipments either (i) from UHG to GM directly by our trucks or (ii) from UHG to TKH and further
from TKH to GM. Currently, we conduct shipments using the approximately 240 km long UHG-TKH (“long
haul”) section solely with our own double-trailer trucks, while cross border shipments for exports using the
approximately 20 km long TKH-GM (“short haul”) section are undertaken by our own double-trailer trucks
supplemented by third-party Chinese trucking contractors.

We are one of the largest coal producers and exporters in Mongolia. We sell most of our coking
coals to end users in China under coal sales and purchase arrangements with iron and steel mills, and coke
and others under DAP GM, FOT GM, C&F and FOB end-user destination sales terms. In the years ended
December 31, 2016, 2017 and 2018, we sold our hard coking coal at an average selling price of US$77.2 per
tonne, US$130.3 per tonne and US$139.7 per tonne, respectively.
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We have won the Top 10 Enterprise in Mongolia award from the Mongolian National Chamber of
Commerce eight times from 2009 to 2018.

Our revenue for the years ended December 31, 2016, 2017 and 2018 was US$120.0 million,
US$476.4 million and US$590.7 million, respectively. We recorded (loss)/profit for the years ended
December 31, 2016, 2017 and 2018 of US$(154.0) million, US$310.3 million and US$82.4 million,
respectively.

Our Competitive Strengths

High-quality coking coal producer with a strong operating platform

We own two high quality coking coal mines in South Gobi Province, Mongolia, namely our UHG
and BN mines. Located within 30 km of each other, such close proximity allows us to achieve synergies
through integrated operations due to the accessibility of the established infrastructure already in place, which
was primarily constructed to facilitate the exploitation of the UHG deposit.

Our UHG mine had a total of 663 Mt of JORC-compliant measured, indicated and inferred coal
resources as of December 31, 2018, and a total of 324 Mt of JORC-compliant proved and probable coal
reserves as of January 1, 2019, according to the technical study completed by Glogex. Our BN mine had a
total of 324 Mt of JORC-compliant measured, indicated and inferred coal resources as of December 31,
2018, and a total of 175 Mt of JORC-compliant proved and probable coal reserves as of January 1, 2019,
according to the technical study completed by Glogex.

We have one of the largest coking coal resource bases in Asia. The table below presents our
measured and indicated resources and those of other coking coal producers in Asia and Australia:

Measured and
Indicated Resources

(million tons)

Mongolia
Mongolian Mining Corporation(1)......................................................................... 850
South Gobi(2)...................................................................................................... 496

China
Hidili(3) .............................................................................................................. 199
Shougang Fushan(3)............................................................................................. 151

Australia
BHP Billiton (Goonyella Riverside)(4) .................................................................. 417
Glencore (Hail Creek)(5) ...................................................................................... 253
Anglo American (Moranbah North)(6) ................................................................... 73

(1) From the UHG, BN and THG mining license JORC (2012) compliant Coal Resources estimate, by depth and category, as of
December 31, 2018.

(2) From the South Gobi Resources Annual Information Form for the year ended December 31, 2017. Data as of December 31, 2016
for Ovoot Tolgoi Mine (operating), as of January 10, 2013 for Soumber Deposit (under developed) and January 10, 2013 for Zag
Suuj Deposit (under developed).

(3) From the Shougang Fushan 2017 Annual Report. Data as of December 31, 2017.

(4) From the BHP Billiton 2018 Annual Report, which includes BHP Billiton’s Goonyella Riverside mine. Data as of June 30, 2018.

(5) From the Rio Tinto 2017 Annual Report, which includes Glencore and Hail Creek mine. Data as of December 31, 2017.

(6) From Anglo American 2017 Annual Report, which Includes Anglo American’s Moranbah North coking coal mine. Data as of
December 31, 2017.
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Competitive cost structure underpinning cash flow generation

We believe that we have one of the lowest mining and processing cash operating costs of production
among coking coal producers. The majority of our coal deposits are close to the surface, which enables the
development of lower cost open pit mines. Our low average strip ratio drives our gate cash costs lower. The
stripping ratio of our UHG mine in 2018 was 4.67. The total yield of our washed coal from raw coal was
approximately 69.1% in 2018. These characteristics enable us to produce high quality washed coal at a low
cost.

Our cost of production is lower than our principal competitors serving China, namely coking coal
producers from China and Australia. Coking coal from China is predominantly produced from underground
mines. In general, underground mining is significantly more capital intensive, costly and operationally
challenging than open-pit mining. Our HCC mine gate cash costs were US$29.7, US$31.7 and US$36.3 per
ton for 2016, 2017 and 2018, respectively.

We have also prioritized cost control initiatives intended to achieve enhanced operational efficiency
and productivity. For example, in November 2015 we successfully renegotiated fees with our mining
contractors, providing us more flexibility in managing operational costs during industry cycles. Under the
new fee structure, the contractor base fee is linked to the HCC coking coal price, which enables us to pay
only 25% of the base fee when the Ex-Works Baotou (incl. VAT) coal price falls below RMB560 per ton. We
also connected our power plant to the central grid to stabilize power plant operations and reduce electricity
costs from US$1.2 per ROMt in 2012 to US$0.5 per ROMt in 2018. We also installed a new belt filter press
(“BFP”) to improve water utilization, which doubled the rate of water recovery. With respect to logistics, we
purchased an additional 150 trucks between 2017 and 2018 to improve our transportation capacity and lower
transportation costs, localized more staff to reduce trip and camp costs and improved our logistics
infrastructure to better access the Chinese railway network. As a result, we have achieved a more
competitive cost structure, which makes us more resilient to fluctuations in coal prices.

Higher profitability driven by washed coal sales and integrated infrastructure

Prior to the commencement of the CHPP operation, we could only sell raw coal that we mined and
had to rely on coal traders and customers to wash our coal. Since the commencement of the CHPP operation,
we have been able to produce washed coal to meet the needs of customers and sell high-quality washed coal
under our own brand. The sale of washed coal not only guarantees a substantially higher price than raw coal,
but also allows for cost savings with respect to saleable product transportation (washed coal weigh lighter
than raw coal), lower (yield adjusted) royalty rates and VAT refunds on our washed coal sales.

The availability of sufficient electricity and water onsite is fundamental to the value-add achieved
through processing raw coal at the CHPP. Since October 2011, an 18 MW coal fired power station has been
operating to supply substantially all of the electricity requirements at the UHG mine, including CHPP. Since
May 2013, the UHG mine site has been connected to the Central Electricity Grid of Mongolia, providing an
outlet for the sale of excess electricity generation and a back-up supply to the power plant. Furthermore, the
3x2 MW diesel power generators relied upon prior to the power plant construction remain on site providing
further electricity supply redundancy in case of a combined power station and grid shortfall. Water required
at the CHPP and to support other UHG mine site activities is supplied from a nearby underground aquifer.
We have a license to extract more than sufficient water to meet our requirements. Further in December 2013,
we commissioned a BFP, which improves the efficiency of water recycling at the CHPP by extracting water
from fine tailings without exposure to evaporation normally experienced in more conventional recovery
techniques such as the decanting of tailings dam. The BFP doubles the rate of water recovery.

Utilizing the paved road between UHG and GS, we transport our coal products using over 430 of
our own double-trailer heavy haulage road trucks. In addition to the productivity advantages that the paved
road has brought, the double-trailer trucks have proven very cost effective and since 2013, have been solely
responsible for the transportation of our coal products between UHG and TKH without utilizing third-party
contract haulage. For coal export, we utilize two routes of direct transportation from the Tavan Tolgoi area to
GM and indirect transportation by a transshipment facility under the Group’s management on the Mongolian
side of the border for the short haul between TKH and GM. On the TKH-GM short-haul route, we mainly
utilize third-party Chinese contractor trucks. The border crossing facilities at the GS port were expanded in
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2012 from 10 Mtpa capacity to approximately 25.0-30.0 Mtpa capacity, which should be sufficient to handle
the required export volume from Mongolia to China. Our HCC operating cash costs were US$49.9, US$60.8
and US$69.5 at DAP GM per ton for 2016, 2017 and 2018, respectively.

Strategic location with proximate access and direct sales to Chinese end users

China is the world’s largest steel producer. According to the World Steel Association, China
produced 928.3 Mt of crude steel in 2018, representing 51.3% of the world’s total steel production. Based on
the 13th Five-Year plan (2016 to 2020) for China’s iron and steel industry, the steel industry in China is
expected to grow at a rate of 6.0% per annum from 2016 to 2020. In 2018, China imported 64.9Mt of coking
coal, of which 42.7% was sourced from Mongolia, according to Fenwei. Chinese demand for metallurgical
coal is expected to remain stable.

We believe that we are strategically positioned to benefit from the Chinese steel industry’s strong
demand for coking coal. We are the closest coking coal exporter to the largest steel producing provinces in
China, including Inner Mongolia, Hebei, Shandong and Jiangsu. Compared to our local competitors, we are
able to reach Chinese coal end users instead of coal traders, which provides more stable and predictable
sales during industry cycles. Our UHG and BN mines are located approximately 240 km and 230 km from
the GS border crossing, respectively. We are also only approximately 600 km from Baotou, China and 1600
km to Hebei, China. Through the railway from GM, we have gained access to China’s large steel producing
provinces and ports including Jingtang, Caofeidian and Tianjin. See “Risk Factors-Risks Relating to Our
Business and Industry-Our licenses and permits are subject to termination, renewal and other uncertainties.”

Our core customer base is located in Inner Mongolia, where total crude steel production increased by
16% year-over-year in 2018, higher than China’s national average. Inner Mongolia is also less affected by
more stringent changes in environmental policies, which are generally focused on reducing steel production
in areas such as the Beijing-Tianjin-Hebei corridor to reduce air pollution by shifting steel and coking
capacity from coastal cities to inland provinces such as Inner Mongolia.

The further rationalization of China’s coal supply is increasingly driven by environmental and safety
concerns, and thus the supply of Mongolian coal imports is increasingly important to China. In particular,
the Tavan Tolgoi basin is essential to China given the depletion of China’s low sulphur coking coal reserves
and continued focus on emission standards. Furthermore, Chinese customers are focused on higher quality
coking coal, given higher blast furnace utilization and larger blast furnace builds. Such preference favors our
coal products.

We sell our coal products directly to end-users under 10-year agreements primarily with China-based
iron and steel mills and coke plants. As of December 31, 2018, we have entered into long-term agreements
directly with Chinese end-user customers, such as Baotou Iron & Steel Co., Ltd., China Energy Coal and
Coking Co., Ltd, Shagang, Risun Group, Tangshan Dafeng, Tangshan Jianlong and others. For details on
these agreements, see “Business – Customer Base.” In the years ended December 31, 2016, 2017 and 2018,
the amount of our sales of coal to iron and steel mills and coke plants was 75.7%, 87.6% and 94.7%,
respectively.

Integrated business platform with minimal future capital expenditure requirements

We believe that our infrastructure development is largely complete and do not expect significant
capital expenditure projects in the future. We have completed the infrastructure development of our UHG
deposit, and as a result of proximity, infrastructure integration and the use of contractors, we have no
additional development capital expenditures planned for our BN deposit. Our maintenance capital
expenditure is expected to be approximately US$5 million per year.
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Strong business outlook supported by industry dynamics

We believe that the economic and regulatory environment in China, where a majority of our
customers are located, contribute to a positive outlook for our business. Growth in the Chinese economy has
continued to outperform the global average. China’s large GDP base, coupled with GDP growth levels
exceeding 5.5%, have helped sustain sizable infrastructure build-up and fixed asset investments. Supply side
reforms in China have also strengthened requirements for high-quality coal and limited domestic production
of coal overall, which has driven increased demand for imports of high-quality hard coking coal products
such as ours. Finally, Chinese coal prices have recovered since 2015 and 2016 and have been stable through
2018, suggesting balanced supply and demand dynamics.

Despite a recent slowdown in Chinese economic growth, we are well-positioned to maintain our
sales to Chinese customers. From a demand prospective, China’s demand for imported coal is expected to
remain stable, driven by a loss of low sulphur premium HCC, shift in blast furnace size and location driving
a continued reliance on high quality imports. China is focused on higher quality coking coal, given higher
blast furnace utilization and larger blast furnace builds, favoring MMC coal. For instance, China’s de-
capacity strategy has led to the closures of illegal and inefficient steel mills while the remaining Chinese
steel makers are being encouraged to swap to bigger blast furnaces. Baotou Iron & Steel in Inner Mongolia
has already made a strategic decision to increase Mongolian coal use. In addition, depletion of China’s low
sulphur coking coal reserves and continued focus on emission standards support the development of Tavan
Tolgoi basin. In accordance with the “Three-Year Action Plan to Win the Blue Sky Defense War” issued by
the State Council in July 2018, various provincial and central government subsequently introduced
production limits and environmental protection policies. Recent mining accidents in China including Shanxi
and Inner Mongolia’s Yinman Mining followed by increasing mine safety checks suggest that coal production
growth in China continues to be challenged. Finally, recent restrictions on Australian coking coal import in
China calls for import replacement from Mongolia. Considering China’s continuous reliance on coal import,
demand for Mongolian coal is expected to rise substantially.

Experienced management team with proven execution track record

Our directors and senior management include representatives of our shareholders and professionals
who have extensive industry knowledge and experience in their respective industries, which include mining
operations, exploration, development, finance and marketing resources. The team has experience in
successfully managing coal price cycles and the majority has been with us for more than 10 years. Mr.
Odjargal Jambaljamts, our executive Director, chairman of the Board and executive chairman, has overseen
the development of our business from the time of our establishment. Dr. Battsengel Gotov, our chief
executive officer, has been instrumental in transforming our UHG mine from a greenfield project to a full-
fledged mining operation. Building on extensive industry experience, our management team has demonstrated
strong execution abilities to expand mine operations and infrastructure. Our management team has proven
capable of effectively managing our operations while employing international mining practices and corporate
governance standards.

Our Strategy

We intend to pursue the following key strategies to maintain and enhance our position as a leading
Asian coking coal mining company.

Minimize operating cost and improve operating efficiency

We have implemented various measures aiming at reducing the total and unit cost of operation,
including (i) eliminating third-party contractors for domestic coal transportation, (ii) connecting the UHG
power plant to the central energy grid to stabilize its operation and allow for sale of excess generating
capacity, (iii) implementing water recycling technology such as the Belt Filter Press connected to CHPP
which doubles the rate of water recovery and (iv) localizing staff to reduce trip and camp costs. In 2019, we
won the Water Innovation Award by the International Finance Corporation for our initiatives in rainwater
harvesting and increasing the rate of water recycling in the Gobi area.
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Since November 2015, mining contractor fees have been linked with a market index representative
of HCC sales prices, enabling us to reduce mining costs when coking coal prices remain low. Target and
assessment of key performance indicators under our mining and blasting services contracts have been
mutually negotiated to ensure that the objectives of both the contractor and the principal are aligned to
achieve operational efficiencies and cost effectiveness and therefore the success of the overall business.

Following the re-evaluation of the geotechnical guidelines resulting from our increased geological
knowledge, we have revised the Life-of-Mine planning ex-pit waste dump design assumptions to reduce the
haulage distance of overburden mines and the required truck operating hours and therefore the relevant
maintenance, fuel and labor costs. Continuous focus on cost minimization will improve our competitive cost
curve to further respond to the current challenging market conditions.

Since the completion of the paved road between UHG and GS and the commencement of our
double-trailer heavy haulage truck operation in 2011, we have focused on improving the productivity and
efficiency of the long haul operation to reduce the unit cost of coal transported.

We have adopted various measures to achieve increases in fleet productivity, including (i) limiting
the number of trucks available to be utilized to meet planned transportation requirements, (ii) redesigning the
stockpile layout at TKH to facilitate improved unloading efficiency, (iii) improving the number, design and
interaction process of truck weighbridges, (iv) revising standard operating practices for wheel loader
operation loading and unloading transportation truck trailers and (v) revising standard operating practices for
stockpile loading and unloading at CHPP. We will continue to focus on improving the productivity and
efficiency of our transportation.

Continue to develop and diversify our long-term customer base and promote our own brand

We intend to continue to expand and diversify our customer base, and have identified, and will
continue to identify, new customers for our incremental coal volumes. We seek to sell high-quality washed
coal under our own brand directly to end-use customers, which we believe will significantly increase our
market recognition, competitiveness and bargaining power. We sell most of our washed coal into China
pursuant to long-term agreements with iron and steel mills and coke and chemical plants under our own
brand. Even in connection with our sales to coal traders, we have made the identification of our actual end-
use customers a priority. Starting from 2014, we have extended our sales channel to other locations in China
in addition to GM to further penetrate China’s coal market. Although we believe there is sufficient demand
for our coking coal in China, we have shipped a small portion on the Trans-Siberian railway to explore
alternative markets, such as European and other Asian markets.

Expand and diversify our business operations through acquisitions, investments and joint ventures

Where suitable opportunities arise, we may acquire or invest in companies or assets in the steel
industry supply chain. We may selectively pursue natural resources used in the steel making industry (in
particular, coking coal and iron ore) especially those that we believe will enhance our revenue growth,
operational efficiency and profitability. In addition, given the importance of transportation infrastructure and
a sales network to our mining business, we may consider strategic investments and joint ventures that will
enhance our existing logistics capabilities and product penetration in the TMR and new markets, thereby
strengthening our leading position as Mongolia’s largest producer and exporter of coal.

We have established a joint venture in China, Tianjin Zhengcheng Import and Export Trade Co.,
Ltd., with Risun Supply Chain Management Co., Ltd, a member of Risun Group which is the largest coke
and related coal-derived chemicals producer and supplier in China, for the transportation, sales and
distribution of coal products in China. This joint venture has facilitated the increase of geographical market
penetration in major steel and coke producing regions in China, including Hebei and Shandong provinces.

From time to time, the Parliament initiates a tender offer process to encourage coalfield
developments and we may participate.
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Continued strong commitment to safety, the environment and social responsibility

We operate with a goal of achieving zero harm to employees and the environment in which we
operate. We have been and will continue to be, in compliance with applicable Mongolian legal requirements,
while at the same time implementing best practices above and beyond legislative requirements to meet and
exceed stakeholder expectations.

We strive to be an environmentally and socially responsible company and attach great importance to
creating sustainable economic and social opportunities for the communities in which we operate. We seek to
minimize the impact of our activities on the environment through carefully designing mining plans, in
particular land rehabilitation and mining closure plans, and closely monitoring the effects of mining. We
have invested in various community development programs that support the local community and preserve
our cultural heritage. We have received numerous awards and recognitions as a result of our efforts. See “–
Community Development” for more information.

Our Location and Licenses

The following map shows the location of our UHG and BN deposits and our existing and proposed
transportation infrastructure:

UHG Mine

Our UHG deposit is located in Tsogttsetsii soum of South Gobi Province, Mongolia’s largest aimag
by area with a population of approximately 65,000 residents divided into 15 soums. The mine is located
approximately 540 km south of Ulaanbaatar and approximately 240 km from the Sino-Mongolian border. A
small town site located approximately 7 km from our mine serves as an administrative and logistical center
for our UHG mine.

The UHG mine sits within the Mining License MV-011952 area and is one of six separate deposits
located in the Tavan Tolgoi coal formation, the others being the Borteeg, Bor Tolgoi, Eastern, Southwest and
Sharteeg deposits. This license was issued to us on January 23, 2007 for a period of 30 years commencing
from August 29, 2006, and is extendable twice, each time for another 20 years, subject to certain conditions.

In July 2006, the 2006 Minerals Law was adopted, which introduced the concept of a Mineral
Deposit of Strategic Importance. See “Risk Factors – Risks Relating to our Business and Industry – The
Government of Mongolia could determine that any one or more of our projects in Mongolia is a Mineral
Deposit of Strategic Importance and could take an equity, production, profit sharing or other interest in any
of our projects”. The 2006 Minerals Law stated that the Government of Mongolia had the right to participate
up to 50% jointly with private entities in the exploitation of a Minerals Deposit of Strategic Importance in
situations where exploration funded by the Government of Mongolia was used to determine the proven
reserves of the deposit.
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When we were granted our mining licenses on August 29, 2006, we paid US$1,000 as a service fee
for the conversion of each of these exploration licenses into mining licenses. We did not pay any
consideration for the acquisition of any underlying “original materials and reports on prospecting and
exploration work” in relation to the six exploration licenses. In February 2007, the Parliament declared our
six mining licenses to be Mineral Deposits of Strategic Importance under the 2006 Minerals Law. After
taking into consideration the economic development policies of Mongolia, we decided to sign the Minerals
License Transfer Agreement, pursuant to which we agreed to transfer five of our six mining licenses to the
Government of Mongolia and assumed no liability after these five mining licenses were transferred to the
Government of Mongolia. We received no cash consideration for the transfer of five of the six mining
licenses to the Government of Mongolia. In the year ended December 31, 2007, we wrote off US$3.5
million, almost all of which relates to the write-off of the carrying amount of the relevant capitalized drilling
and exploration expenditures to profit and loss. Our UHG deposit was on the list of Mineral Deposits of
Strategic Importance but having entered into the Minerals License Transfer Agreement with the Government
of Mongolia, the Government of Mongolia guaranteed that our remaining Mining License MV-011952 would
not be terminated or amended by requiring state equity participation on the development.

Our Mongolian counsel, ELC LLP Advocates, has confirmed that the Minerals License Transfer
Agreement is valid, binding and enforceable in accordance with its terms and is binding on the Government
of Mongolia. ELC LLP Advocates has also confirmed that the Government of Mongolia has under the
Minerals License Transfer Agreement waived its right under the 2006 Minerals Law to participate jointly
with us (by compulsorily taking a 50% or other ownership interest in ER LLC or the relevant minerals) in
the exploitation of the minerals deposit covered by Mining License MV-011952, or withhold any further
permits or licenses or access to infrastructure necessary for such exploitation provided that we apply for the
same in accordance with relevant rules. See “Risk Factors – Risks Relating to our Business and Industry –
The Government of Mongolia could determine that any one or more of our projects in Mongolia is a Mineral
Deposit of Strategic Importance and could take an equity, production profit sharing or other interest in any
of our projects”.

BN Mine

On June 1, 2011, we completed the acquisition of the BN mine through the acquisition of 100% of
the equity interests in Baruun Naran Limited, formerly QGX Coal Limited. The acquisition provided a key
opportunity to obtain a coking coal asset strategically located in close proximity to our UHG mine, which is
already in an advanced development stage, to achieve synergistic benefits through integrated operation with
the existing UHG mine assets and to allow us to expand our existing footprint in Mongolia. The BN deposit
is located approximately 30 km southwest of our UHG mine and 60 km east of Dalanzadgad, the capital of
South Gobi Province. See “– Our Location and Licenses” for a map showing the location of our BN deposit.

The BN mining license covering an area of 4,482 hectares was obtained as part of the acquisition of
the BN mine and remains valid for a period of 30 years from December 1, 2008. This license is also
extendable twice, each for another 20 years, subject to certain conditions. After the acquisition of BN mine,
we were granted the THG mining license on June 24, 2013, covering an area of another 8,340 hectares
contiguous to the BN mining license.

Extraction of coal reserves from the BN mine benefits from potential synergies through integrated
operations with the UHG mine. The BN mine is able to rely upon the existing processing and transportation
infrastructure and also upgrade certain of its coal to HCC products where ROM feed blend includes UHG
sourced coal.

We commenced coal mining operations at our BN mine in February 2012. From 2014 until the third
quarter of 2017, we suspended our operations at BN mine to consolidate our personnel and assets at our
UHG mine as part of our cost reduction measures taken in response to deteriorating market conditions. We
have resumed our BN mine operations starting from the fourth quarter of 2017.

Parliament Resolution No. 27, 2007 “On designation of some mineral deposit as Mineral Deposit of
Strategic Importance” specifically states that, as one of the Mineral Deposits of Strategic Importance, the
Tavan Tolgoi area shall constitute license areas held by Tavan Tolgoi JSC, Energy Resources LLC and
Erdenes Tavan Tolgoi JSC. On October 3, 2018, the Government of Mongolia issued Resolution No. 300 “On

114



defining the boundaries of some mineral deposits of strategic importance” by which boundary coordinates of
the Tavan Tolgoi were defined and whereby the Government of Mongolia expanded the boundaries for Tavan
Tolgoi by including the areas under the BN and THG mining licenses. The Company has not yet received
any notification or letter from the Government with regards to the consequences or follow-up actions of the
abovementioned resolution. As of the date of this Offering Memorandum, our BN and THG mining license
areas have not been designated as a Mineral Deposit of Strategic Importance by the Parliament and were not
included in the Strategic Deposit List or the Tier 2 Deposits List as delineated in the Mongolian
Parliamentary Resolution No. 27 dated February 6, 2007, so it is not subject to regulations allowing the
Government to assert equity or other interests in it. See “Risk Factors – Risks Relating to our Business and
Industry – The Government of Mongolia could determine that any one or more of our projects in Mongolia
is a Mineral Deposit of Strategic Importance and could take an equity, production, profit sharing or other
interest in any of our projects.”

Coal Resources

UHG deposit

Subsequent to the grant of the UHG mining license, we have prepared three JORC compliant coal
resource estimates. The most recent estimate of the JORC-compliant coal resource within the UHG deposit is
as of December 31, 2018.

Exploration activities conducted in the process of preparing the three preceding JORC compliant
Coal Resource estimates and used by us to prepare the structural and coal quality models supporting the
latest Coal Resource estimate as at December 31, 2018, included:

• Drilling a total of 191,275 m across 1,556 individual boreholes, including 104,369 m of HQ-3
drilling and 86,906 m of 122 square meters diameter open hole drilling;

• Collecting and testing 37,548 individual analytical samples;

• Collaborating with Velseis Processing Pty Ltd (“Velseis”) to interpret data collected from 71 km
of high resolution 2D seismic in-field measurements, collected by Polaris Seismic International
Ltd; and

• Large-diameter, bulk-sample drilling with analysis samples collected conducted at the ALS
Group laboratories in Ulaanbaatar.

Data derived from these exploration activities was used to prepare the structural and coal quality
models, and subsequently the UHG mining license JORC (2012) coal resource estimate as of December 31,
2018. Internal peer audit of this model was conducted by Mr. Gary Ballantine, which confirmed compliance
of our work carried out to update the UHG geological model, and thus the JORC (2012) coal resource
estimate for the UHG mining license area. Since completion of the previous coal resource estimates in 2014,
no further exploration data has been incorporated into structural or coal quality geological models.
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The following table sets forth the UHG mining license area JORC (2012) coal resource by depth and
category as of December 31, 2018. Based upon mine survey calculation, since January 1, 2018 to December
31, 2018, mine production has depleted the stated coal resource by approximately 9.5 Mt.

Total Coal Resource Resource Category (Mt)

Depth limit from topographic surface Measured Indicated Inferred
Total
(M+I)

Total
(M+I+I)

Subcrop to Base Horizon of Weathering
Elevation (“BHWE”) .......................... 2 3 5 5 10

BHWE to 100m ..................................... 62 23 17 85 102
From 100m to 200m............................... 82 47 25 129 154
From 200m to 300m............................... 91 64 21 155 176
From 300m to 400m............................... 57 35 15 92 107
Below 400m .......................................... 40 44 30 84 114

Sub-Total above 300m............................ 237 137 68 374 442
Sub-Total below 300m............................ 97 79 45 176 221

Total ..................................................... 334 216 113 550 663

Total (Rounded).................................... 330 220 110 550 660

Notes:
(1) Technical information in the UHG coal resource estimation report has been compiled by Mr. Lkhagva-Ochir Said, Executive

General Manager for Mining and Processing, Mongolian Mining Corporation. Mr. Said is a member of the Australasian Institute of
Mining and Metallurgy (Member #316005) and has over ten years of experience relevant to the style and type of coal deposit
under consideration and to the activity which is being undertaken to qualify as a Competent Person as defined by the JORC Code
(2012 Edition). The estimate of the Coal Resource set out herein are considered to be a true reflection of the UHG Coal Resource
as at December 31, 2018, and have been carried out in accordance with the principles and guidelines of the JORC Code (2012
Edition).

(2) Technical information was internally peer reviewed by Mr. Gary Ballantine, who was then the Group’s Executive General Manager
for Exploration and Geology. Mr. Ballantine is a member of the Australasian Institute of Mining and Metallurgy (Member #109105)
and has over 28 years of experience relevant to the style and type of coal deposit under consideration and to the activity which is
being undertaken to qualify as a Competent Person as defined by the JORC Code (2012 Edition).

(3) Due to rounding, discrepancy may exist between sub-totals and totals. Rounding rules refer to Clause 25 of the JORC Code (2012
Edition).

BN deposit

Following acquisition of the BN deposit, our Exploration and Geology department has been working
to update the coal resource estimations previously prepared by McElroy Bryan Geological Services and
Glogex for the BN and THG license areas. Such work included incorporating additional exploration data
gained from an exploration drilling program conducted in 2014 and 2018, and applying the more stringent
requirements of the Australian Guidelines for the Estimation and Classification of Coal Resources (2014).
The most recent estimate of the JORC-compliant coal resource within the UHG deposit is as of December
31, 2018.

The following activities provided the basis for the development of the geological models
underpinning the most recent Coal Resource statement, dated December 31, 2018:

• Total of 92 and 32 exploration boreholes at BN and THG;

• Total of 28,540 m drilling at BN, of which 14,780 m were HQ-3, 9,640 m PQ-3 and 4,120 m
were 122 square meter diameter open hole;

• Total of 9,970 m drilling at THG, of which 5,900 m were HQ-3, 3,610 m PQ-3 and 460 m were
122 square meter open hole;

• Total of 8,720 (BN) and 3,824 (THG) coal samples collected and analyzed; and

• Total of 75 km of 2D seismic survey captured by Polaris over the BN mining license, and
analyzed by Velseis.
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Internal peer review was conducted by Mr. Gary Ballantine, employed by the Group at that time as
Executive General Manager of Exploration and Geology, whilst external peer review was provided by Mr.
Todd Sercombe of GasCoal Pty Ltd confirming compliance of our work to update the structural and coal
quality geological model. Mr. Brett Larkin from Geocheck Pty Ltd was also used for peer review purposes
with regard to the geostatistical analysis required to be prepared under the Australian Guidelines for the
Estimation and Classification of Coal Resources (2014). Since completion of the previous coal resource
estimate, no further resource exploration data has been incorporated into structural or coal quality geological
models.

The following tables set forth the JORC (2012) coal resource for the BN and THG mining license
areas by depth and category as of December 31, 2018, respectively. The last update stated for BN and THG
as at December 31, 2018 was made only on the basis of revised surface topography, to account for depletion
as a result of mining activity between October 1, 2017 and December 31, 2018, and no further exploration
data was incorporated.

Total Coal Resource for BN mining license Resource Category (Mt)

Depth limit from topographic surface Measured Indicated Inferred
Total
(M+I)

Total
(M+I+I)

Subcrop to BHWE.......................................... 10 2 1 12 13
BHWE to 100m.............................................. 41 9 3 50 53
From 100m to 200m ....................................... 62 11 5 73 78
From 200m to 300m ....................................... 67 13 7 80 87
From 300m to 400m ....................................... 70 16 9 86 95
Below 400m................................................... – – – – –

Sub-Total above 300m .................................... 180 35 16 215 231.6
Sub-Total below 300m .................................... 70 16 9 86 94.9

Total ............................................................. 250 51 25 301 326

Total (Rounded) ............................................ 250 50 30 300 330

Total Coal Resource for THG mining license Resource Category (Mt)

Depth limit from topographic surface Measured Indicated Inferred
Total
(M+I)

Total
(M+I+I)

Subcrop to BHWE.......................................... – – 2 – 2
BHWE to 100m.............................................. – – 14 – 14
From 100m to 200m ....................................... – – 19 – 19
From 200m to 300m ....................................... – – 19 – 19
From 300m to 400m ....................................... – – 19 – 19

– – – – –

Sub-Total above 300m .................................... – – 54 – 54
Sub-Total below 300m .................................... – – 19 – 19

Total ............................................................. – – 73 – 73

Total (Rounded) ............................................ – – 70 – 70

Notes:

(1) Technical information in the BN deposit coal resource estimation report has been compiled by Mr. Lkhagva-Ochir Said, our
Executive General Manager for Technical Services. Mr. Said is a member of the Australasian Institute of Mining and Metallurgy
(Member #316005) and has over 10 years of experience relevant to the style and type of coal deposit under consideration and to
the activity which is being undertaken to qualify as a Competent Person as defined by the JORC Code (2012 Edition). The estimate
of the coal resource set out herein considered to be a true reflection of the BN deposit coal resource as of December 31, 2018, and
have been carried out in accordance with the principles and guidelines of the JORC Code (2012 Edition).

(2) Technical information was internally peer reviewed by Mr. Gary Ballantine who was then our Executive General Manager for
Exploration and Geology. Mr. Ballantine is a member of the Australasian Institute of Mining and Metallurgy (Member #109105)
and has over 28 years of experience relevant to the style and type of coal deposit under consideration and to the activity which is
being undertaken to qualify as a Competent Person as defined by the JORC Code (2012 Edition).Due to rounding, discrepancy may
exist between sub-totals and totals. Rounding rules refer to Clause 25 of the JORC Code (2012 Edition).

(3) Due to rounding, discrepancy may exist between sub-totals and totals. Rounding rules refer to Clause 25 of the JORC Code (2012
Edition).
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Coal Reserves

Ukhaa Khudag (UHG) deposit

We engaged Glogex to prepare an updated JORC (2012) Coal Reserve statement as of January 1,
2019 for the UHG deposit. The process used was the same as that used to prepare the previous JORC (2012)
Coal Reserve estimate, with the updated JORC (2012) Coal Reserve estimate again based on open cut, multi
seam, truck and excavator mining methods. The last reserve statement was made on the basis of revised
surface topography to account for depletion as a result of mining activity from January 1, 2018 to January 1,
2019.

Pit optimization software was used to generate a series of nested pit shells corresponding to varying
revenue factors, simulating incrementally different economic scenarios as impacted by mining cost or coal
price variance.

The pit optimization algorithms used included:

• Geotechnical constraints, including limitation of overall slope angles within the pit by sector,
ex-pit dump offset from LOM pit shell crest and maximum pit depth, with updates on basis of
research and analyses made since timing of the previous JORC (2012) Coal Reserve estimate, as
provided by Mr. John Latilla of AMC Consultants Pty Ltd (“AMC”);

• Washability curves on seam ply basis, as prepared previously by Mr. John Trygstad of Norwest
Corporation (“Norwest”) for inclusion in the previous JORC (2012) Coal Reserve estimate, to
individual coal seams based upon propensity for processing into coking and/or thermal products,
with update made to reassign portion of Seam 0B and 0AU from thermal to coking coal
production, based upon results observed during production trials in 2017;

• Updated cost input assumptions, derived from recent historical operating performance at UHG
mine on the basis of sustainable cost reductions made in response to difficult market conditions,
and as forecast based upon negotiated reductions in cost for mining and blasting contractor
services; and updated revenue input assumptions, derived from an updated market study prepared
by Fenwei, which provided for medium to long term forecasting of expected Free-on-Transport
(“FOT”) pricing at UHG mine for hard coking, semi-soft coking and thermal coal products
planned for production.

Practical pit designs were created within the selected optimized pit shells, representative of the
stated revenue assumptions of the study. Through application of estimated mining and metallurgical factors,
mineable in situ coal within the pit shell was converted to ROM and product coal quantities. From this, mine
schedules were sequenced to maximize value derived.

The tables below set forth the run-of-mine (“ROM”) raw coal tonnages resulting from the updated
statement of the JORC (2012) Coal Reserve estimate for the UHG and BN deposits as at January 1, 2019
based upon an as-received basis with 2.97% total moisture for the UHG deposit and 4.5% total moisture for
the BN deposit:

UHG Deposit

ROM Coal Reserve Reserve Category (Mt)

Coal Type Proved Probable Total

Coking .............................................................................. 194 117 311
Thermal............................................................................. 11 2 13

Total ................................................................................. 205 119 324
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Baruun Naran (BN) deposit

Coal Reserve statement for the BN deposit was prepared by Glogex with the resulting statement
dated 1 January 2019. The LOM mining plan prepared to underpin the current JORC (2012) Coal Reserve
estimate for the BN deposit was based upon open cut, multi seam, truck and excavator mining methods. Pit
optimization software was used to generate a series of nested pit shells corresponding to varying revenue
factors, simulating incrementally different economic scenarios as impacted by operating cost and coal
revenue variance.

The pit optimisation algorithms used included for implementation of the following:

• limitation of open pit depth to 360 m from surface, and overall slope angle restrictions, based
upon geotechnical advice received from Mr. John Latilla of AMC;

• categorisation of coal seams for scheduling purposes on basis of propensity for coking or
thermal coal production, based upon recommendations made by Mr. John Trygstad of Norwest;

• cost input assumptions based on stripping and blasting estimates derived from the current mining
contractors;

• revenue input assumptions derived from an updated market study of the principal coking and
thermal coal markets in China, completed by Fenwei.

The JORC (2012) Coal Reserve estimate for the BN deposit prepared on basis of the above is
summarized in Table 5, with tonnage estimation based on an as-received basis with 4.5% total moisture. The
last reserve statement was made on the basis of surface topography depletion due to mining activity from 1
January 2018 to 1 January 2019.

ROM Coal Reserve Reserve Category (Mt)

Coal Type Proved Probable Total

Coking .............................................................................. 163 12 175
Thermal............................................................................. 0 0 0

Total ................................................................................. 163 12 175

Notes:
(1) The estimate of coal reserve presented above has been carried out in accordance with the JORC Code (2012 edition). Technical

information in the UHG and BN coal reserve estimation reports has been compiled by Mr. Naranbaatar Lundeg, who is a Member
of the Australasian Institute of Mining and Metallurgy (Member #326646). He is the General Director and Executive Consultant of
Glogex. He holds a bachelor’s degree of mining industrial management and a master’s degree of business administration in the
field of financial management. He has extensive experience in the mining industry, having worked with major mining companies
and as a consultant for over 16 years. During this time he has either managed or contributed significantly to numerous mining
studies related to the estimation, pit optimization, mine planning, assessment, evaluation and economic extraction of coal in
Mongolia, He has sufficient experience which is relevant to the style of mineralization and type of deposit under consideration and
to the activity he is undertaking to qualify him as a Competent Person as defined under the JORC Code (2012). Mr. Lundeg
consents to the inclusion in the release of the matters based on this information in the form and context in which it appears.

(2) Due to rounding, discrepancy may exist between sub-totals and totals.

The last reserve statement was made on the basis of surface topography depletion due to mining
activity from January 1, 2018 to January 1, 2019. As measured by mine survey, the stated BN ROM coal
reserve has been depleted by 1.0 Mt.

Coal Products

The coal in our UHG and BN deposits is Permian coal. A premium medium volatile hard coking coal
is produced as the primary product after processing, which also generates a low sulphur high energy content
thermal coal resulting by-product as a secondary product, known as washed thermal coal. Thermal coal is
also available without processing from seams with lesser coking qualities.
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The first, second and third modules of our CHPP, each with ROM coal nameplate processing
capacity of 5.0 Mtpa, have been in operation since June 2011, February 2012 and July 2013, respectively.
We are able to produce HCC, SSCC and thermal coal from our UHG and BN mines. The type of coal we
produce will depend on the specific seam(s) being mined and blended in feed to CHPP. Our UHG deposit
contains a significant amount of high quality thermal coal which we may mine and sell in the future
depending on transportation costs and market prices. In response to the downturn in coking coal market
conditions globally between 2012 and the first half of 2016, which have affected both demand and price of
coking coal, we have tailored the output of our operation to meet sales forecasts, reducing working capital
requirements and improving liquidity by operating fewer mining equipments and each of the three CHPP
modules intermittently.

We currently produce washed HCC from our UHG mine and produce both washed HCC and SSCC
from our BN mine. We believe that our products are viewed by most consumers as high-quality coking coal
and are readily used by coke manufacturers and steel producers both in China and abroad. The Chinese
classification of coking coal differs from common international standard with many of the attributes for
which we test omitted.

Extensive exploration and coal quality assessment indicate that our coal compares favorably with
international coal. The HCC delivered to customers displays characteristically high CSN and lower sulfur
content, both of which are desirable qualities.

Mining and Processing

We engage in open-pit mining at our UHG and BN deposits with primary overburden stripping and
coal mining being handled by diesel hydraulic excavators and diesel mechanical trucks. The typical open-pit
mining process begins with land clearing. We then strip the top soil from the area to be mined and the waste
dump area. We remove the top 10 to 15 meters of soft waste materials without drill and blasting, depending
on the hardness of the waste materials. A combination of conventional drilling and blasting techniques is
then used to fragment the overburden, which is removed by excavators and rear dump trucks. Coal is loaded
by excavators into rear-dump trucks and delivered directly to CHPP for processing or to temporary ROM
stockpiles nearby. Mining operations are conducted through two 12-hour shifts, 7 days a week, 365 days a
year, subject to weather conditions.

At the UHG mine, we cooperate with Thiess, a mining services provider, in all aspects of our coal
mining operations under an alliance style contract, and since mid-2018 we have contracted with Vertex
Mining Partners LLC (“Vertex”), a local contractor and a subsidiary of Hera Equipment LLC, a mining
equipment dealer in Mongolia. In January 2009, the currently effective UHG Coal Mining Agreement was
entered into with Leighton LLC, subsequently renamed as Thiess, and remains effective through December
31, 2022 under subsequent amendments. If we elect to terminate the UHG Coal Mining Agreement earlier in
order to continue operations as the owner miner after acquiring all remaining assets and inventories from
Thiess at an agreed value, we can terminate the Agreement with effect on or after January 1, 2021 by
providing a sufficient prior notice. If we advise Thiess to extend the UHG Coal Mining Agreement at the
end of the currently extended period, then Thiess shall consider this extension request and applicable terms
of extension, in good faith. In 2015, we provided payment guarantee to Thiess in the amount of US$60.0
million. In addition, under the UHG Coal Mining Agreement, the amount of liability Thiess may incur is
capped at 10% of the aggregate sum of the amounts then paid by ER LLC under the UHG Coal Mining
Agreement. Our agreement with Vertex expires on December 31, 2019 and can be extended by 18 months by
mutual agreement of the parties.

We supervise all mining activities at UHG while Thiess is in charge of and responsible for the
readiness and management of maintenance of all equipment at the UHG mine. All operators and maintainers
are employed by us, while Thiess trains our employees based on their standards. We have access to a wide
range of mining services support from Thiess corporate resources, including review and optimization of
short, medium and long-term designs and schedules, technical and operational studies, budgeting and cost
estimation work. Substantially all of the mining related equipment used at our UHG mine is owned by
Thiess. As one of the world’s largest purchasers of mining equipment, Thiess is able to negotiate quite
favorable terms with equipment manufacturers for not only the initial capital equipment purchases but also
the ongoing spare parts required to maintain the equipment. The majority of the mining equipment supplied
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to UHG mine has been sourced from internationally recognized equipment manufacturers such as Caterpillar,
Liebherr and Hitachi. We believe effective asset management is the backbone of our agreement with Thiess,
and therefore require such equipment manufacturers to have sufficient local capacity of critical spares and
skills in Tsogttsetsii soum or at least within Mongolia.

Thiess invoices and is paid on a transparent, open book basis for the costs incurred in delivery of
the contracted services, plus a contractor fee calculated based on the capital investment made to obtain the
assets required to deliver the contracted services at the UHG mine. Such costs comprise costs related to
employment of their personnel, corporate overhead, general materials and plant rates covering cost of asset
operation and maintenance on a per utilized hour basis. The plant rates are developed to meet costs related
to the depreciation, finance, insurance and maintenance over forecast asset lives based upon forecast asset
utilizations. These costs are recorded as mining costs under our cost of revenue. See “Management’s
Discussion and Analysis of Financial Condition and Results of Operations – Factors Affecting Results of
Operations and Financial Condition”. Contractor fees consist of two components, base fee and risk fee. The
base fee is linked to the market price for equivalent primary products in our TMR, and the risk fee is
calculated based on the operational Key Performance Indicator metrics. Our contractual arrangement with
Thiess allows us the flexibility to amend and renegotiate the agreement based on forecast variance to mining
volumes, and allows us to continue benefiting from Thiess’s investment in the equipment used at our UHG
mine. See “Risk Factors – Risks Relating to Our Business and Industry-We rely on our contractors to
perform key aspects of our operations”.

We manage and operate all mining activities and planning at BN mine through a local contractor,
UARP LLC. UARP LLC has the capability and equipment to move 10 million bcm of overburden annually.
All employees and equipment are provided by UARP and we handle supervision of the BN mine.

We engaged Sedgman to construct our CHPP with a three module design, each with a ROM coal
nameplate processing capacity of 5.0 Mtpa and together providing a total nameplate capacity of 15.0 Mtpa
ROM coal feed. In 2018, we engaged TAKRAF to construct an extension to the CHPP, to increase the total
capacity of the ROM coal feed to 25.0 Mtpa. Our CHPP is capable of operating 24 hours per day, 365 days
per year, in the harsh climate of Mongolia’s South Gobi desert with extreme fluctuations in temperature. In
response to the downturn in the coking coal market conditions globally between 2012 and the first half of
2016, which have affected both demand and price of coking coal, we have tailored the output of the CHPP
to meet sales forecasts, reducing working capital and improving liquidity, by operating less mining fleet and
each of the three CHPP modules intermittently. In 2018, the CHPP processed a total of 10.0 Mt of ROM coal
to produce a total of 4.8 Mt of washed coking coal products.

We have engaged two local companies to provide “down-the-hole” blasting services, which include
supply, delivery and initiation of explosive products at the UHG and BN mines to fragment overburden and
coal prior to excavation. Both contracts are formulated under a ‘schedule of rates’ construct, which depends
on the volume of explosive products used. Payment amounts are subject to achievement of key performance
indicators measured against specified performance criteria for each blast loaded, tied and fired. It is
economically and operationally preferable to outsource blasting to third-party contractors, who are better
equipped to obtain and maintain the necessary specialist licenses and authorizations issued by the
Government of Mongolia for the importing, manufacturing, transportation, storage and use of explosives.

In October 2011, we commenced operation of an 18 MW coal fired power plant at the UHG mine
site. This facility is used principally to provide the electricity required to operate the CHPP, as well as all
other facilities at the UHG mine site. MCS International has been engaged to operate the power plant and
provide electricity and heat distribution across the site and to third parties in the neighboring community.
The power plant uses a mix of raw thermal coal and washed thermal coal and is designed to comply with
applicable environmental regulations of the World Bank and other international institutions. Since May 2013,
the UHG mine site has been connected to the Central Electricity Grid of Mongolia, providing an outlet for
the sale of excess electricity generated as well as a back-up supply to UHG site in the event of disruption to
power plant electricity generation. In addition to this main electrical grid back-up, the 8 MW diesel power
generators operated prior to power plant construction remain on site, providing further electricity supply
redundancy.
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Water required in support of other UHG mine site activities is supplied from a nearby underground
aquifer. We have a license to extract more than a sufficient amount of water to meet our requirements. Initial
operation of the water supply facility commenced in 2011 at the Naimant Depression borefield, and the
development of the Naimdain Khundii borefield has further increased available water supply. The majority of
water extracted is used at the CHPP to process coal. To achieve both cost efficiency and environmental
benefit, the CHPP is designed to ensure optimum water use efficiency by recycling water. In December 2013,
a Belt Filter Press facility was commissioned adjacent to the CHPP to further improve efficiency of water
recycling used within the CHPP. Such facility extracted water from fine tailings without exposure to
evaporation normally experienced in more conventional recovery techniques such as the decanting of tailings
dam as operated previously. The Belt Filter Press facility is able to decrease the amount of fresh water for
coal processing by approximately 35%.

Transportation and Logistics

Washed coking and thermal coal produced at UHG are stacked underneath radial stackers upon exit
from the CHPP. Afterwards, coal is loaded by wheel loader into road trucks for onward transportation to the
transshipment facility at TKH through the 230 km segment of transportation referred to as the “long haul”
section. Since 2013, we have relied solely on our own fleet of 300 double-trailer heavy haulage trucks for
transportation over the long haul section. In addition, we have acquired 150 new double-trailer heavy
haulage trucks with a capacity of 130 tonnes each to expand our transportation capacity. The first 100 trucks
were delivered towards the end of 2017, while the remaining 50 trucks were delivered in the first half of
2018.

The paved road used for hauling all our coal products from UHG to GS was completed in September
2011 and commenced operation in October 2011. This two-lane heavy-haul coal transport road bears an axle
load of 18 tonnes, which allows our double-trailer trucks to carry around 130 tonnes of net payload on a
single trip. Although ownership of such paved road was transferred to the Government of Mongolia for
compensation in 2014, we have open access to the paved road for the transportation of coal mined from our
UHG and BN mines. Pursuant to the Auto Road Use Agreement entered into with the Gashuun Sukhait Auto
Road LLC in May 2018, we transport our coal through the paved road on a toll fee basis of MNT3,200
(approximately US$1.21), excluding VAT, per tonne of coal transported. The paved road has improved
productivity of long haul of trucking operations, decreased fuel consumption and reduced maintenance
requirements, therefore enabling us to reduce the unit cost of coal transportation between UHG and TKH.
The paved road connecting the UHG mine and the BN mine, which was completed in 2012, remains under
our ownership, with the same fleet of double-trailer heavy haulage trucks facilitating haulage of ROM coal
from the BN mine to the UHG mine. At the TKH transshipment facility, coal is unloaded to stockpiles, from
where it is reloaded by wheel loader into third-party contractors’ trucks for onward delivery to GM on the
Chinese side of the border. This segment of transportation is referred to as the “short haul” section, with a
distance of approximately 20 km from TKH to GM stockyards. We believe efficient operation of the border
crossing facilities is critical to ensuring the productivity and efficiency of the short haul section. The border
crossing facilities were expanded in 2012 from approximately 10.0 Mtpa of capacity to 25.0 – 30.0 Mtpa of
capacity, which is sufficient to handle export volume from Mongolia to China.

During the past three years, there have been two modes for our export transportation to GM: direct
transportation from UHG to GM and a “two tiered structure”, under which we transport from UHG to TKH
and then from TKH to GM. Under the direction of the Government of Mongolia during the bottleneck at the
border crossing point and traffic congestions situations, the direct transportation mode was temporarily
suspended from time to time during 2017 and 2018. Recent development indicate efforts to improve border
crossings. There are an additional four gates under construction at the border which would increase crossing
capacity once constructed. In addition, the Chinese Customs Authority is installing new smart systems for
customs clearance. On a macro level, Mongolia and China have recently agreed to a bilateral arrangement to
increase trade turnover to US$20 billion by 2020. Part of this agreement includes investment in customs
infrastructures to further facilitate trade.
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We comply with the Government decisions and all of our trucks are fully licensed to carry out such
operations, supplemented by third-party contractors. Before 2014, the majority of our sales used to be made
on DAP GM basis, where we deliver our coal to GM and our customers are responsible for the transportation
of our coal from GM to the end destinations. In the last few years, through our agent and subsidiary
operating in China, we have switched from DAP GM sales term to FOT GM, C&F and FOB end user
destinations, where under FOT GM terms, Chinese import tax, port related charges and Chinese VAT are
included in the selling prices, and under C&F and FOB terms, transportation and designated stock expenses
are included. With these changes, the company managed to increase its control and management over its
products and delivery channels and has established direct communications with major end-users, which is in
line with our sales policy. As of 2018, our coal is mainly distributed in various locations in Inner Mongolia,
Gansu, Xinjiang, Tianjin and Hebei.

Suppliers

We have established a network of over 600 local and international suppliers who provide us with
contracting services, fuel, equipment and other ancillary materials and services. For the years ended
December 31, 2016, 2017 and 2018, our five largest suppliers accounted for approximately 73.9%, 58.7%
and 56.7%, respectively, of our total purchases, while, Thiess, our largest supplier for the years ended
December 31, 2016, 2017 and 2018 accounted for approximately 44.5%, 30.6% and 32.5% respectively, of
our total purchases for the same periods. Our five largest suppliers in 2018 were:

• Thiess. Thiess is our mining contractor at our UHG mine and assists in mine planning, training
of mining personnel and the supervision of mining activities, and is responsible for sourcing a
large proportion of the mining equipment used to mine our coal. See “– Mining and Processing”
for further information on our relationship with Thiess.

• NIC. NIC, a leading oil product importer and retailer in Mongolia, supplies us with fuel products
including diesel fuel, lubricants and other types of fuel and provides other related services at the
UHG and BN mine sites. See “Management’s Discussion and Analysis of Financial Condition
and Results of Operations – Factors Affecting Results of Operation and Financial Condition –
Fuel Costs”.

• Inner Mongolia Qinghua Group Co., Ltd. We began cooperating with this company as early as
2008. They are one of our very first customers who purchased our coal and helped market our
coal. In recent years, Inner Mongolia Qinghua Group Co., Ltd has provided coal transportation
services from TKH to GM border while still purchasing coal from us for its coke plant in
Wuhai, Inner Mongolia area.

• MERA LLC. MERA LLC provides explosive and blasting services, including materials,
professional personnel, tools, equipment and engineering assistance, for our UHG and BN mines.

• Uniservice Solution. Uniservice Solution is a wholly owned subsidiary of MCS Holding that
provides Gallery Camp operation and site cleaning services at our UHG mine.

We recognize the value our operations bring to the local economy and encourage and develop local
partnerships wherever possible. We follow ethical business practices in our purchasing and supply
management and give priority to local businesses. In 2018, we cooperated with about 300 suppliers and
contractors, of which over 93% were local businesses in Mongolia. In this period, we sourced products and
services from 27 local businesses in South Gobi Province and our expenditures on goods and services used
in our operations, such as transport, utilities, construction and food from the local suppliers totaled
MNT3,617.5 million. Local businesses are also supported through our Sustainable Livelihood Support
Program.

Suppliers are required to adhere to our Social and HSE policies and procedures when doing business
with us. In 2018, we set a goal to improve our cooperation with local suppliers in South Gobi Province, and
we have increased our purchasing amount by 316% compared to 2017 and 2,631% compared to 2016.
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Capital Expenditures

The following table sets forth our capital expenditures for the periods indicated:

Year ended December 31,

2016 2017 2018

(US$’000)

Capital Expenditures:
CHPP ............................................................................... – 4,396 6,443
Trucks and equipment ....................................................... – 13,325 5,406
Others* ............................................................................ 276 1,485 3,623

Total ................................................................................ 276 19,206 15,472

* Others mainly include equipment, appliances and light vehicles.

Marketing and Sales

Our primary activities are the mining and exploration of coal in Mongolia and the sale of coking
coal. We sell our coal principally to end users, including iron and steel mills and coke and chemical plants,
as well as coal traders. Our main target market is the Inner Mongolia Province of China.

For the years ended December 31, 2016, 2017 and 2018, approximately 41.1%, 29.6% and 60.8% of
our coal sales were made to coke plants, respectively, 34.7%, 58.0% and 33.9% to steel mills, respectively
and 24.3%, 12.4% and 5.0% to coal traders, respectively. For the years ended December 31, 2016, 2017 and
2018, our total revenues were derived from 29, 44 and 47 customers, respectively. We sell our coal mainly to
China with a small amount of coal being sold on trial shipments to seaborne markets such as Japan, Taiwan
and India and via the Trans-Siberian railway to Poland. Our target market regions in China are Inner
Mongolia, Gansu, Hebei, Tianjin and Xinjiang provinces. We sell our coking coal into China pursuant to
long-term cooperation and short term agreements with a diversified group of customers. For example, we
expanded our end-user customer base in China through establishing a cooperative relationship with China
Energy Coal Coking Co., Ltd to supply our washed coal products to Shenhua Bayannaoer and Shenhua
Wuhai Energy’s coke plants in Bayannaoer and Wuhai.

We enter into both long-term and short-term contracts with our customers. Our long-term contracts
have terms of up to ten years with end-user customers. Our short-term contracts typically have terms of up
to one year. The principal terms of our sales and purchase contracts with customers include, among others:
(1) specified volumes, (2) contract prices linked to existing market prices which are subject to periodic
review and (3) delivery to China for FOT GM, C&F, FOB end user destination delivery terms. Currently, the
majority of our sales contracts have advance payments terms. For a description of our key customers, see “–
Customer Base” below.

We recognize revenue when ownership of the coal has passed to the customer, which is typically
upon delivery of the coal to the customer. We price our coal by adopting a netback calculation of the main
benchmark products with similar quality and demand sourced from Baotou, Tangshan, other areas in Hebei
and Shanxi provinces in China and Australian coal delivered to the east coast of China. For long-term
agreements with DAP delivery term, we agree on annual target volumes and adjust prices monthly. For spot
agreements with FOT or C&R delivery term, we adopt a netback calculation referring to the prevailing spot
prices depending on customers’ location.

With our CHPP, we believe we are able to produce washed coal at consistent quality levels. As a
result, we are selling directly to end-use customers under our own brand. We believe this increases our
average selling price and profitability compared to selling raw coal and enhances our market recognition and
competitiveness.
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Customer Base

The tables below set forth our top five customers by revenue for the periods indicated. All the
customers in the tables below are located in China.

Year ended December 31, 2016

Customer Customer Type Revenue
Percentage of
Total Revenue

(in US$’000) %

1. Customer 1 . . . . . . Coke plant 15,657 13.0%
2. Customer 2 . . . . . . Iron and steel mill 14,798 12.3%
3. Customer 3 . . . . . . Coke plant 13,440 11.2%
4. Customer 4 . . . . . . Iron and steel mill 13,360 11.1%
5. Customer 5 . . . . . . Coke plant 7,639 6.4%

Total . . . . . . . . . . 64,893 54.0%

Year ended December 31, 2017

Customer Customer Type Revenue
Percentage of
Total Revenue

(in US$’000) %

1. Customer 1 . . . . . . Iron and steel mill 182,947 38.4%
2. Customer 2 . . . . . . Iron and steel mill 48,631 10.2%
3. Customer 3 . . . . . . Trader 35,883 7.5%
4. Customer 4 . . . . . . Iron and steel mill 33,011 6.9%
5. Customer 5 . . . . . . Coke plant 24,338 5.1%

Total . . . . . . . . . . 324,810 68.1%

Year ended December 31, 2018

Customer Customer Type Revenue
Percentage of
Total Revenue

(in US$’000) %

1. Customer 1 . . . . . . Coke plant 242,220 41.0%
2. Customer 2 . . . . . . Iron and steel mill 112,530 19.0%
3. Customer 3 . . . . . . Coke plant 56,030 9.5%
4. Customer 4 . . . . . . Iron and steel mill 48,246 8.2%
5. Customer 5 . . . . . . Iron and steel mill 39,372 6.7%

Total . . . . . . . . . . 498,398 84.4%

For the years ended December 31, 2016, 2017 and 2018, revenue from our single largest customer
represented 13.0%, 38.4% and 41.0%, respectively, of our revenues for that year. For the years ended
December 31, 2016, 2017 and 2018, our five largest customers accounted for approximately 54.0%, 68.1%
and 84.4%, respectively, of our total revenues.

As of December 31, 2018, we have entered into long-term agreements with most of our end-user
customers. We have entered into ten-year sales contracts with each of Baotou Iron and Steel (to supply up to
5Mt of coal products per annum), China Energy Coal Coking Co., Ltd (to supply up to 3Mt of HCC and 1Mt
of SSCC per annum) and Shagang Group; and a five-year sales contract with Risun Group, Tangshan Dafeng
Coke Jianlong Jianboat Steel and Kerry Mining. For the year ended December 31, 2018, we generated
approximately 56.9% of our revenue from sales of coking coal under our long-term coal sales contracts, and
we expect to continue selling a significant amount of our coking coal under long-term coal sales contracts in
the future. Our customers are allowed to adjust the amount of coal they will purchase, subject to mutual
agreement. In 2018, the average selling price under FOT GM and C&F terms were US$135.6 per tonne and
US$170.1 per tonne for HCC, respectively, and US$92.9 per tonne and US$141.0 per tonne for SSCC,
respectively.
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Quality and volumes for the coal are stipulated in our coal sales contracts. Our coal sales contracts
contain provisions requiring us to deliver coal within certain ranges for specific coal characteristics such as
total moisture, ash, volatile matter and sulfur content. Failure to meet these specifications can result in
economic penalties, suspension or cancellation of shipments or ultimately termination of the agreements.
Some of our contracts set out mechanisms for temporary reductions or delays in coal volumes in the event of
a force majeure, including events such as fire, flood, war, conflict, military actions, quarantine, natural
disaster, strikes, uprising, rioting, demonstration, epidemic, explosion, introduction of a ban or prohibition, or
any other conditions beyond the control of any party.

Competition

We sell substantially all of the coal we produce into China and any remainder into other Asian
markets. Competition in the Chinese coal industry is based on many factors including price, production
capacity, coal quality and characteristics and transportation capability and costs. Most of our competition in
coking coal comes from mines in central and western Shanxi, northeast Hebei, eastern Heilongjiang, Wuhai
in Inner Mongolia and Muli in Qinghai. Some of our Chinese competitors may have lower transportation
costs than we do due to their location. In addition, the Chinese coal market is highly fragmented and we face
price competition from local coal producers that produce coal for significantly lower costs than us due to
various factors, including their lower expenditure on safety and regulatory compliance. Outside of China, our
main competition in the Chinese and other Asian coal markets comes from Australia, Canada, United States
and Russia. Some of our international competitors may have greater coal production capacity as well as
greater financial, marketing, distribution and other resources than we do and may benefit from more
established brand names in international markets. We are also competing with domestic players in Mongolia,
including Erdenes Tavan Tolgoi, Tavan Tolgoi JSC, MAK, South Gobi Sands, Terra Energy and Usukh Zoos.

We believe that our cost of production is lower than our principal competitors serving China, namely coking coal
producers from China and Australia. Coking coal from China is predominantly produced from underground
mines. In general, underground mining is significantly more capital intensive, costly and more operationally
challenging than open-pit mining. See “Risk Factors – Risks Relating to Our Business and Industry – Coal
markets are highly competitive and are affected by factors beyond our control.”

Quality Control

The ability to consistently produce high quality coal products meeting the specifications expected by
customers is critical to the success of our business. Therefore, we have implemented numerous quality
control measures during the planning and operation stages of the coal production chain, from exploration
through delivery. One of the most critical measures is to sample and test both ROM and product coal at each
key stage throughout the mining, processing and transportation stages of our operation, to provide guidance
as to achieving and maintaining target specifications.

In recognition of the importance of quality control throughout the coal production chain from in situ
location to customer, we have established onsite laboratory service capabilities, including employee training
on implementation of quality control systems. The laboratory facilities, operating at the UHG mine, primarily
analyze raw coal and product coal, and also test water, air and soil qualities.

These facilities are accredited under national standards in parallel with international standard
requirements, and coal quality related analysis work is performed under the ISO/IEC 17025:2005 (MN
ISO/IEC 17025:2007) standard in May 2012, which remains valid until July 2019. The latest laboratory
audits were completed in October 2017 by competent independent bodies to assure standards and procedures
being complied with, and we received quite positive feedback on our compliance with requirements and
implementation of world leading practices.
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Properties

As of December 31, 2018, our principal properties consisted of (i) land possession rights of 44
parcels of land in Mongolia, used for our mining operations and supporting infrastructure and (ii) plants and
office buildings developed by us and leased properties such as office and equipment.

Pursuant to land possession certificates issued by the governor of South Gobi Province and relevant
soums, we are permitted to use our 44 parcels of land to conduct our mining activities and to build and
operate our CHPP, airport, camp, apartments, offices, workshops, customs-control office, water supply
pipelines, power plants, power lines, hard paved roads and cellular communication antenna. ELC LLP
Advocates, our legal advisors as to Mongolian law, has confirmed all of our land uses are in compliance
with the relevant Mongolian laws and regulations.

Safety and Environmental Matters

We apply standards of industrial health and safety standards and work with Thiess to ensure that our
mining activities are conducted in such a way as to provide a safe and healthy working environment while
satisfying Mongolian legal requirements, industry best practices and customers’ expectations. Our heavy
machinery operators undergo an extensive on-site simulator training conducted by Thiess’s personnel in order
to minimize potential damage from equipment failure or accidents. We provide training and appropriate
resources for our employees to work safely and effectively, and all of our employees have undertaken safety
and hygiene training in compliance with Mongolian labor law. We have implemented an occupational health
and safety policy that sets out standard approaches to risk minimization and operating procedures. We
require our contractors and subcontractors to meet our occupational health and safety standards and policies.
In addition, they are required to report all accidents and violations of occupational health and safety
standards.

During the three years ended December 31, 2016, 2017 and 2018, one traffic accident occurred in
connection with our coal transportation, which resulted in a fatality, and no accidents occurred in connection
with operations. On January 27, 2017, a traffic accident resulting in a fatality occurred at a transportation
road 175 km from the UHG mine when a coal transportation truck from another company crashed into one
of our trucks. Subsequently, our Transport and Logistics department and HSE department created and
implemented a program with the aim to decrease traffic accidents and further develop the safety culture of
all employees. In 2018, we did not register any class 1 risks (defined as a fatality or injury that lead to
permanent disability of an individual) in all workplaces. In addition, we implemented 99 controlling
measures against risks that we identified, such as cleaning fuel tanks, removing contaminated soil, creating
protected zones and others. We installed GPS systems in over 430 coal trucks to monitor speed limits. We
monitor employee work loads and rest time through our Mine2TL program. We also collaborate with local
Government organizations and traffic police and conduct trainings for our coal truck drivers.

We are committed to complying with Mongolian environmental laws, regulations and international
environmental standards. By carefully designing mining plans, conducting studies, implementing pollution
control recommendations from internal and external sources, monitoring the effects of mining and carefully
designing land rehabilitation and mine closure plans, we seek to minimize the impact of our activities on the
environment. In compliance with the Law on Environmental Impact Assessment and Law on Environmental
Protection and Minerals Law, we have in place an environmental management plan (“EMP”) which is
reviewed and approved by the Ministry of Environment and Tourism on an annual basis. Such plan consists
of the Environmental Protection Plan and Environmental Monitoring Program and specifies the aggregate
budget for our environmental activities for each financial year, of which 50% shall be deposited with the
bank designated by the Government of Mongolia at the commencement of the year and will be refunded to
the Company, in whole or in part, at the end of the year according to the performance review by the
Government of our environmental activities for the year. For 2019, we have made a deposit of
MNT172,770,000 for UHG mine and MNT39,500,000 for BN mine for environmental protection activities.
Only when the Company achieves the target of 80% EMP performance as required by relevant regulations
will the Ministry of Environment and Tourism approve our EMP for the next year. We have always achieved
over 80% EMP performance since the commencement of the UHG mine operation in 2009 and acquisition of
the BN mine in 2011. As of December 31, 2018, we have not been fined or subject to any penalties due to
environmental noncompliance.
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Ensuring health, safety and environmental (“HSE”) compliance is an integral component of our
operations. To continuously improve our HSE activities, we upgraded our HSE management system and
adopted international management system standards ISO 14001:2004 (Environment management system
standard) and OHSAS 18001:2007 (Occupational Health and Safety management system standard) in 2018
and ISO 9001:2015 (Quality Management System) 2018. Our HSE management system is a Group-wide
system that incorporates our HSE policies, objectives, mandatory requirements and effective practices to
achieve our policy commitments and improve performances.

Additionally, ER LLC developed and implemented an integrated management system aimed at
ensuring the quality and stability of production, improving customer satisfaction, monitoring and managing
occupational health, safety and environmental (“OHSE”) risks and taking actions to continually improve the
framework of the common requirements of ISO 14001:2015, OHSAS 18001:2007, and ISO 9001:2015
standards. We became the first Mongolian mining company to introduce a comprehensive international
management system consisting of these standards and was awarded the National Quality Award in 2018 by
the Government of Mongolia for this achievement. OHSE related procedures have also been updated and
introduced to all workforce.

We have an environmental team who is responsible for the compliance of our activities with national
laws, regulations and international requirements. Our environmental team conducts regular workplace
inspections at the mine sites and as of December 31, 2018, the performance of corrective actions has reached
98%. According to a 2010 environmental and social impact assessment study produced by Environmental
Resources Management, a leading global provider of environmental, health, safety, risk, and social consulting
services, together with other national and international consulting companies, there were no major
socioeconomic issues that threaten the feasibility of our mines. Nonetheless, we have taken several measures
to mitigate the socioeconomic impact of our mines, which include (a) improving local healthcare and
educational facilities; (b) establishing monitoring programs to ensure that pit dewatering and other water
sourcing for the mine does not adversely affect shallow groundwater sources that are used by herders; (c)
implementing controls to verify contracts and adjust designs and behaviors to minimize risks of depleting
shallow groundwater sources that are used by herders; and (d) developing and implementing action plans to
provide compensation for herders affected by the mining activities and other infrastructure construction
activities.

We have also implemented several measures to specifically mitigate various aspects of our mines and
supporting infrastructure. During construction of our transportation infrastructure, we ensure that quarry rock
and in-fill materials are sourced from areas that will not adversely affect cultural heritage and monitor
contractors to ensure that they use appropriate quarry sites to exploit construction materials. In connection
with our water supply project we have developed procedures for monitoring the levels of hand-dug shallow
wells to assess if our use of water sources has any impact on wells used by herders near our UHG mining
area.

Also, effective water management plays a vital role in our environmental management efforts as
water resources are scarce in the arid Gobi desert region. We have successfully expanded the capacity of belt
press facility in 2018 and commenced the operation of a filter press facility. As a result, we have established
the technical capacity to decrease the water usage of the CHPP by up to 240,000 m3/year.

In general, the large amount of earthworks planned for mine expansion, including the creation of
large waste rock dumps, topsoil stripping and stockpiling increases dust generation in addition to the ambient
dust level. We have implemented specific mitigation and management measures to reduce dust impact, and
provide compensation for economic displacement to all those affected by our expanding mining activities.
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Community Development

Our community development initiatives are aimed at supporting the long-term sustainability of the
local communities where we operate. We have been carrying out dozens of long-term community
development programs, focusing mainly on community education and healthcare, cultural heritage
preservation, small and medium-sized enterprises and entrepreneurship development, environmental off-
setting and employment generation. Many of Tsogttsetsii soum’s permanent residents have direct involvement
in one or more of our community development projects while all of the soum residents enjoy indirect
benefits of the projects and initiatives. Community development programs are based on results of socio-
economic baseline studies of impacted soums and herder households, and recommendations from our social
and environmental management plans and public consultation events. We pioneered proactive engagement
with local communities in the South Gobi region and organized the first public consultation and disclosure
event among the communities prior to the commencement of our mining operations at both UHG and BN
mines. The events have since been held annually, serving as a reliable platform for meaningful dialogue and
ongoing cooperation with our host communities.

Under Article 42.1 of the 2006 Minerals Law, mining license holders are obligated to enter into a
community cooperation agreement with local authorities in respect of environment protection, infrastructure
development and employment creation. In 2016, the Government of Mongolia issued Resolution No. 179
which adopted a template for the community cooperation agreement as stipulated under the Minerals Law,
with such community cooperation agreement to be entered into between exploration and mining license
holders and aimag (province) governors representing the local authorities. Accordingly, ER LLC, on June 22,
2017, and Khangad Exploration LLC, on October 1, 2018, entered into a Community Cooperation Agreement
with respective authorities.

We have a Community Development Advisory Council (“CDAC”) based in Tsogttsetsii soum,
Umnugobi aimag, created solely by our initiative on May 21, 2016. The CDAC comprises nine community
members of Tsogttsetsii soum, representing the local non-governmental organizations, affected herders, senior
citizens, female headed households and soum center residents. The CDAC provides a venue for the
community members to get updated information about our operations, share any concerns or suggestions,
discuss the effectiveness of the on-going community programs and/or submit proposals for new programs.
The CDAC members meet on a monthly basis with our Community Relations Team to promote more regular
interactions with the community members.

In addition to a socio-economic baseline study, we conduct surveys on areas such as tangible and
intangible cultural heritage and mining-induced population influx in Tsogttsetsii soum. In line with these
surveys, we have developed and implemented programs on cultural heritage preservation and population
influx management, among others. For example, a memorandum of understanding was signed with the
Khankhongor soum governor based on the results of a socio-economic baseline study conducted at the soum
level, which defined our main areas of cooperation in improving healthcare and education for soum
residents, preserving local cultural heritage and promoting local small business development and training.

As one of the largest private employers both locally and nationally, we endeavor to provide
employment opportunities to members of local communities. Our human resource policy targets to provide
high value employment for local people and contribute to their personal development. As of December 31,
2018, approximately 44% of our total employees were residents of Tsogttsetsii, Bayan-Ovoo, Manlai,
Dalanzadgad and Tsagaan-Ovoo soums of South Gobi Province.

We have completed several community infrastructure development projects in Tsogttsetsii soum,
ranging from paved roads to housing projects for resettled employees. The soum residents and businesses
enjoy access to our 24 hour electricity and filtered drinking water. In addition, we have built a 12 km paved
road across the soum center in order to minimize dust generation therein. To mitigate adverse impacts
associated with population influx to Tsogttsetsii soum and to support the local education sector, we built two
secondary schools, a kindergarten and a dormitory complex jointly with the local government. These
facilities contribute to improving the education quality in the isolated Gobi region and provide better access
to education for more than 800 children in the local community. As part of our efforts, we also arrange to
regularly dispatch qualified mathematics professors from Ulaanbaatar soum to Tsogttsetsii soum to assist and
collaborate with the local teachers. Our community development and corporate social responsibility
initiatives are considered exemplary at the national level and have been highly recognized by the
Government of Mongolia and relevant state and professional organizations.
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Employees

As of December 31, 2018, we had a total of 1,938 employees, of which 95% of the employees
focused on operations and the remaining 5% of employees served at headquarters office.

The total workforce of our contractors at our UHG and BN mines as of December 31, 2018 was
approximately 2,500 personnel.

The majority of our employees have signed employment contracts with us which provide, among
other things, the employee’s responsibilities, remuneration and grounds for termination of employment. Our
mine operates 24 hours a day, seven days a week and 365 days a year, subject to weather conditions. Our
mine operators work 12-hour shifts and are on a three-week rotation: (1) first week, day shift; (2) second
week, evening shift; and (3) third week, off.

The majority of our employees are represented by labor unions and are covered by collective
bargaining or similar agreements.

Employee Remuneration Policy

Our remuneration policy is designed to attract, retain and motivate highly skilled individuals to
ensure the capability of our workforce to implement our business strategy. Key principles of the
remuneration policy are to:

• set competitive rewards to attract, retain and motivate highly skilled people;

• provide detailed feedback to develop employees’ skills and critically analyze employees’
contributions;

• establish short-and long-term incentive programs, including the equity incentive plan;

• ensure remuneration planning continues to be integrated within our business planning process;
and

• ensure total reward levels and performance targets are set at appropriate levels to reflect the
competitive market in which we operate, the prevailing economic environment and the relevant
performance of similar companies.

We seek to accomplish the above goals by conducting annual remuneration reviews which take into
account individual performance, the economic environment and the unique requirement for certain employees
to travel and spend time in Mongolia, particularly at mine sites and relevant job and industry comparisons.
We value the contribution of both individuals and teams in achieving the goals and objectives of our
business.

We adopted a share option scheme in September 2010 and made adjustments to the exercise price
and the number of shares to be issued upon exercise of the share options in accordance with the terms of the
share option scheme and the supplementary guidance issued by the Hong Kong Stock Exchange on
September 5, 2005 regarding the adjustment of share options under Rule 17.03(13) of the Listing Rules in
December 2014. We granted to certain eligible participants a total of 37,500,000, 22,750,000, 154,750,000
and 140,000,000 share options in October 2011, November 2012, June 2015 and May 2017, respectively.

Benefit Schemes

We maintain benefit schemes for our employees as required by relevant laws in Mongolia.

130



Injuries

Exploration, development and production operations on mineral properties and transportation of
mineral products are subject to numerous hazards. While we have not had any large scale accidents that
materially affected our results of operations, from time to time we have experienced incidents that have
resulted in injury or death to employees. During the three years ended December 31, 2016, 2017 and 2018,
one traffic accident occurred in connection with our coal transportation, which resulted in a fatality, and no
accidents occurred in connection with operations.

For the year ended December 31, 2018, within all operations under the management of Group,
approximately 8.7 million man-hours were worked by employees, contractors and sub-contractors. During
this period, 3 incidences of Lost Time Injury was recorded, resulting in an overall Lost Time Injury
Frequency Rate of 0.35, a decrease of 12.5% from targets for 2018. The reported Lost Time Injury
Frequency Rate represents the Company’s best reported performance in any half or full year of operation
thus far, and demonstrates our on-going commitment to achieve the overarching goal of Zero Harm. See
“Risk Factors – Risks Relating to our Business and Industry – Our mining activities are subject to
operational risks, hazards and unexpected disruptions” and “Business – Safety and Environmental Matters”.

Insurance

We maintain insurance coverage for our employees, officers and board of directors. As of December
31, 2018, we have obtained insurance coverage from leading global insurers including Swiss Re, AIG,
SCOR, CV Star and Generali on property damage for our properties at the mine site. In addition, we have
the following insurance coverage:

• heavy fleet and operators’ liability insurance;

• motor and drivers’ third-party liability insurance for us and our subsidiaries;

• personal accident and health insurance for our employees;

• truck insurance, truck driver’s liability and personal accident insurance; and

• directors’ and officers’ liability insurance.

The insurance policies arranged by us do not cover liability or damage arising from acts of war and
terrorism, and other customary exclusions from coverage.

Under our operating agreements with our mining contractors, the contractors are responsible for their
own employees and they and their employees must also be covered by appropriate insurance, including
insurance for property and vehicles, loss and damage and third-party claims.

See “Risk Factors – Risks Relating to our Business and Industry – Our insurance may not be
adequate to cover losses or liabilities that may arise.”

Intellectual Property

We own over 27 trademarks, including those related to our corporate logo and names, which are
registered in Mongolia. We also own trademarks to three of our logos, “ ”, “ ” and “ ”, which are
registered in Hong Kong.

Legal Proceedings

We are not currently involved in any litigation, legal proceedings or regulatory actions which could
be expected to have a material adverse effect on our business, results of operations or financial position.

131



REGULATIONS

Mongolian Laws and Regulations Relating to Exploration for Minerals and Mining

Between July 1997 and August 25, 2006, Mongolian minerals policies and practices were governed
by the 1997 Minerals Law. On July 8, 2006, the Parliament enacted the 2006 Minerals Law, superseding and
replacing the 1997 Minerals Law. The 2006 Minerals Law became effective as of August 26, 2006.

The Parliament also enacted supplementary implementation and procedural legislation (the “2006
Implementation Law”) to address various technical issues, including the issues on re-registration of
exploration licenses under the new 2006 Minerals Law.

Under the 1997 Minerals Law, exploration licenses were granted by the DGMC, a subordinate
agency of Mineral Resources Agency of Mongolia (“MRAM”), which at the time was a subordinate agency
of the former cabinet level Ministry of Industry and Trade. In 2006, the Petroleum Authority of Mongolia
was merged with the MRAM – creating the Minerals Resources and Petroleum Authority of Mongolia – and
the name of the DGMC was changed to the Cadastral Registration Center. To remain effective, all
exploration licenses granted by the DGMC under the 1997 Minerals Law were required to be re-registered
with the Cadastral Registration Center under the 2006 Minerals Law within five months following the
effective date of the 2006 Minerals Law.

In December 2008, the Government of Mongolia again made changes to its regulatory bodies in
connection with the mineral industry. The MRAM and the Petroleum Authority of Mongolia became separate
subordinate agencies of the MMHI, and the name of the Cadastral Registration Center was changed back to
the DGMC. In 2016, MRAM and the Petroleum Authority of Mongolia merged again and formed current
MRPAM. The name of the DGMC was changed to the Department of Cadaster, but its main responsibility
for registration of exploration and mining license rights remains unchanged.

Registration with the DGMC is the definitive record of the holders of minerals license rights under
the 2006 Minerals Law. Pledges and transfers of exploration licenses must be registered with the DGMC to
be effective. Pledges, transfers and certain other transactions are recorded on endorsement sheets that are
separate from, but considered to be an integral part of, each exploration license certificate. The DGMC does
not maintain records of other liens or encumbrances to which a license may be subject.

In 2016, the name of the MRAM was changed to the Mineral Resources and Petroleum Authority of
Mongolia (“MRPAM”) upon merging with the Petroleum Authority, and the name of the DGMC was changed
to the Department of Cadaster.

The minerals defined under the 2006 Minerals Law do not include water, oil, natural gas, radioactive
minerals and common minerals, which are separately regulated by respective laws of the 2012 Law on Water,
the 2014 Law on Petroleum, the 2009 Law on Nuclear Energy and the 2014 Law on Common Minerals.

All subsequent references to minerals and licenses to explore or mine minerals will be limited to
minerals other than water, oil, natural gas, radioactive minerals and common minerals, as so defined.

Common minerals, as defined by the 2014 Law on Common Minerals, include construction materials
such as sand and gravel which does not contain coal. As of the date of this Offering Memorandum, we hold
neither exploration nor mining license on commons minerals. However, if common materials such as sand
and gravel may become necessary for any of our construction projects from time to time, we may decide to
submit a request for respective exploration or mining licenses of the common minerals.

Note that references to “mineral resources” and “mineral reserves” in this section entitled
“Mongolian Laws and Regulations Relating to Exploration for Minerals and Mining” are not
references to mineral resources and mineral reserves determined in accordance with the JORC Code.
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Mongolian Exploration Licenses

The holder of an exploration license has rights to conduct exploration activities in the license area,
to construct temporary structures within the license area related to its exploration activities, and if gaining
access to its exploration license area requires passing over land which is owned or possessed by others, to
traverse such land subject to terms and conditions negotiated with such owners or possessors. If a mineral
resource is identified by exploration activities, the exploration license holder has the right to apply for a
mining license for any part of the exploration license area. Pursuant to the 2006 Minerals Law, exploration
licenses granted on or after August 26, 2006 have an initial term of three years. The holder of such an
exploration licenses may apply for an extension of the license for three successive additional periods of three
years each. Thus, the maximum period that an exploration license may be held by one or more holders is
twelve years from the date of issue.

Each exploration license is subject to cancellation if applicable license fees are not paid on time or
if the holder fails to comply with certain other requirements of the 2006 Minerals Law or other relevant
laws. Only Mongolian legal entities are entitled to hold exploration licenses.

Annual fees are payable per hectare of exploration license area as follows:

Year Annual fee per hectare

Initial term – Year 1 ............................................................................. MNT145
Initial term – Year 2 ............................................................................. MNT290
Initial term – Year 3 ............................................................................. MNT435
First extension (3 years) ........................................................................ MNT1,450 each year
Second extension (3 years) .................................................................... MNT2,175 each year
Third extension (3 years) ....................................................................... MNT7,250 each year

Exploration license holders must spend the following minimum amounts annually on exploration
activities per hectare within the license area:

Year Annual amount per hectare

Initial term – Year 1 ............................................................................. No expenditure required
Initial term – Year 2 ............................................................................. US$0.50
Initial term – Year 3 ............................................................................. US$0.50
First extension (3 years) ........................................................................ US$1.00 each year
Second extension (3 years) .................................................................... US$1.50 each year
Third extension (3 years) ....................................................................... US$10.00 each year

The tables above show the required annual fees and expenditure amounts for each of the first three
years, as well as for the succeeding three years (i.e., the “first extension”), following three years (i.e., the
“second extension”) and the last three years (i.e the “third extension”). There are no applicable fees or
amounts due after the third extension since the exploration license will have expired.

Exploration license holders are also subject to various environmental protection obligations. Within
30 days of receiving an exploration license, the holder must prepare, and submit to the relevant authorities,
an environmental protection and reclamation plan. Once the plan has been approved by the relevant
authorities, the holder of the exploration license must deposit funds equal to 50% of its environmental
protection budget for that particular year in a bank account established by the governing authority of the
soum (district) in which the exploration license area is located. Holders of exploration licenses must also
submit to relevant authorities an exploration plan and annual reports of exploration activities.

On February 9, 2011, the Parliament enacted the Law on Prohibition of Granting New Exploration
Licenses which initially prohibited the granting of new exploration licenses until April 30, 2011. The
prohibition was subsequently extended to July 1, 2014.
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Reserves

In Mongolia, the tonnage and coal quality of a mineral reserve that has been defined by exploration
activities must be recorded in official archives. Under the 2006 Minerals Law, a mining license holder must
extract all of the mineral reserves that are within the license area. The purpose of this provision is to prevent
“high-grading”, but the net effect is to mandate mining practices that are not consistent with practices in
countries where free market principles prevail and the concept of mining mineral reserves on an
economically viable basis is recognized and understood. If the license holder practiced “high grading” of
mineral reserves, the illegally acquired properties will be confiscated and a fine of MNT100,000 (for
individuals) or MNT1,000,000 (for legal entities) will be imposed.

Mining Licenses

If a commercially viable mineral resource is defined within the license area of an exploration
license, the holder of the exploration license is entitled to apply for a mining license covering the relevant
portion of the license area defined by specific longitude and latitude coordinates in the mineral exploration
license. A mining license holder has the right to conduct mining activities throughout the license area and to
construct structures within the license area that are related to its mining activities. All such activities must be
conducted in compliance with the 2006 Minerals Law and relevant Mongolian laws pertaining to health and
safety, environment protection and reclamation. Mining licenses are granted by the MRPAM for an initial
term of thirty years and are renewable for two successive periods of twenty years each based upon remaining
reserves, for a maximum overall period of seventy years. Upon the expiration of a mining license, the
license and the rights under such license revert to the Government of Mongolia. Only Mongolian legal
entities are entitled to hold mining licenses. In the case of all minerals other than coal, limestone and
minerals which can be used for industrial production, the per hectare annual license fee is MNT21,750. In
the case of coal, limestone and minerals which can be used for industrial production, the per hectare annual
license fee is MNT7,250. A mining license is subject to cancellation if applicable license fees are not paid
on time or other requirements under the 2006 Minerals Law or other relevant laws are not satisfied.

To receive a mining license, an exploration license holder must submit an application to the MRPAM
together with, among other documents, an environmental impact assessment and a resource report. Holders of
mining licenses must also prepare environmental protection and reclamation plans and satisfy various
reporting and security deposit requirements.

Local Government Approval of Exploration Licenses and Mining Licenses

Pursuant to the Licensing Law of Mongolia enacted on February 1, 2001, and effective from January
1, 2002, as the same may be amended and supplemented from time to time (“Mongolian Licensing Law”),
the granting of each exploration license and mining license by the MRPAM used to be approved by the
governor of the aimag (province) in which the relevant license area is located. However, with existence of
the amendment to the 2006 Minerals Law dated November 10, 2017, starting from January 1, 2018, the
MRPAM determined the overall boundaries of the areas where minerals exploration and mining license can
be issued and informs the governor of the aimag (province) of the determined areas for the purpose of
seeking the governor’s response before actual tendering for licensing. The governor must, by collecting
comments from the citizens’ self-governing body of the relevant province, submit his/her response to the
MRPAM within 45 days of its receipt of the determination of the areas from the MRPAM and his/her failure
to respond within this timeframe will automatically signify the governor’s acceptance of the MRPAM’s
proposal to include the area for tendering of licensing.

After collecting the governor’s acceptance and the MMHI’s comment, the Government shall approve
the boundaries of the areas where minerals exploration and mining licenses can be granted.

Note that the thirty-day notice and response requirements of the 2006 Minerals Law do not apply to
the grant of a mining license, but that the Mongolian Licensing Law requirements clearly apply to both
exploration and mining licenses. It is not clear how these issues will be resolved in the case of mining
licenses.
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Approval to Commence Mining Operations

Pursuant to the 2006 Minerals Law, before a mining license holder can bring a mine into production,
the MMHI appoints a commission (the “Commission”) to review and audit pre-mining requirements
compliance by the mining license holder that proposes to commence operation. The Commission consists of
the following members: (i) representatives of the Ministries in charge of geology and mining, environment
and labor; (ii) representatives of MRPAM; (iii) representatives from the inspection agencies; and (iv) based
on specification on the mine, representatives of respective aimag, city, soum and district of the Governor’s
office, state agency of the emergency management and mining requisite team. The Commission reviews to
determine whether the license holder has all pre-mining requirements under the 2006 Minerals Law. It also
reviews the following key documents (among others) to determine whether they have been prepared in
compliance with applicable laws and regulations:

• a certified copy of the mining license;

• a feasibility study and mining plan complied with relevant Mongolian Law and reviewed by the
relevant authority;

• the environmental impact assessment;

• the environmental management plan;

• any minerals sales agreement and any lease agreement relating to the mining assets;

• records on establishing and marking the boundary of the mining area; and

• any agreement on land and water usage.

In addition, the Commission makes an on-site inspection of the mine and relevant supporting
facilities, such as electrical power generators, mining equipment, water supply facilities, maintenance shops
and health and safety equipment.

Upon completion of its review of all relevant documentation and its on-site inspection, if all
requirements have been satisfied, the Commission will issue an approval (signed by all of its members)
approving the commencement of mining operations by the mining license holder. After the approval is
issued, the mining license holder can commence mining.

According to a regulation, feasibility studies are expected to be updated on a five year basis. The
updates of the feasibility studies of UHG mine and BN mine have been reviewed and approved by the
MRPAM, respectively on November 24, 2017 and August 1, 2018.

Deposits of Strategic Importance

Either the Government of Mongolia or the Parliament may initiate proposals to declare a mineral
resource as a Mineral Deposit of Strategic Importance, but the Parliament must approve any such proposal.
If a deposit is designated as a Mineral Deposit of Strategic Importance, the Government of Mongolia may
acquire certain percentage of the equity stake of such deposit from the license holder on terms agreed by the
Government of Mongolia and the license holder. Effective from February 18, 2015, in lieu of the
abovementioned right to acquire certain equity interest, upon approval of the Parliament, the Government
may agree with the license holder on imposing special royalty of up to 5% in addition to the base and
progressive royalties applicable to all mining licenses since the amendment made on February 18, 2015 to
the 2006 Minerals Law. A deposit is a Mineral Deposit of Strategic Importance if (i) it may potentially
impact the national security of Mongolia, or the economic and social development of the country, or (ii) it
may generate or has the potential to generate a revenue more than 5% of Mongolia’s GDP in any given year.
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Pursuant to the Parliament Resolution No. 27 dated February 6, 2007, the Parliament has published
the Strategic Deposits List, which identifies 16 deposits as Mineral Deposits of Strategic Importance (the
“Strategic Deposits List”). This resolution also identifies a further 39 deposits in the Tier 2 Deposits List
(the “Tier 2 Deposits List”) and instructs the Government of Mongolia to further evaluate such deposits and
determine if one or more of these deposits should be recommended by the Government of Mongolia to the
Parliament for designation as a Mineral Deposit of Strategic Importance. In addition to the deposits on the
Strategic Deposits List and the Tier 2 Deposits List, Parliament may at any time designate other deposits that
are not currently on either list to be Mineral Deposits of Strategic Importance. The Government of Mongolia
is not obligated to complete negotiation with the relevant license holders and finalize the status of all
deposits currently identified as Mineral Deposits of Strategic Importance.

On January 23, 2015, the Parliament added gold deposit named Gatsuurt as 16th mineral deposit of
Strategic Importance, which is located in Selenge aimag of Mongolia. The 16 Mineral Deposits of Strategic
Importance specified by Parliament in the Strategic Deposits List have no defined “edges”. They each consist
of concentrations of mineralization in a general area that is identified only by a name and not by a set of
specific coordinates. License areas, on the other hand, are precisely defined by specific coordinates. Thus, it
is not feasible to definitively determine whether or not any given license area is within or overlaps a Mineral
Deposit of Strategic Importance.

As of the date of this Offering Memorandum, the Government of Mongolia defined the boundary
coordinates of 8 Mineral Deposits of Strategic Importance in total. On April 4, 2017, the Government of
Mongolian issued Resolution No. 109 “On defining the boundaries of Gatsuurt gold deposit” and on October
3, 2018, issued Resolution No. 300 “On defining the boundaries of some mineral deposits of strategic
importance” for defining boundary coordinates of the other 7 Mineral Deposits of Strategic Importance.
Under Resolution No. 300, the Government of Mongolia defined boundary coordinates of Tavan Tolgoi and
expanded boundary coordinates for Tavan Tolgoi by including areas under the BN and THG mining licenses.
The Company has not yet received any notification or letter from the Government with regards to the
consequences or follow-up actions of the abovementioned resolution. Since, only Parliament has sole power
to designate deposits as Mineral Deposit of Strategic Importance, as of the date of this Offering
Memorandum, our BN and THG mining license area have not been designated as a Mineral Deposit of
Strategic Importance by the Parliament and they are not included in the Strategic Deposit List or the Tier 2
Deposits List as it delineated in the Mongolian Parliamentary Resolution No. 27 dated February 6, 2007.

Funded from the State Budget

During the 1970s and 1980s, teams of geologists from the former Soviet Union and other Soviet-
Bloc countries, working in conjunction with Mongolian geologists, conducted extensive exploration work
throughout Mongolia. Following the collapse of the Soviet Union in 1991, Russia attributed the cost of the
exploration to be part of the overall debt owed to Russia by Mongolia. Mongolia negotiated a settlement of
this debt, thus the cost attributable to the exploration are deemed to have been funded from the Mongolian
state budget (the “State Budget”). Mineral resources that have been explored (in whole or part) by such
activities are also considered to be deposits that have been funded from the State Budget. In addition,
expenses incurred by the Government of Mongolia in connection with subsequent survey and exploration
activities are also deemed to be expenses funded from the State Budget. To the extent that such expenditures
incurred in exploring a specified deposit, they may be regarded as debt owed to the Government of Mongolia
by the relevant license holder.

Under the 2006 Minerals Law, the encumbrance issue may be claimed to have been addressed by the
payment of these costs by the license holder.

Both the designation of mineral resources as Mineral Deposits of Strategic Importance and the
claims that such mineral resources have been funded – at least to some extent – by the State Budget are
essentially decisions that are rather arbitrary.
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During the 1970s and 1980s, state funds were used by Russian-Mongolian scientific teams to
conduct some of the exploration activities of UHG deposit. On September 12, 2008, we entered into an
agreement with the MRPAM, which required us to repay US$1.18 million, being the amount of state fund
used in the exploration activities of our deposit, within five years of the date of the agreement. In the year
ended December 31, 2008, we repaid US$0.28 million and in the six months ended June 30, 2010, we repaid
the remaining of US$0.9 million to the MRPAM. We have no further payment obligations under the
agreement.

State Participation in Mineral Deposits of Strategic Importance

The 2006 Minerals Law provides that the Government of Mongolia may acquire up to 50% equity
interest if the relevant exploration is state financed, such as funded from the State Budget or up to 34%
equity interest, if the relevant exploration is privately financed. The terms and conditions of such
participation are subject to negotiation between the Government of Mongolia and the license holder and may
not necessarily adhere to the 50% or 34% limitations. The 2006 Minerals Law does not provide any
guidelines as to the form such negotiations should take. Effective from February 18, 2015, in lieu of the
abovementioned right to acquire certain equity interest, upon approval of the Parliament, the Government
may agree with the license holder on imposing special royalty of up to 5% in addition to the base and
progressive royalties applicable to all mining licenses since the amendment made on February 18, 2015 to
the 2006 Minerals Law.

In addition, on July 1, 2014, the Parliament resolved to refuse taking any equity interest in copper
and molybdenum deposit named ‘Tsagaan suvarga’, which was included in the list of Mineral Deposit with
Strategic Importance back in 2007 by the Parliament.

The 2006 Minerals Law further provides that any company which holds a Mineral Deposit of
Strategic Importance is required to list at least 10% of its shares on the Mongolian Stock Exchange. To our
knowledge, this provision has not yet been enforced with respect to any of those companies with deposits on
the Strategic Deposit List, including us, and it is not clear whether the provision would be enforced in the
future.

Tax Stabilization Certificate

Pursuant to the Law on Investment adopted on October 3, 2013, on August 13, 2015 the Company,
through its wholly owned subsidiary ER LLC, received the Tax Stabilization Certificate from the National
Development Agency (formerly known as Mongolian Investments Department or Invest Mongolia Agency),
the Government agency responsible for implementation of state policy on investment. Under this Tax
Stabilization Certificate, the four core taxes such as corporate income tax, custom duty, VAT and royalty are
stabilized for a period of 24 years until April 17, 2033. For detailed information with respect to investment
regulations, see “– Mongolian Laws Relating to Business Entities with Foreign Investment” below.

Royalties

A base royalty at the rate of 5% is payable in respect of the sales price of all products extracted
pursuant to a mining license (other than domestically sold coal and construction minerals) that are sold,
shipped for sale, or otherwise used. Part of the royalty goes to the central treasury, while the remaining part
goes to local governments. The base royalty rate for domestically sold coal and construction minerals is
2.5%, whereas the rate for international exports of these materials is 5%.
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An additional progressive royalty rate, which is calculated based on the degree to which coal is
processed is also payable. The level of the progressive royalty rate depends on the level of processing of
coal and is set forth in the table below.

Raw Coal Progressive Royalty Rate Processed Coal Progressive Royalty Rate

Price Range (US$/tonne)
Progressive
Royalty % Price Range (US$/tonne)

Progressive
Royalty %

0-25 ............................................... – 0-100 ................................................ –
25-50 ............................................. 1.00 100-130 ............................................ 1.00
50-75 ............................................. 2.00 130-160 ............................................ 1.50
75-100 ........................................... 3.00 160-190 ............................................ 2.00
100-125 ......................................... 4.00 190-210 ............................................ 2.50
125+ .............................................. 5.00 210+ ................................................. 3.00

In addition to the abovementioned base and progressive royalty rates, effective from February 18,
2015, in lieu of the Government’s right to acquire certain equity interest up to 50% equity interest in
Mineral Deposits with Strategic Importance, if the relevant exploration is state financed or up to 34% equity
interest in such deposit, if the relevant exploration is privately financed, upon approval of the Parliament, the
Government may agree with the license holder on imposing special royalty of up to 5% in addition to the
base and progressive royalties applicable to all mining licenses.

Sales and Transfers of Exploration Licenses and Mining Licenses

In accordance with the 2006 Minerals Law, the holder of an exploration license may not sell the
license itself. The holder may, however, sell the underlying “original materials and reports on prospecting
and exploration work” (the “license area data”) in respect of the license. Upon completion of the sale of the
license area data, and payment of applicable taxes (evidenced by a document showing payment of such tax),
the holder may transfer the license, but for no consideration.

In accordance with the 2006 Minerals Law, the holder of a mining license may not sell the license
itself. The holder may, however, sell “the mine, together with its machinery, equipment and documents” that
is located within the relevant license area. Upon completion of the sale of the mine, and payment of
applicable taxes (evidenced by a document showing payment of such tax), the holder may transfer the
license, but for no consideration.

Law on Subsoil was adopted on November 29, 1988. In addition to the 2006 Minerals Law, the Law
on Subsoil regulates issues regarding use and protection of subsoil. As in the Constitution of Mongolia,
Article 3 of the Law on Subsoil provides that the subsoil is owned by the country or the whole nation.

The Law on Subsoil contains provisions that grant power to the State Great Hural, the Government
of Mongolia, the Ministries of Geology, Nature and Environment and local authorities to protect and regulate
the use of subsoil. In addition to mining and geological exploration, subsoil may be used for building
facilities underground including burying of oil, gas, other poisonous substances and industrial waste or waste
water drainage system. Local authorities shall provide permits to use the subsoil depending on the nature of
the project. Article 19 of the Law on Subsoil provides that the subsoil shall be allocated for use for 30 years
extendable for another 20 years.

Chapter 3 of the Law on Subsoil provides requirements and procedures regarding development of
design and building facilities underground and plants that would be used for mining of minerals. Even
though Article 10.2 of the Law on Subsoil provides that issues regarding exploration and mining of minerals
from the subsoil shall be regulated by the 2006 Minerals Law, Chapter 4 of the Law on Subsoil regulates the
procedures for using the subsoil for purposes of mining of minerals and it deals with the procedures for the
entity to mine the subsoil, and requirements of the legal entity during the mining operations, including
effective and full use of the deposit and imposing obligations not to selectively mine not to damage the
neighboring deposits and general requirements for rehabilitation, ensuring safety of the employees and the
population in the area (Article 32.8).

138



Chapter 5 of the Law on Subsoil regulates the use of subsoil for purposes other than the mining of
minerals. The Law on Subsoil also regulates issues related to the safety, use and protection of the subsoil,
maintenance and registration of minerals reserve deposits and monitoring of the use and protection of subsoil
and geological studies conducted in the subsoil.

Mongolian Laws Relating to Additional Permits

Effective from January 1, 2002, the Law on Special Permits for Business Activities (the “Licensing
Law”) provides for governing relations regarding granting, suspending and revoking special permits for
certain business activities that may have impact on the public interest, human health, environment and
national safety or that may require certain conditions and qualification.

Article 15 of the Licensing Law lists the type of business activities that require special permits or
licenses:

15.6.2 Production of poisonous or dangerous chemical substance other than explosive material.

15.6.3 Importing, exporting, transporting over the border use trading and liquidation of poisonous
chemical or dangerous substances other than explosive material.

15.6.5 Discharging polluting substances, in which acceptable amount is not determined under the
standards.

15.6.6 Conducting detailed environmental impact assessment.

15.6.7 Importing, trading and servicing poisonous chemical or dangerous substance that may have
significant adverse impact on the environment.

15.8.2 Construction of electricity power source or transmission line.

15.8.3 Production of electricity transmission dispatching coordination distribution, supply and sales of
electricity.

15.8.5 Assembly and maintenance of boilers pressure tanks and park lines.

15.10.4 Production, trade, import and export of explosive substance and explosive equipment for
explosions and conducting explosions.

15.10.5 Minerals exploration.

15.10.6 Minerals mining.

15.10.13 Production of oil products.

15.10.17 Import, wholesale and trade of all kinds of fuel.

15.10.18 Exploration of oil.

15.10.19 Exploration of unconventional oil.

15.10.20 Use of oil.

15.10.21 Use of unconventional oil.

15.14.6 Designing construction and facilities, conducting construction activities production of
construction material, production assembly and maintenance of lifting equipment and its spare
parts.

15.15.2 Conducting civil aviation operation.

15.16.1 Using radio wave and setting up communication service network and its use and provision of
services.
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The Law on Water was renewed on May 17, 2012 and the purpose of this law is to govern issues
regarding proper use of water and water bed area protection and rehabilitation. As provided for in the Law
on Water, any citizens, legal entity or organization must obtain the right to use the water by entering into an
agreement and obtaining the permission. The agreement to use water must be entered for a term of up to ten
years and as long as the user complied with its obligations the agreement can be extended for another five
years. For the mineral deposits with strategic importance, the law even allows to grant water utilization
permits equal to the minerals license terms. However in practice, since implementation of the 2012 Law on
Water, the water use permits have always been granted for one year, subject for annual renewal.

The Law on Energy was adopted on February 1, 2001. The purpose of this law is to govern the
issues regarding production, transmission, distribution, dispatching coordination and services using energy
reserves and construction of energy infrastructure and use of energy.

On December 22, 2009, United Power LLC, a subsidiary of the Company, obtained a special license
for construction of power plant at the Ukhaa Khudag soum in South Gobi Province. Accordingly, the
Company constructed 3x6 MW on site power plant in 2011. The power plant is now fully operational and
meets all the power consumption need of the Ukhaa Khudag coking coal mine. Since the commencement of
the operation of the power plant, we faced issue as to how to utilize the power plant. As the Company has
no special permits required for operating the power plant, we entered into the Power System Operation and
Maintenance Agreement with MCS International LLC. MCS International LLC and its subsidiaries hold such
special permits required for operating the power plant at the area where the power plant is located.
According to the Law on Energy, scope of license is limited to certain territory. Therefore, only one legal
entity may hold a license to conduct energy related activities in relation to a particular source of energy
within the territory specified in the relevant permit.

The Law on Construction was renewed on February 5, 2016. The purpose of this law is to govern
the issues regarding conduct of construction activities, production of construction material, and executing,
supervising and commissioning construction works. As defined in this law the “building and facilities” shall
mean apartments, civil, industrial, energy, communication, water and petroleum purpose buildings, and
facilities such as water channel, dams and shields and the engineering networks thereof.

Law on Poisonous Chemicals and Dangerous Substances was adopted on May 25, 2006. As provided
in this law, special permits must be obtained in order to import, transport and use chemical and dangerous
substances by the ministry in charge of environment. The Company obtains special permit to import,
transport and use certain types of chemical elements and harmful substances that being used for coal mining
from the Ministry of Environment and Tourism once a year in accordance with the relevant laws.

List of Other Applicable Mongolian Laws

• Law on Auto Road was adopted on May 11, 2017.

• The Law on Auto Transportation was adopted on June 4, 1999.

• The Law on Traffic Safety was adopted on July 8, 2015.

• The Law on Civil Aviation was adopted on January 21, 1999.

• The Law on using Air Space for Aviation was adopted on May 30, 2003.

• The Law on Custom was adopted on May 20, 2008.

• The Law on Waste was adopted on May 12, 2017.

• The Law on Border was adopted on December 28, 2016.

• The Law on Communication was adopted on October 18, 2001.
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• The Law on Radio Wave was adopted on June 4, 1999.

• The Law on Urban and Rural Water Supply Sanitation Sewerage Uses was adopted on October 6, 2011.

Mongolian Laws and Regulations Relating to Labor, Health and Safety

The Mongolian Labor Law (1999) (“Labor Law”) and the Labor Safety and Sanitary Law (2008)
(“Labor Safety Law”) contain provisions of general application in relation to labor, health and safety.

Labor legislation in Mongolia includes the Law on Setting up Minimum Labor Wage (2010)
according to which the National Trilateral Committee of Labor and Social Consensus shall set the minimum
labor wage, and the minimum labor wage. Most recently, on August 18, 2018, the minimum labor wage was
set at MNT320,000 for the year 2019 and will be increased to MNT420,000 from January 1, 2020.

The Labor Law provides general provisions and detailed provisions regarding collective bargaining
and contract, detailed clauses regarding independent contract and provisions regarding the grounds for
terminating employment agreement, provisions governing wage and allocation of wages including the
overtime, holiday and afterhours wages or day-off time, provisions regarding the labor condition, safety and
health standards, the labor of women, juveniles, disabled and senior citizen’s and foreign citizens in
Mongolian entities. The Labor Law also deals with the collective and individual dispute resolution.

An employer is responsible for maintaining a safe working environment that meets applicable safety
and sanitation requirements. Furthermore, if the nature of an employee’s work requires so, the employer must
provide special work garments and arrange for such employees to receive regular, preventative health
examinations related to their work. Mining companies must create a special department, or appoint an
officer, dedicated to overseeing matters of safety and sanitation. The Ministry of Social Welfare and Labor is
responsible for adopting regulations governing labor safety and sanitation.

The Labor Law and the Labor Safety Law provide that in the event of an industrial accident the
employer, at its own expense, must immediately transport injured employees to a hospital and take steps to
eliminate any causes of harm created by the accident. Employers are obligated to investigate and report all
industrial accidents. Regardless of whether an employee was covered by insurance for injuries sustained
during an industrial accident, the employer must reimburse the employee in an amount determined as a
percentage of the average salary of the employee. If the employee died as a result of the accident, the
employer must reimburse the employee’s family in an amount equal to or more than the deceased employee’s
average compensation for 36 months. Reimbursement under these provisions of the Labor Law and Labor
Safety Law do not affect the employee’s entitlement to pensions or other benefits under social insurance or
other laws.

If a company’s activities are proven to have an adverse impact on the health and safety of its
employees, the State Professional Inspection Agency of Mongolia or other authorized official may take steps
to force the company to remedy the breaches. If the company fails to remedy such breaches, it may be
ordered to wholly or partially suspend business activities until the labor safety and sanitation requirements
are satisfied. Additionally, failing to comply with labor safety and sanitation regulations, causing or
concealing an industrial accident, or failing to pay requisite compensation for an industrial accident, may
result in the imposition of administrative fines. In extreme cases, criminal sanctions may be imposed for
violating the applicable Labor Law provisions.

The 2006 Minerals Law provides that local administrative and self-governing bodies are responsible
for monitoring compliance with respect to health and safety regulations for workers and local residents. A
mining license holder must carry out activities that ensure (i) safety for the citizens of the relevant soum or
district and (ii) labor safety and proper sanitary conditions for its employees.

If a license holder is found to have continually violated mining operation safety regulations, its
license(s) may be suspended by a State inspector for up to two months, and if the deficiencies are not
eliminated within this period, the license(s) may be revoked. If a mining license holder causes serious
damage to human health through failure to implement safety rules and appropriate technical standards while
using toxic chemicals and substances, its license may be revoked and no new license issued for a period of
twenty years. Criminal sanctions may also be imposed for violating the health and safety provisions of the
2006 Minerals Law, in extreme cases.
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Under the Law on Subsoil (1988), a special mining rescue unit has been established by the
Government of Mongolia, and mine operators are required to pay fees to support and maintain the services
of this unit. Also under this law, the Ministry of Environment and Tourism of Mongolia and the MMHI are
responsible for ensuring compliance with applicable safety rules and standards while conducting subsoil-
related activities. If a mine operator is not in compliance with these safety rules and standards, it may be
ordered to suspend its activities.

The Fire Safety Law (2015) requires companies to observe fire prevention and extinguishing
regulations, norms and standards and to train employees in firefighting skills.

Specific provisions of the regulations implemented by the Ministry of Labor and Social Welfare
pursuant to the Labor Law, newly amended and supplemented by the Labor Safety Law, effective from June
16, 2008, as the same may amended and supplemented from time to time, govern:

• the air quality structure and permitted levels of poisonous gas in the atmosphere;

• fire prevention measures; permitted levels of dust in the atmosphere;

• provision of amenity rooms for mine operating personnel, medical and first-aid care, and a clean
water supply;

• establishment of ancillary facilities for the health and welfare of mine operating personnel; and

• compliance with radiation safety norms and permitted levels of radioactive exposure.

Mine operators, as well as all employees working at a mine site, are responsible for complying with
these regulations. A breach of the regulations, regardless of whether or not it results in an industrial
accident, may result in disciplinary, administrative or criminal liability depending on the severity of the
breach.

Law on Sending Work Force Abroad and Accepting Work Force and Specialists From Abroad was
adopted on April 12, 2001. As the Article 1 states the purpose of the Law is to govern the issues regarding
sending Mongolian citizens abroad and accepting foreign citizens to Mongolia for the purposes of
employment and for protecting their right and interests.

Chapter 2 and especially Article 7 deals with the general conditions of a contract under which the
work force and specialists are received in Mongolia and according to Article 9, business entity, organization
or individual citizens shall pay a fee equal to two times of the minimum monthly wage for employing a
foreign citizen in Mongolia and that fee is per month per each foreign citizen. Article 9.3 of the Law states
that if a mining license holder employs foreign citizens in numbers more than stated in Article 43.1 of the
2006 Minerals Law then the fees stated in Article 43.2 of the Law shall be paid each month. (Article 43.1 of
the 2006 Minerals Law states that the license holder is obliged to employ the citizens of Mongolia and up to
10 percent of the employees may be foreign citizens. Article 43.2 provides that if the number of foreign
citizens employed exceeds the percentage set forth in Article 43.1 the license holder shall pay 10 times the
minimum monthly salary for each foreign citizen every month.)

Pursuant to Articles 4.1.4 and 7.3 of the Law on Sending Work Force Abroad and Accepting Work
Force, the Government annually approves the percentages of foreign labor force and personnel allowed to be
employed by Mongolian companies in the mining and other sectors within the immediate next year. The
percentage depends on the company’s main operational direction, equity fund and number of total employees.

No specific percentage applicable to companies exploring and mining minerals in Mongolia was
approved by the Government through its Resolution No. 377 dated December 12, 2018 which approved the
percentages of foreign labor force and personnel allowed to be employed by Mongolian companies with the
year 2019. Therefore, the general percentage of 5% shall be applicable to companies, whose operation is
exploration and/or mining of minerals and whose total employees are 20 or more.

Mongolian Laws Relating to Coal Export Requirements

A Mongolian mining company holding a valid mining license that extracts and processes coal has the
right to export and sell the coal on the international market. There is no additional export license required.
There are, however, certain requirements that must be complied with and procedures that must be followed
in order to lawfully export coal.
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First, a coal mining company must pay the appropriate royalty (addressed in more detail above) and
obtain a document evidencing such payment from the relevant tax office. Under the 2006 Minerals Law, the
royalty rate is based on the sales value, which in turn in case of exported minerals is directly defined by the
Mining Ministry’s regularly announced monthly average international market price rate, which is sourced
only from the widely accepted as a definitive source of reliable information concerning the coal market in
China. This source is defined by the Government Resolution No. 81, dated February 1, 2016 in accordance
with the 2006 Minerals Law. Besides, the 2006 Minerals Law provides second option on defining sales value
based on actual sales contract price, if it is impossible to define sales price based on international market
price. In the past, due to serious market instability incurred in 2014 in coal market, the Government accepted
use of sales contract price for the calculation of royalty in 2014 from April 1, 2014 up to January 1, 2015.
The respective procedure on defining royalty based on contract price is approved by the Government
Resolution No. 220, dated July 4, 2014, as may be amended and supplemented from time to time. As of the
date of this Offering Memorandum, the royalty is defined based on the Government’s announced
international market price. Coal is not subject to Mongolian export tax.

Second, the coal producer/exporter must obtain a certificate of origin from the Mongolian Chamber
of Commerce and Industry in respect of the Group’s coal being exported. This certificate of origin certifies
that the source of the coal is from within Mongolia.

Finally, the producer/exporter must obtain a certificate from Custom’s Central Laboratory certifying
that the coal to be shipped is properly classified. It will be classified in accordance with a rule approved by
Mongolian National Centre of Standardization and Measurement.

In order to complete the coal export process, the coal producer/exporter must present the three
aforementioned documents, along with the following additional documents, to the customs authority at the
border crossing:

• a copy of the producer’s mining license (to establish that the coal has been extracted and
processed by a duly authorized Mongolian entity);

• a copy of the coal sales contract;

• a copy of the shipping contract; and

• other standard commercial shipping documentation.

Mongolian Laws Relating to Borrowing and Lending Activities among Legal Persons

The Civil Code of Mongolia allows citizens, legal bodies and organizations to borrow money or
other property in two ways: from other citizens, legal bodies or organizations or from banks or financial
institutions. Article 281.1 of the Civil Code regulates the regular loan relationship between legal bodies
while Article 451.1 of Civil Code regulates loan relation between legal bodies and banks or financial
institutions. There is no restriction in the laws and legislation of Mongolia on borrowing from any
individual, who might be considered connected persons of the borrower, but special decision making
requirements defined by the 2011 Company Law pertains to contracts that involves conflict of interest.

Mongolian Laws and Regulations Relating to Land Tenure

Land Tenure

Land tenure in Mongolia is divided into: (i) ownership rights; (ii) possession rights; and (iii) use
rights. Only Mongolian citizens can own land. Mongolian citizens, organizations and legal entities that are
not deemed to be a business entity with foreign investment (“BEFI”) are entitled to possess land, which
entitles them to pledge their interest and to transfer or lease it, all subject to approval by relevant authorities.
BEFIs may only acquire use rights over land, which may not be transferred, pledged or leased.
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Land possession and land use rights are evidenced by certificates issued by the local government
authority in the city, aimag (province) or soum (district) in which the relevant property is located. Such
certificates are issued in conjunction with a document that provides for the term of the land possession or
land use rights and the requirements for maintaining such rights in good standing, most notably the payment
of recurring fees to the local government (together a “Land Use or Possession Certificate”).

To engage in mining activities the license holder, if it is a BEFI, must acquire land use rights to the
relevant land area. Under the Land Law of Mongolia enacted on June 7, 2002, and effective from January 1,
2003, as the same may be amended and supplemented from time to time (the “Land Law”), land use rights
can be granted for a period of up to sixty (60) years, although in practice Land Use Certificates are typically
issued for shorter terms. The Land Law provides that renewals may be made once or more than once, but
that the maximum term of any renewal may not exceed a period of forty (40) years.

Land Use or Possession Certificates are issued for a specific number of years and for a specific
purpose stated in the relevant land use or possession agreement, and are usually renewable if the holder has
complied with relevant requirements. Land possession and land use rights are subject to revocation by the
issuing authority if the holder fails to comply with (i) applicable provisions of the Land Law, (ii) the terms
of the relevant Land Use or Possession Certificate (most notably failure to make timely payment of recurring
land use fees), or (iii) applicable environmental protection obligations.

A mining license holder must enter into either a land possession or land use or possession agreement
with relevant land owners, possessors, or the governing authorities of soums and districts and obtain the
Land Use or Possession Certificate.

An exploration license is also not a real property interest and does not convey either land possession
or land use rights to the holder. But it is not clear whether an exploration license holder must obtain a Land
Use or Possession Certificate before conducting minerals exploration activities. The 2006 Minerals Law does
not specifically provide that such holders must obtain such Land Use or Possession Certificates. All minerals
in the ground are owned by the Government of Mongolia on behalf of the people of Mongolia. The holder of
a mining license is entitled to extract and sell the minerals located within the land area covered by the
license, and is eligible to hold them for up to a maximum of 70 years so long as it complies with all
applicable legal requirements. We may sell minerals extracted from the relevant license area, subject to the
payment of applicable royalties and income taxes. The mining license will be issued at first for 30 years and
is extendable two times for 20 years each.

Government Resolution No. 302, dated September 30, 2009, states that the term of land use for a
foreign investment enterprise holding a mining license relating to a Mineral Deposit of Strategic Importance
shall be 30 years, extendable for 20 years.

Land Use for Special Needs

The Land Law provides that land can be taken for special needs by the relevant local government
body for the purpose of turning the land into: (i) specially protected areas; (ii) lands allocated for ensuring
national defense and security; (iii) land granted to foreign diplomatic and consular offices and representative
offices of international organizations; (iv) sites reserved for conducting scientific and technological tests and
experiments; (v) permanent environment and weather prediction and observation sites; (vi) pastures and
hayfields; (vii) areas designated for oil exploration pursuant to production sharing agreements; and (viii) free
trade zones. Pursuant to the 2006 Minerals Law, the DGMC may revoke a license on the grounds that the
exploration or a mining area has been designated as special needs territory and the license holder has been
fully compensated. Mongolia’s 2013 Investment Law provides that the property of an investor, including
both foreign and domestic, may be expropriated exclusively for public purposes or interests and only in
accordance with due process of law with payment of full compensation. The 2006 Minerals Law further
provides that a government agency which has issued a decision to take the land for special needs shall be
obligated to compensate the license holder within one year. If the parties fail to reach agreement, the amount
of compensation shall be determined based on an adequate compensation amount determined by an
authorized independent body. The 2006 Minerals Law provides that disputes relating to compensation shall
be decided by a court.
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Mongolian Laws Relating to Business Entities

On October 6, 2011, the Parliament adopted new edition of the Company Law of Mongolia. The
Company Law introduces governance requirements for all companies. The Company Law provides general
and detailed provisions regarding the legal status of a company and its establishment including, but not
limited to, reorganization and liquidation, share capital of a company, dividends and transfer of a company’s
property, company’s management and responsibilities of a company’s authorized officials, and the provisions
of major transactions or conflict-of-interest transactions.

Pursuant to Article 6.5 of the Company Law, controlled and subsidiary companies shall not be liable
for the debts of its parent company and, unless otherwise provided by law and by an agreement, the parent
company shall not be liable for debts of its controlled and subsidiary companies.

Mongolian Laws Relating to Business Entities with Foreign Investment

In order to encourage foreign direct investment into Mongolia, especially in the mining and mineral
processing sector, the Government of Mongolia implemented a number of initiatives to ensure a stable and
supportive legal environment for foreign investment. This was deliberately considered to restore confidence
of international investors in Mongolia. As part of immediate steps taken in this regard, upon extensive
dialogue and consultation with key stakeholders in the Mongolian business sector, including those from both
the international and domestic investment communities, on October 3, 2013 the Parliament introduced a new
legislation to regulate investments in Mongolia under the name of the “Law on Investment”.

The Law on Investment is a comprehensive piece of legislation intended to encourage investment
into Mongolia, by providing certainty on taxation and other key regulatory aspects for new investments. It is
aimed to attract and maintain investors’ interest in key business sectors within Mongolia.

The Law on Investment was developed on the basis of experience and results from previous similar
legislation, and the new law serves to replace the “Law on Foreign Investment” (1993) and the Law on
Regulation of Foreign Investment Business Entities Operating in Sectors of Strategic Importance (2012),
which were subsequently abolished by the Parliament on November 1, 2013 when the new Law on
Investment came into force.

The Law on Investment provides certainties on the stability of the legal environment, and overall
protection of investment for both foreign and domestic investors under non-discriminatory treatment of their
interests. One of the key components of the new legislation is the introduction of a clear regime of tax
stabilization for investors for defined periods of time. Under the Law on Investment, the following four
major taxes can be stabilized for qualifying project investment for five to 18 years:

(a) Corporate income tax;

(b) Customs tax;

(c) VAT; and

(d) Royalty on mineral resources.

The periods of stabilization available depend upon the size of the investment made, its location and
the industrial sector. The period of stabilization can be multiplied by 1.5 times for projects with total
investment of more than MNT500 billion, which have significant importance for long term sustainable
socioeconomic development and produce import substitutions with potential to generate export revenue.
Stabilization regime under the Law on Investment is granted and documented by a certificate of stabilization
issued by the state administrative body, the National Development Agency, in charge of investment affairs.

In addition, the Law on Investment also allows investors an option to apply and enter into an
investment agreement with the Government of Mongolia for projects with investment over MNT500 billion.
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Under the newly adopted Law on Investment the following business sectors remain classified as
strategically important to the country:

(a) Mining;

(b) Banking and finance; and

(c) Media and Communications.

With the introduction of the Law on Investment, requirements for mandatory approval on foreign
investment into strategically important sectors were eased. The National Development Agency, the
Government agency, has been appointed as the governmental body charged with approving foreign
investments by state owned enterprises. This supersedes the previous requirement of high level Parliamentary
or Governmental approval where an investment exceeds one third of total equity of an entity operating in
strategically important sectors. The new legislation does not require approval for foreign investments by
private entities in sectors of strategic importance.

In accordance with the Law on Investment, the Government of Mongolia established a new agency
named the “Mongolian Investment Department” on November 9, 2013 and currently the responsibilities to
implement the Law on Investment have been transferred to the National Development Agency.

ER, which holds UHG mining license, submitted its applications for available tax stabilization
certificates on February 24, 2014 and, it was granted the Tax Stabilization Certificate from the National
Development Agency on August 13, 2015, under which the core four taxes, namely, corporate income tax,
customs duty, VAT and royalty are stabilized for a period of 24 years until April 17, 2033.

Under the Law on Investment, where twenty-five percent (25%) or more of the paid-in-capital of a
Mongolian company is contributed from foreign sources and where each foreign shareholders’ equity
contribution is no less than US$100,000, such company is deemed to be a BEFI.

Previously under the 1993 Foreign Investment Law, which was abolished in October 3, 2013 upon
approval of the new Law on Investment, bureaucratic system for mandatory registration and approval of the
BEFIs and minimum investment threshold requirements for foreign investors are lifted. Since then BEFIs are
registered with the State Legal Entity Agency through same procedure as domestic entities.

Mongolian Laws Relating to Payments for Goods and Services in Local Currency

The Law on Implementing Payments in National Banknotes enacted in 2009 provides that (i) all
posted tariffs and contracts between two parties within the territory of Mongolia must be stated in MNT; (ii)
all payments made between two parties within the territory of Mongolia must be made in MNT; and (iii)
parties within the territory of Mongolia are prohibited from including an adjustment mechanism in the terms
of a contract that adjusts the agreed MNT price based on changes in foreign exchange rates. The Law of
Mongolia on Implementing Payments in National Banknotes does not prohibit an offshore party and a
Mongolian party from transacting in the currency of their choice, nor does the law prohibit a Mongolian
party from paying into an offshore account or being paid in an offshore account in foreign currency.

Penalties for non-compliance with the Law of Mongolia on Implementing Payments in National
Banknotes include confiscation of the proceeds of an illegal payment by the State, other administrative fines
and revocation of a non-complying business’s operating license.

Mongolian Laws Relating to Auditing

According to Article 10.1 of the Law on Auditing (2015), certain business entities and organizations
are subject to financial audit, including entities obliged for compliance with the international accounting
standards, entities which issue consolidated financial reports, foreign invested business entities and
organizations, and funds and entities obliged for mandatory auditing under the international treaties to which
Mongolia is a party. Such entities and organizations shall procure so that their financial reports are
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confirmed by an auditing organization which is incorporated and registered in Mongolia. In case of a failure
to appoint such auditing organization, the maximum penalty imposed will be approximately US$400. If such
failure causes loss for users of their financial reports, the accountable officer shall be responsible for
compensation.

Sino-Mongolian Bilateral Treaties

There are several bilateral agreements between Mongolia and China.

Sino-Mongolian Border Railroad Agreement: The agreement has been entered between the Ministry
of Infrastructure Development of Mongolia and Ministry of Railroad of China on October 17, 1955 in
Ulaanbaatar, Mongolia. The agreement only has a few provisions such as traffic conditions of trains,
procedure on arrangement of the cargo and transportation plans, telegraphic and telephone communication
between the two parties, the adherence to the time schedule, terms and procedures to use the opposites of the
boarder stations, constructions of roads and stations, staying of railroad employees in the other parties
territory, procedure for serving trains interchange operations, traffic interruption, maintenance of rolling
stock and railway, procedures during accident and breakdown issues regarding passenger transportation cargo
transportation, responsibilities of the parties for any damages the transportation of spare parts material
communication issues. The agreement also has a number of rules and procedures mainly for coordinating
train traffic Zamyn-Uud and Erlian boarder stations, procedure on maintaining a log book on both sides,
procedures on mutual warning on traffic and other necessary events, and procedures on passing for
employees from both sides and their staying on the other territory of the other side. The agreement also has
numerous forms for notification and log maintenance.

The Agreement between the Governments of China and Mongolia for the Avoidance of Double
Taxation and the Prevention of Fiscal Evasion with Respect to Taxes on Income was signed on July 29, 1991
and came into force on January 1, 1993.

The Agreement on Friendly Relations and Cooperation between Mongolia and China was signed on
April 29, 1994 and ratified by the State Great Hural on July 4, 1994.

The Intergovernmental Agreement between Mongolian Government and the Government of China on
Protection and Use of Border Area Water which was signed on April 29, 1994 was ratified by the State Great
Hural on January 3, 1995.

On June 9, 2006, the State Great Hural ratified Intergovernmental Agreement signed between the
Government of Mongolia and the Government of China on November 28, 2005 titled ‘General Loan
Agreement’ regarding usage of export soft loan for the amount of US$300 million.

The Intergovernmental Agreement between the Governments of China and Mongolia on Auto
Transportation was signed on June 16, 2011 and approved by the Government on August 24, 2011.

Mongolian Air Pollution Laws

On June 24, 2010, the State Great Hural adopted the Air Pollution Fee Law, which imposes fees on
entities that pollute, including persons engaged in raw coal mining, producers and importers of organic
absorbent, users of auto vehicles and self-moving equipment, holders of licenses to use significant and
stationary sources of air pollution and citizens, business entities and organizations using sources of air
pollution.

The fee for extracting raw coal is between MNT1 to 2 per kilogram of coal and for producing and
importing organic absorbent between MNT10 to 30 per kilogram of organic absorbent. The fee for emission
of carbon dioxide by auto vehicles and self-moving equipment that emit more than 120 grams of carbon
dioxide per km per year is between MNT1,800 and 9,500 per year per vehicle/equipment, based on the
amount of emissions. The fee for waste of significant and stationary sources of air pollution is between
MNT1 to 10 per kilogram of waste. Exemptions from fees exist where raw coal is highly processed and new
fuel is produced that meets standard requirements. Business entities and organizations extracting raw coal for
ensuring national security and protecting public interest and producing power may be exempt from the fee
subject to regulations adopted by the Government.
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Based upon the range of MNT1 to 2 defined by the 2010 Air Pollution Fee Law, the Government of
Mongolia published Resolution Number 273 on October 20, 2010 and specifically defined the air pollution
fee for the coal mining industry to be MNT1 for every kilogram of raw coal mined.

Certain Mongolian Tax Laws

This section does not purport to be a comprehensive description of the Mongolian tax system.

Mongolian tax law sets forth a general structure of taxation but in many circumstances fails to
provide clear or detailed guidance as to how the general provisions contained in the law are to be applied to
specific transactions. This lack of detailed guidance may lead to inconsistent implementation of the law by
the tax authorities.

The basic Mongolian tax law is the General Law on Taxation which provides the overall structure of
the tax regime and the general rights and obligations of taxpayers and the taxation authorities. This law has
been substantially amended, effective as of July 1, 2008. Specific laws, such as the Corporate Income Tax
Law, the Personal Income Tax Law and the Law on VAT, address specific areas of the tax law regime. These
three tax laws were substantially renewed, effective as of January 1, 2007. The Corporate Income Tax Law
and the Personal Income Tax Law were recently amended on November 10, 2017, with effect from January
1, 2018, so as to register ultimate holders of the Mongolia companies holding exploration and mining
licenses and to impose 30% taxation on right holding entity for indirect transfer and sale of the exploration
and mining licenses by its ultimate holder. The Law on VAT was further renewed on July 9, 2015, effective
as of January 1, 2016.

A summary of the principal tax legislation that may affect the operations of the Company and its
subsidiaries in Mongolia is as follows:

• The general income tax rate applicable to business entities with Mongolian source income is
10% on the first MNT3 billion of taxable income and 25% on amounts in excess thereof. These
rates are applicable to operating and certain other types of income (e.g., capital gains on the sale
of shares and equipment). Other types of income (e.g., capital gains on the sale of real property,
interest, royalty and dividend income) are subject to other, varying rates of income tax.

• On March 22, 2019, the Parliament of Mongolia adopted certain amendments to taxation related
laws with effect from January 1, 2020. Although the final version of the amendments has not yet
been released, from the drafts submitted to the Parliament, it is understood that the threshold for
the 10% tax rate is to be raised from MNT3 billion to MNT6 billion. The final adoption of the
amendments is subject to presidential veto, and there can be no assurance that the amendments
will not be vetoed, or that the final amendments will conform to the draft amendments or that
the law as finally adopted and implemented will conform to our expectations.

• Taxable operating income of a Mongolian business entity is determined by taking into account
operating income received less permitted deductions. However, Mongolian tax law does not
always permit all items of expense incurred in the furtherance of the business purpose of the
enterprise (as such concept would be understood in more developed jurisdictions) to be fully
deducted when determining taxable operating income.

• Effective from January 1, 2010, the Economic Entity Income Tax Law has been amended to
allow for operating losses accumulated by mining companies as well as companies that are
operating in the infrastructure sector to be carried forward and deducted from taxable income for
a period of four to eight years following the year in which the loss was incurred, the
determination of the carry-forward period applicable to any particular mining company to be
determined by the Resolution No. 287 of the Government of Mongolia (2009) after taking into
consideration the investment made by such company in its mining operations. In the case of
mining companies, the loss carry-forward deduction can be applied to 100% of the taxable
income calculated in the relevant tax year.
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• In the absence of a tax treaty, (i) dividend income received from a business entity that is
registered and operates in Mongolia; (ii) loan interest from a guarantee, royalty income and
interest from finance lease; (iii) rental income from tangible and intangible asset lease; and (iv)
income resulting from goods sold and services provided within Mongolia, received by a non-
resident legal entity from a Mongolian source are subject to Mongolian income tax rate of 20%
that is withheld by the payer. The Mongolian legal entity making such payments is obligated to
withhold the Mongolian income tax from such payments. Mongolia has signed double taxation
treaties with 35 countries, out of which four have been terminated and 26 treaties are in force or
ratified. Such treaties provide for lower rates of taxation in certain circumstances.

• A VAT at a rate of 10% is payable in respect of all goods sold, work performed and services
provided within Mongolia. VAT is also payable in respect of goods imported into Mongolia and
in respect of certain service fee payments made by Mongolian taxpayers to non-resident service
providers. If a legal entity is registered as a value-added taxpayer, it can obtain credits for such
tax paid to its suppliers of goods and services and can use such credits to offset value-added, or
other, taxes owed in Mongolia. However, the Law on VAT provides certain conditions which can
limit the ability of a legal entity to register as a value-added taxpayer. Pursuant to the Law on
VAT, exported “finished mineral products” are zero-rated. The Law on VAT entitles the
Government of Mongolia to determine types of “finished mineral products”. On December 21,
2015, the Government of Mongolia issued Resolution No. 502 on the List of Final Mining
Products, whereby washed and processed coal, briquette and compressed coal generated from the
coal and similar solid fuel, coal coke and semi-coke, and lignite coke and semi-coke are defined
as final mining products. As of general principle, any VAT paid by a producer of mineral
products cannot be claimed back, i.e. the producer is deemed to be the end-user and must bear
the burden of VAT paid to produce such product. Only finished products that are exported are,
however, zero-rated and VAT paid to produce such products may be claimed back.

• Equipment and other goods imported into Mongolia are also subject to an import duty, generally
at the rate of 5%. The import duty is defined by the Parliament Resolution 27, dated June 3,
1999. On July 9, 2015, the Parliament provided discretion to the Government to set actual rate
of import duties of the certain Mongolia rich certain agriculture and mining products such as
meat, seed and dairy products along with resource rich mineral products such as salt, limestone
and cement up to 15% or 20%. On August 17, 2015, the Government issued Resolution No. 332
and defined import duty rate for abovementioned Mongolia rich goods mainly up to 15% or
20%. Except cement, of which import tax rate was set to be 20%, no other import rate was
increased for the equipment, spare parts or materials which could be imported by us for our
mining, processing, transportation or other industrial operations. An additional excise tax is
payable on the importation of petroleum products and some motor vehicles. It should be noted
that value-added tax is also imposed on them.

• Mongolian employers are required to withhold income tax and social insurance fees owed by
their employees from salaries payable to such employees, and to make an additional employer
payment to the Mongolian social insurance fund. The relevant laws have been substantially
revised, and effective from May 8, 2008 these rules apply to Mongolian and non-Mongolian
employees. These rules also apply to independent contractors. Payments to the social insurance
fund are to be made in respect of all salary, bonus and benefit payments (e.g., housing and
transportation allowances) received by the individual. Employees must pay 12.5% of such total
compensation package (to be withheld by the employer), but such percentage will be applied to
a maximum compensation amount which is adjusted annually but which is currently set at
MNT3,200,000 per month (i.e., income in excess of this amount is not subject to the 12.5%
assessment). The employer must pay an additional 13.5-15.5% (15.5% in respect of employees
engaged in dangerous occupations, such as mining) and such percentage is applied to all
compensation paid to the employee with no maximum amount limitation.
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DIRECTORS AND MANAGEMENT

General

The Board consists of eight Directors, comprising two executive Directors, three non-executive
Directors and three independent non-executive Directors.

The principal functions and duties conferred on our Board include:

• convening Shareholders’ general meetings and reporting our Board’s work at Shareholders’
general meetings;

• implementing the resolutions passed by our Shareholders in general meetings;

• deciding our business plans and investment plans;

• preparing our annual financial budgets and final reports;

• formulating the proposals for profit distributions, recovery of losses and for the increase or
reduction of our authorized share capital; and

• exercising other powers, functions and duties conferred by our Shareholders in general meetings.

The following table provides information about our Directors and other senior managers of our
Company.

Name Age Position

Board of Directors
Odjargal Jambaljamts ................ 54 Executive Director and Chairman of the Board
Battsengel Gotov ...................... 47 Executive Director and Chief Executive Officer
Od Jambaljamts ........................ 55 Non-executive Director
Enkhtuvshin Gombo ................... 48 Non-executive Director
Enkhtuvshin Dashtseren.............. 44 Non-executive Director
Khashchuluun Chuluundorj ........ 53 Independent non-executive Director
Unenbat Jigjid .......................... 57 Independent non-executive Director
Chan Tze Ching, Ignatius .......... 62 Independent non-executive Director

Senior Management
Oyunbat Lkhagvatsend .............. 43 Executive Vice President and Deputy Chief Executive Officer
Ulemj Baskhuu ......................... 41 Executive Vice President and Chief Financial Officer
Uurtsaikh Dorjgotov .................. 55 Executive Vice President and Chief Legal Counsel
Baasandorj Tsogoo ..................... 57 Vice President and Chief Operating Officer
Tuvshinbayar Tagarvaa ............... 45 Vice President and Chief Marketing Officer

Executive Directors

Odjargal Jambaljamts is an executive Director and Chairman of the Board of the Company. Mr.
Jambaljamts was appointed an executive Director of the Company in May 2010. Mr. Jambaljamts is also the
Chairman of the Nomination Committee and member of the Remuneration Committee. From 1993 to the
present, Mr. Jambaljamts has been the Chairman of MCS Holding LLC (one of the controlling shareholders
of the Company, and together with its subsidiaries, the “MCS Group”). Mr. Jambaljamts has been a director
of Starain Limited since January 2011, a director of Novel International Investment Limited and a director of
Novel Holdings Group Limited, a controlling shareholder of the Company, since March 2012. He has been
appointed a director of MCS (Mongolia) Limited, MCS Mining Group Limited and MCS Global Limited
since July 2012, all of which are controlling shareholders of the Company. Mr. Jambaljamts is the brother of
Mr. Od Jambaljamts, a non-executive Director and controlling shareholder of the Company. From 1989 to
1991, Mr. Jambaljamts was an automation engineer at the Energy Authority of Ulaanbaatar, Mongolia. From
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1992 to 1993, he was an economist at the Hydropower LLC for the Project of Egiin River. Mr. Jambaljamts
was awarded a bachelor’s degree in cybernetics of electrical system by the Kiev Polytechnic Institute,
Ukraine, and holds his master’s degree in business administration from the Maastricht School of
Management, Ulaanbaatar, Mongolia.

Battsengel Gotov is an executive Director and Chief Executive Officer of the Company. Dr. Gotov
was appointed an executive Director of the Company in May 2010. Dr. Gotov joined the Group in May 2008
as the Chief Executive Officer of ER LLC. Since 2004, Dr. Gotov has served at various managerial positions
in the MCS Group. From 1996 to 2000, Dr. Gotov was an assistant professor at Comenius University in
Bratislava. He moved to the University of Cologne, Germany in September 2000 as a research fellow
sponsored by the Alexander von Humboldt Foundation. He stayed at the University of Cologne, Germany
from September 2000 until October 2003 as a postdoctoral fellow. Dr. Gotov is a board member of the
Mongolian National Mining Association. He was appointed a member of the Mineral Resources Policy
Council in October 2014. Dr. Gotov was awarded a master’s degree in science and a PhD in organic
chemistry by the Comenius University, Slovakia.

Non-executive Directors

Od Jambaljamts is a non-executive Director of the Company. Mr. Jambaljamts was appointed a non-
executive Director of the Company in July 2012. He is also a member of the Corporate Governance
Committee. Mr. Jambaljamts is the president of MCS Group and a director of a number of subsidiaries
within the MCS Group. He also works as the Honorary Council General of Denmark. Mr. Jambaljamts has
over 20 years of experience in both private and public sectors and has extensive experience in working with
companies in a diversity of fields. Mr. Jambaljamts is the brother of Mr. Odjargal Jambaljamts, the Chairman
of the Board, an executive Director and a controlling shareholder of the Company. Mr. Jambaljamts is also a
director of MCS (Mongolia) Limited, MCS Mining Group Limited and MCS Global Limited since July 2012
and a director of Trimunkh Limited since July 2011, all of which are controlling shareholders of the
Company. Mr. Jambaljamts was awarded a bachelor’s degree in International Relations by the Institute for
International Relations, Moscow, Russia in 1988 and master’s degree in arts majoring in foreign affairs by
the University of Oxford, United Kingdom in 1993. Mr. Jambaljamts was awarded the Honorary Labour
Medal of Mongolia in 1997, and awarded with the Polestar medal of Mongolia twice.

Enkhtuvshin Gombo is a non-executive Director of the Company. Ms. Gombo was appointed a non-
executive Director of the Company in October 2017. She is also a member of the Audit Committee. Ms.
Gombo is the vice president of MCS Holding LLC, a controlling shareholder of the Company. Ms. Gombo
joined MCS Holding LLC in 2003 as a financial analyst, and was subsequently appointed as the head of the
Planning Unit under the Finance Department in 2006. Ms. Gombo became the vice president and director of
the Finance Department of MCS Holding LLC in 2008. In addition, Ms. Gombo has previously served as a
non-executive Director and a member of the Audit Committee for the period from the initial public offering
of the Company on October 13, 2010 to October 12, 2014. Ms. Gombo was awarded a bachelor’s degree in
Banking and Finance by the Economics College of Mongolia in 1994. In 1997, she was awarded a master’s
degree in International Banking and Finance at Birmingham University Business School, Birmingham, United
Kingdom.

Enkhtuvshin Dashtseren is a non-executive Director of the Company. Mr. Dashtseren was appointed
as a non-executive Director of the Company on January 4, 2018. Mr. Dashtseren is the vice president of
MCS Holding LLC, a controlling shareholder of the Company. Mr. Dashtseren joined the MCS Group in
1997 as a financial manager of MCS International LLC, and was appointed as the chief financial officer and
vice president of the Finance Department of MCS Group in 2002. Mr. Dashtseren was subsequently
appointed as the vice president of Corporate Strategy of MCS Group in 2005. Mr. Dashtseren served as the
executive vice president of the Sales and Marketing Department of the Company from 2008 to 2014 and as
advisor to the Chairman of the Board until his departure in 2016. During his past tenure with the Company,
Mr. Dashtseren had a broad scope of responsibilities in strategic market planning, business development,
sales forecasting, marketing, pricing and training of sales personnel. Mr. Dashtseren was the senior sales
executive and key person for the sales and marketing of the coal mined at the Ukhaa Khudag mine
developed by the Company. He was instrumental in developing an extensive marketing strategy and research
for potential coal markets with major focus on the Chinese market. Mr. Dashtseren was awarded a bachelor’s
degree in Finance and Management by the National University of Mongolia in 1997 and also studied at the
London Metropolitan University in London, United Kingdom.

Independent Non-Executive Directors

Dr. Khashchuluun Chuluundorj is an independent Non-Executive Director of the Company. Dr.
Chuluundorj was appointed as an independent Non-Executive Director of the Company on January 8, 2016.

151



Dr. Chuluundorj is also the Chairman of the Remuneration Committee and a member of the Audit Committee
and Nomination Committee. He was awarded a bachelor’s degree in economics from the Moscow State
University, Russia, in 1989, a master’s degree in economics from the Graduate School of Economics,
Yokohama City University, Japan, in 1996 and a PhD in international economics from the Graduate School
of Economics, Keio University, Japan, in 2003. Dr. Chuluundorj is a Professor at the Department of
Economics of the National University of Mongolia, and a member of the Academic Council and the
Supervising Board of the National University of Mongolia. He is also an Executive Director of the
Mongolian Oil Shale Association and a Director of Ulaanbaatar City Development Corporation. From 2009
to 2012, he served as the Chairman of National Development and Innovation Committee of Mongolia, a
government agency in charge of national development strategy and investment policy. Dr. Chuluundorj
managed government efforts on the introduction of private-public partnership concept and private sector
support policies. As one of the leading economists of the country, he managed government efforts to adopt
economic and development policies and legislation in wide range of fields and hugely contributed in
successful implementation of major economic development programs in Mongolia.

Unenbat Jigjid is an independent non-executive Director of the Company. Mr. Jigjid was appointed
an independent non-executive Director of the Company in September 2010. Mr. Jigjid is the Chairman of the
Corporate Governance Committee and member of the Audit Committee, Nomination Committee and
Remuneration Committee. From 1990 to 2000, Mr. Jigjid held various positions in the Bank of Mongolia,
including economist, senior economist, director of the monetary policy department and governor. From 2000
to 2006, Mr. Jigjid was the executive director of the Mongolian Bankers Association. Mr. Jigjid was a
director of Resources Investment Capital from October 2010 to November 2013. Mr. Jigjid has been an
executive director of the Corporate Governance Development Center in Mongolia since 2009 and was
appointed Head of the Center in March 2015. Mr Jigjid became the executive director and secretary general
of the Mongolian Bankers Association in November 2015. He is also a member of the supervisory board of
the Bank of Mongolia and the board of Micro Finance Development Fund. From October 2010, Mr. Jigjid
serves as a director of Golomt Bank of Mongolia. He has been the board member of Open Society Forum in
Mongolia since March 2011. In April 2013, Mr. Jigjid was appointed an independent non-executive Director
of APU Company, a company listed on the Mongolian Stock Exchange. Mr. Jigjid was awarded a master’s
degree in economics by the Moscow Institute of Economics and Statistics, Russia, and a master’s degree in
international affairs by Columbia University, United States.

Chan Tze Ching, Ignatius is an independent non-executive Director of the Company. Mr. Chan was
appointed an independent non-executive Director of the Company in September 2010. He is the Chairman of
the Audit Committee and member of the Corporate Governance Committee. From 1980 to 2007, Mr. Chan
held various positions in Citigroup, including management associate, country treasurer and head of sales and
trading, head of corporate banking business for Hong Kong, country officer for Taiwan, chief operating
officer for Greater China, country officer for Hong Kong and head of corporate and investment banking
business for Greater China. Mr. Chan was appointed a member of the board of directors of the Community
Chest of Hong Kong in September 1999. From November 2012 to June 2014, Mr. Chan was appointed an
independent non-executive director of Larry Jewelry International Company Limited, the shares of which are
listed on the Hong Kong Stock Exchange. From March 2011 to June 2016, Mr. Chan is a member of the
Sponsorship and Development Fund of the Open University of Hong Kong. In 2008, he was the deputy chief
executive of the Bank of China (Hong Kong) Limited. Mr. Chan was appointed a senior advisor of The Bank
of East Asia Limited in March 2009. He was also appointed a member of the Council of Hong Kong Red
Cross in April 2010, senior advisor of CVC Capital Partners Limited in November 2010, member of the
Executive Committee of the Investor Education Centre (IEC) of the Securities and Futures Commission from
October 2012 to October 2015, member of the Hong Kong Tourism Board from April 2013 to March 2017
and Deputy Chairman of Council of the Hong Kong Polytechnic University from April 2014 to March 2016,
and Board Adviser of Hong Kong New Territories General Chamber of Commerce in May 2013. He is also
an Honorary Advisory Vice President of The Hong Kong Institute of Bankers for the period from February
2011 to December 2016. Mr. Chan was appointed a Member of the Standing Commission on Civil Service
Salaries and Conditions of Service of the Government of the Hong Kong Special Administrative Region for
the period from January 1, 2014 to December 31, 2015. Mr. Chan was appointed a member of the Financial
Reporting Council (FRC) for the period from December 2014 to November 2016. Mr. Chan is a member of
the Disciplinary Appeals Committee of the Hong Kong Securities Clearing Company Limited from December
2009 and an independent non-executive director of Hong Kong Exchanges and Clearing Limited from April
2009 to April 2015, the shares of which are listed on the Stock Exchange. He was also appointed a non-
executive director of Rizal Commercial Banking Corporation, the shares of which are listed on the
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Philippines Stock Exchange in November 2011. Mr. Chan was appointed a non-independent non-executive
director of Affin Holdings Berhad, the shares of which are listed on Bursa Malaysia from August 2013 to
August 2016. Mr. Chan was awarded bachelor’s and master’s degrees in business administration by the
University of Hawaii, United States, and is a Certified Public Accountant with the American Institute of
Certified Public Accountants.

Senior Management

Oyunbat Lkhagvatsend is the President and Deputy Chief Executive Officer of the Company. Mr.
Lkhagvatsend was appointed the Deputy Chief Executive Officer of the Company in May 2013 and the Chief
Executive Officer of Energy Resources Rail LLC in February 2011. Mr. Lkhagvatsend has nearly 14 years of
experience in the business sector of Mongolia, holding senior positions in various businesses in the country.
From 2003 to 2005, Mr. Lkhagvatsend was the chief executive officer of Newcom Group and was
responsible for strategy planning and business development. From May 2005 to December 2006, he was the
president and chief executive officer of Eznis Airways and was in charge of strategy planning, project
management and other corporate affairs. He joined the Group in July 2008 as the chief executive officer of
Energy Resources Rail LLC and was responsible for overall business strategy and planning. Mr.
Lkhagvatsend was awarded a bachelor’s degree in law by the National University of Mongolia, Mongolia. He
also underwent executive trainings held by the Michigan Business School, United States, in 2004.

Ulemj Baskhuu is the Executive Vice President and Chief Financial Officer of the Company. Ms.
Baskhuu was appointed the Company’s Chief Financial Officer responsible for the overall financial
management, liquidity, asset management and investor relations of the Company in August 2013. Ms.
Baskhuu joined the Group as vice president responsible for investment of Energy Resources Rail LLC in
December 2008. Ms. Baskhuu has worked for major banks and held various senior positions such as director
of Financial Institutions at the Trade and Development Bank of Mongolia and head of investment banking at
Khan Bank. Ms. Baskhuu was awarded a bachelor’s degree in business administration from the Mercer
University, United States.

Uurtsaikh Dorjgotov is the Executive Vice President and Chief Legal Officer of the Company. Ms.
Dorjgotov joined the Group in March 2008. Prior to joining the Company, Ms. Dorjgotov was the director of
the legal and administration department and chief legal counsel of MCS Holding LLC. She also worked for
six years on the USAID-funded Mongolia Privatization Program of Barents Group of Bearing Point, Inc. as
in-house lawyer and for nine years at the Prosecutor General Office of Mongolia as a supervising prosecutor.
Ms. Dorjgotov was awarded a master’s degree (LLM) by the University of Waikato, New Zealand, and also a
diploma of lawyer by the University of Irkutsk, Russia.

Baasandorj Tsogoo is the Vice President and Chief Operating Officer of the Company. Mr. Tsogoo
joined the Group in November 2009. Mr. Tsogoo was appointed as the Company’s Chief Operating Officer
on January 1, 2017. He was also appointed as Chief Executive Officer of United Power LLC, Tavan Tolgoi
Airport LLC, and Enrestechnology LLC on February 10, 2013, April 1, 2013, and December 1, 2015,
respectively. Since 1994, Mr. Tsogoo served at various managerial positions within the MCS Group of
companies and worked in highly successful projects in Mongolia, such as the Taishir Hydropower Plant
project. Mr. Tsogoo holds a bachelor’s degree in civil and hydropower engineering from the Agricultural
Institute in Irkutsk, Russia and a master’s degree in business administration from the National Academy of
Governance in Mongolia.

Tuvshinbayar Tagarvaa is the Vice President and Chief Marketing Officer of the Company. Mr.
Tagarvaa was appointed as the Company’s Chief Marketing Officer with effect from April 1, 2017. Since
2003, Mr. Tagarvaa served at various managerial positions within the MCS Group of companies and joined
the Group in February 2011 as an Executive General Manager for Transportation and Logistics which was
instrumental in the successful implementation of the Company’s efforts to improve efficiency and cost of
transportation and logistics while ensuring a stable supply of coal products exported by the Company. Mr.
Tagarvaa holds a bachelor’s degree and a master’s degree in business administration from the Institute of
Finance and Economics of Mongolia.

Company Secretary

Cheung Yuet Fan was appointed Secretary of our Company in October 2017. Ms. Cheung is a
director of the corporate services of Tricor Services Limited. She is a Chartered Secretary and an Associate
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of both the Hong Kong Institute of Chartered Secretaries and the Institute of Chartered Secretaries and
Administrators in the UK. Before joining the Tricor Group, Ms. Cheung has worked in the Company
Secretarial Department of Deloitte Touche Tohmatsu in Hong Kong and in various Hong Kong listed
companies in the role of company secretary and corporate governance areas. Ms. Cheung has more than 25
years of experience in the company secretarial field and has been providing corporate services to both multi-
national companies and listed companies in Hong Kong.

Board Practices

In the absence of extraordinary events, it is the practice of the Board to meet at least four times a
year. At such meeting, our Directors conduct, among other things, an operational review of our business.

Board Committees

Audit Committee

The Board has established an Audit Committee, which operates under a charter approved by the
Board. It is the Board’s responsibility to ensure that an effective internal control framework exists within the
Company. This includes internal controls to deal with both the effectiveness and efficiency of significant
business processes, safeguarding of assets, maintenance of proper accounting records, and reliability of
financial information as well as non-financial considerations such as benchmarking of operational key
performance indicators. The Board has delegated the responsibility for the initial establishment and
maintenance of a framework of internal controls and ethical standards for our management to the Audit
Committee.

The Audit Committee comprises four members, including one independent non-executive Director
who possesses the appropriate professional qualifications or accounting or related financial management
expertise. There are three independent non-executive Directors, namely Mr. Chan Tze Ching, Ignatius
(chairman), Dr. Khashchuluun Chuluundorj and Mr. Unenbat Jigjid, and one non-executive Director, namely
Ms. Enkhtuvshin Gombo in the Audit Committee.

Nomination Committee

The Nomination Committee of the Board is responsible for making recommendations to the Board
regarding candidates to fill vacancies on the Board.

Our Nomination Committee currently comprises three members, with a majority of independent non-
executive Directors. The members are Mr. Odjargal Jambaljamts (chairman), executive Director, and Dr.
Khashchuluun Chuluundorj and Mr. Unenbat Jigjid, independent non-executive Directors.

Remuneration Committee

The Remuneration Committee of the Board is responsible for determining and reviewing
compensation arrangements for our Directors, the chief executive officer and the senior management. The
Remuneration Committee assesses the appropriateness of the nature and amount of emoluments of such
officers on a periodic basis by reference to relevant employment market conditions with the overall objective
of ensuring maximum shareholder benefit from the retention of a high quality board and executive team. To
assist in achieving these objectives, the Remuneration Committee considers the nature and amount of
executive Directors’ and senior executives’ emoluments with reference to our Company’s financial and
operational performance. All senior executives have the opportunity to qualify for participation in the Share
Option Scheme, which currently provides incentives where specified criteria are met.

Our Remuneration Committee currently comprises three members, with a majority of independent
non-executive Directors. The members are Dr. Khashchuluun Chuluundorj (chairman) and Mr. Unenbat
Jigjid, being independent non-executive Directors, and Mr. Odjargal Jambaljamts, executive Director.

Corporate Governance Committee

The Corporate Governance Committee of the Board is responsible for reviewing and reporting to the
Board on matters of corporate governance, including developing and reviewing the Company’s policies and
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practices on corporate governance and making recommendations to the Board and to review and monitor
training and continuous professional development of the directors and senior management of the Company
and making recommendations on methods to improve directors’ knowledge of the Company’s business and
governance policies and their responsibilities.

Our Corporate Governance Committee comprises three members with a majority of independent non-
executive Directors. The members are Mr. Unenbat Jigjid (chairman) and Mr. Chan Tze Ching, Ignatius,
being independent non-executive Directors, and Mr. Od Jambaljamts, executive Director.
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PRINCIPAL SHAREHOLDERS

As of December 31, 2018, so far as known to any Director or chief executive of the Company,
shareholders (other than a Director or chief executive of the Company) who had an interest or short position
in the shares or underlying shares of the Company as recorded in the register required to be kept pursuant to
section 336 of the SFO were as follows:

Name of substantial shareholder
Capacity/Nature of

interest Number of Shares

Approximate
percentage of

shareholdings in
our Company

MCS Mining Group Limited(Note 1) ............... Beneficial owner 3,234,921,892 (L)
223,898,693 (S)

31.43%
2.18%

MCS (Mongolia) LLC(Note 1) ....................... Interest of controlled
corporation

3,234,921,892 (L)
223,898,693 (S)

31.43%
2.18%

MCS Holding LLC(Note 1)............................ Interest of controlled
corporation

3,234,921,892 (L)
223,898,693 (S)

31.43%
2.18%

Ms. Batmunkh Dashdeleg(Note 1)................... Interest of spouse 3,696,569,439 (L)
223,898,693 (S)

35.92%
2.18%

Ms. Munkhsuren Surenkhuu(Note 1) ............... Interest of spouse 3,500,684,159 (L)
223,898,693 (S)

34.01%
2.18%

Kerry Mining (UHG) Limited
(“KMUHG”)(Note 2) .................................

Beneficial owner 750,000,000 (L) 7.29%

Kerry Mining (Mongolia) Limited
(“KMM”)(Note 2)......................................

Interest of controlled
corporation

750,000,000 (L) 7.29%

Fexos Limited (“Fexos”)(Note 2) .................... Interest of controlled
corporation

756,890,120 (L) 7.35%

Kerry Holdings Limited (“KHL”)(Note 2) ........ Interest of controlled
corporation

775,780,883 (L) 7.54%

Kerry Group Limited (“KGL”)(Notes 2 and 3) .... Interest of controlled
corporation

1,216,351,874 (L) 11.82%

(L) – Long position (S) – Short position
(1) MCS Mining Group Limited is owned as to approximately 43.51% by MCS Holding LLC and approximately 56.49% by MCS

(Mongolia) LLC. MCS Holding LLC is wholly-owned by MCS (Mongolia) LLC. MCS (Mongolia) LLC is owned as to
approximately 55.11% by Mr. Odjargal Jambaljamts, and approximately 29.16% by Mr. Od Jambaljamts. MCS Mining Group
Limited holds 3,234,921,892 shares and had a short position in 223,898,693 shares in the Company. Novel Holdings Group Limited
and Trimunkh Limited also directly hold 461,647,547 shares and 265,762,267 shares, respectively, in the Company. The entire
interest of Novel Holdings Group Limited and Trimunkh Limited are held by Mr. Odjargal Jambaljamts and Mr. Od Jambaljamts
respectively. Ms. Batmunkh Dashdeleg is the spouse of Mr. Odjargal Jambaljamts, and Ms. Munkhsuren Surenkhuu is the spouse of
Mr. Od Jambaljamts.

(2) (a) KMUHG is a direct wholly-owned subsidiary of KMM. Fexos controls more than one-third of the voting power of KMM.
Fexos is a direct wholly-owned subsidiary of KHL which in turn is a direct wholly-owned subsidiary of KGL. Accordingly, KMM,
Fexos, KHL and KGL were deemed to be interested in 750,000,000 shares of the Company that KMUHG was interested.(b) Fexos
controls more than one-third of the voting power of Kerry Asset Management Limited (“KAM”). Fexos, KHL and KGL were
deemed to be interested in 6,890,120 shares of the Company that KAM was interested.

(3) Out of KGL’s corporate interest in 1,216,351,874 shares of the Company, KGL’s wholly-owned subsidiaries (other than KHL) were
interested in 440,570,991 shares of the Company, KHL (through companies that it controls more than one-third of the voting
power) was interested in 775,780,883 shares of the Company.

Save as disclosed above, as of December 31, 2018, the Company has not been notified by any
person (other than the Directors or chief executive of the Company) who had interests or short position in
the shares or underlying shares of the Company.
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RELATED PARTY TRANSACTIONS

We and our subsidiaries engage in a broad range of related party transactions with our subsidiaries
and affiliates, some of which are material to our operations. The following is a summary of material
transactions we have engaged in with our direct and indirect shareholders, affiliates of our shareholders and
other related parties, including those in which we or our management have a significant equity interest. We
believe each of these arrangements as described below have been entered into based on agreements on arm’s
length terms or on terms that we believe have been at least as favorable to us as similar transactions with
non-related parties. For a further discussion of related party transactions, see Note 33 to our financial
statements as of and for the years ended December 31, 2016, 2017, and 2018 included elsewhere in this
Offering Memorandum.

Ancillary Services

As of December 31, 2016, 2017 and 2018, we recorded ancillary services payments to Uniservice
Solution LLC, MCS International LLC, MCS and its affiliates of US$10.2 million, US$13.5 million and
US$13.6 million, respectively. Ancillary services represent expenditures for support services such as cleaning
and canteen expense, power and heat generation and distribution and management fees. The service charges
are based on comparable or prevailing market rates, as applicable.

Sales of Property, Plant and Equipment

As of December 31, 2016, 2017 and 2018, we recorded sales of property, plant and equipment to
MCS and its affiliates of approximately US$264,000, US$8,000 and US$9,000, respectively.

Lease of Property, Plant and Equipment

As of December 31, 2016, 2017 and 2018, we recorded lease of property, plant and equipment to
MCS and its affiliates of approximately US$0.5 million, US$0.4 million and US$0.4 million, respectively.
Lease of property, plant and equipment represents rental paid or payable in respect of properties and office
equipment leased from Shangri-La Ulaanbaatar LLC, MCS and its affiliates. Rental charges are based on
comparable or prevailing market rates, as applicable.

Purchase of Property and Goods

As of December 31, 2016, 2017 and 2018, we recorded purchase of property goods from MCS and
its affiliates of nil, nil and US$0.4 million, respectively.
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DESCRIPTION OF OTHER MATERIAL INDEBTEDNESS AND PERPETUAL SECURITIES

Set forth below is a summary of the material terms and conditions of our indebtedness and Perpetual
Securities. As of December 31, 2018, we had an outstanding principal amount of US$436.2 million in short-
term and long-term borrowings, including indebtedness incurred under the 2022 Notes and the Senior Loan.

2022 Notes

On May 4, 2017, we entered into an indenture (the “2022 Notes Indenture”) pursuant to which we
issued the 2022 Notes with a principal amount of approximately US$412.5 million. As of December 31,
2018, the entire principal amount of the 2022 Notes was outstanding.

The 2022 Notes have been accounted for as a hybrid financial instrument containing a derivative
component and a liability component. The derivative component of interest rate linked to the benchmark coal
price index was initially recognized at its fair value of US$9,481,667 and the derivative component of cash
sweep premium was initially recognized at its fair value of US$37,789,333. The fair value of the derivative
component of interest rate linked to the benchmark coal price index, the derivative component of cash sweep
premium and the derivative component of early redemption option as at December 31, 2018 was
US$30,519,000, US$33,874,550 and nil respectively. The liability component was initially recognized at its
fair value of US$377,996,000 and will be accounted on amortized cost subsequently.

Concurrently with this offering, we commenced the 2022 Notes Tender Offer, which is subject to
certain terms and conditions including the consummation of this offering. For more information about the
2022 Notes Tender Offer, see “Summary – Concurrent Transactions”. We intend to use the net proceeds from
this offering to pay the tender price of any 2022 Notes tendered in connection with the 2022 Notes Tender
Offer. See “Use of Proceeds”. We cannot assure you that the 2022 Notes Tender Offer and the related
Consent Solicitation will be consummated. This Offering Memorandum is neither an offer to purchase nor a
solicitation of an offer to sell or buy the 2022 Notes. Any offer to purchase the 2022 Notes will be made
solely on the terms and subject to the conditions set forth in a separate offer to purchase memorandum that
will be directed to holders of the 2022 Notes.

Guarantee

The obligations pursuant to the 2022 Notes are guaranteed by Mongolian Mining Corporation and by
certain of our existing subsidiaries (the “Subsidiary Guarantors”) including Mongolian Coal Corporation
Limited, Mongolian Coal Corporation S.à.r.l., Energy Resources Corporation LLC, ER LLC, Tavan Tolgoi
Airport LLC, United Power LLC, Enrestechnology LLC and Ukhaa Khudag Water Supply LLC.

The Company and each of the Subsidiary Guarantors, jointly and severally, guarantees the due and
punctual payment of the principal, any premium, and interest on, and all other amounts payable under, the
2022 Notes.

Collateral

In order to secure the obligations under the 2022 Notes, the Group pledged the Shared Collateral.

Interest

The 2022 Notes bear an interest rate of 5% to 8% per annum based on the benchmark coal price
index payable semi-annually in arrears.

Covenants

Subject to certain conditions and exceptions, the 2022 Notes Indenture contains certain covenants,
restricting us to each of the related restricted subsidiaries from, among other things:

• incurring or guaranteeing additional indebtedness and issuing disqualified or preferred stock;
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• declaring dividends on its capital stock or purchasing or redeeming capital stock;

• making investments or other specified restricted payments;

• issuing or selling capital stock of the related restricted subsidiaries;

• guaranteeing indebtedness of the related restricted subsidiaries;

• selling assets;

• creating liens;

• entering into sale and leaseback transactions;

• entering into agreements that restrict the related restricted subsidiaries’ ability to pay dividends,
transfer assets or make intercompany loans;

• entering into transactions with shareholders or affiliates; and

• effecting a consolidation or merger.

Event of Default

The 2022 Notes Indenture contains certain customary events of default, including default in the
payment of principal, or of any premium, on the 2022 Notes, when such payments become due, default in
payment of interest which continues for 30 days, breaches of covenants, insolvency and other events of
default specified in the 2022 Notes Indenture. If an event of default occurs and is continuing, the trustee
under the 2022 Notes Indenture or the holders of at least 25% of the outstanding 2022 Notes may declare the
principal of the 2022 Notes plus any premium and any accrued and unpaid interest to be immediately due
and payable.

Change of Control

Upon the occurrence of certain events of change of control, we will make an offer to repurchase all
outstanding 2022 Notes at a purchase price equal to 100% of their principal amount plus (i) any accrued and
unpaid interest and (ii) the Cash Sweep Premium, if any, that has not been paid as of the redemption date on
the 2022 Notes redeemed (together, the “Early Redemption Amount”). “Cash Sweep Premium” means the
cash, if any upon full repayment of the Senior Loan, in the debt service reserve account subject to a
maximum aggregate amount of US$75.0 million.

Maturity and Redemption

The maturity date of the 2022 Notes is September 30, 2022.

At any time after all amounts due under the Senior Loan have been repaid in full, we may on one or
more occasions redeem all or any part of the 2022 notes, at the redemption price equal to the Early
Redemption Amount.

Additionally, if we or a Subsidiary Guarantor under the 2022 Notes Indenture would become
obligated to pay certain additional amounts as a result of certain changes in specified tax law, we may
redeem the 2022 Notes at a redemption price equal to the Early Redemption Amount, subject to certain
exceptions.

Intercreditor Agreement

On May 4, 2017, we, the Subsidiary Guarantors, the trustee for the 2022 Notes for the benefit of
holders of the 2022 Notes, the shared security agent, the senior agent, the senior security agent and the
senior lender entered into an intercreditor agreement (the “Intercreditor Agreement”), pursuant to which the
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security interest created on the shared transaction security which includes but not limited to the Shared
Collateral shall be shared on a pari passu basis among (i) the holders of the 2022 Notes, (ii) the senior
lender and (iii) any holder of the Permitted Pari Passu Secured Indebtedness as defined therein.

Perpetual Securities

On May 4, 2017, we entered into the Perpetual Securities Indenture pursuant to which we issued
approximately US$195.0 million in aggregate principal amount of the Perpetual Securities, booked at its fair
value of US$75,897,000. As of December 31, 2018, the entire principal amount of the Perpetual Securities
was outstanding.

Concurrently with this offering, we commenced the Perpetual Securities Tender Offer, which is
subject to certain terms and conditions including the consummation of this offering. For more information
about the Perpetual Securities Tender Offer, see “Summary-Concurrent Transactions”. We intend to use the
net proceeds from this offering to pay the tender price of any Perpetual Securities tendered in connection
with the Perpetual Securities Tender Offer. See “Use of Proceeds”. We cannot assure you that the Perpetual
Securities Tender Offer and will be consummated. This Offering Memorandum is neither an offer to purchase
nor a solicitation of an offer to sell or buy the Perpetual Securities. Any offer to purchase the Perpetual
Securities will be made solely on the terms and subject to the conditions set forth in a separate offer to
purchase memorandum that will be directed to holders of the Perpetual Securities.

Interest

Distribution payments can be deferred at the discretion of the Company.

The Perpetual Securities shall bear an interest rate of 0% at issuance. The interest rate will increase
to 5% after 12 months post event triggering transaction in relation to the Tavan Tolgoi project with 1%
step-up annually thereafter, with total rate capped at 15%. If the interest rate is not otherwise already at
10%, it will increase up to 10% for the first coupon period beginning immediately after full repayment of
the 2022 Notes (provided that this will not include a restructuring of the 2022 Notes) or 1% step-up annually
thereafter, with total rate capped at 15%, whichever occurs earlier.

Event of Default

The Perpetual Securities Indenture contains the following events of default: (i) an order being made
or an effective resolution being passed for the Winding-Up (as defined in the Perpetual Securities Indenture)
of the Company; (ii) the sale of the Company’s business as part of a scheme procedure; or (iii) the Company
failing to make payment in respect of the Perpetual Securities for a period of 15 business days or more after
the date on which such payment is due (although failure to pay a distribution validly deferred in accordance
with the Perpetual Securities Indenture shall not constitute an event of default. If an event of default occurs
and is continuing, the trustee under the Perpetual Securities Indenture or the holders of at least 25% of the
outstanding Perpetual Securities may declare the principal of the Perpetual Securities plus any premium and
any accrued and unpaid interest to be immediately due and payable.

Maturity and Redemption

The Perpetual Securities have no fixed maturity. On or after amounts due under the Senior Loan
have been fully repaid, the Perpetual Securities are redeemable at the Company’s option at a purchase price
equal to 100% of their principal amount plus any accrued and unpaid interest.

Senior Loan

On May 4, 2017, we entered into a Senior Loan agreement with BNP Paribas Singapore Branch,
Industrial and Commercial Bank of China Limited and ICBC London Plc as the arrangers and original
lenders. As of December 31, 2018, the outstanding principal amount was US$23.7 million.
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The Senior Loan has been accounted for as a hybrid financial instrument containing a derivative
component and a liability component. The derivative component of interest rate linked to the benchmark coal
price index was initially recognised at its fair value of US$1,754,000. The fair value of the derivative
component of interest rate linked to the benchmark coal price index as at December 31, 2018 was
US$1,761,000. The liability component was initially recognised at its fair value of US$29,206,000 and will
be accounted on amortised cost subsequently.

The Senior Loan is expected to be paid in full before the settlement of this Offering.

Guarantee

The obligations under the Senior Loan are guaranteed by the Company, Mongolian Coal Corporation
Limited, Mongolian Coal Corporation S.à.r.l., Energy Resources Corporation LLC, Energy Resources Rail
LLC, Tavan Tolgoi Airport LLC, Enrestechnology LLC, Ukhaa Khudag Water Supply LLC and United Power
LLC. Each of these guarantors, jointly and severally, guarantees the due and punctual payment of the
principal and interest on, and all other amounts payable under, the Senior Loan.

Collateral

In order to secure the obligations under the Senior Loan, we entered into a security over cash
agreement with the security agent to create a charge on our cash collateral account and ER LLC entered into
a security over cash agreement with the security agent to create charge on two of its collection accounts into
which it deposits proceeds from certain coking coal contracts it has entered into. ER LLC also pledged its
coal assets in favour of the security agent and assigned certain of its coking coal contracts to the security
agent. The Group also pledged the Shared Collateral.

The lenders and security agent under the Senior Loan entered into accession deeds to accede to the
Intercreditor Agreement and share the security interest created on the shared transaction security under the
Intercreditor Agreement.

Interest and Repayment

The Senior Loan bears an interest rate ranging from 5% to 8% per annum based on the benchmark
coal price index, payable semi-annually and is repayable with quarterly installments of U$7.5 million starting
from December 31, 2018 with the remaining repayable upon maturity on September 30, 2019.

Covenants

The Facilities Agreement contains certain covenants, including provision of our financial statements
and other information undertakings, compliance with certain financial ratios, and other general covenants
which, subject to certain conditions and exceptions, restrict us and the guarantors from, among other things:

• effecting a consolidation or merger;

• making any acquisition or incorporate a company;

• entering into, investing in or acquiring any equity interest in any joint ventures;

• creating security or quasi-security over its asset;

• selling, transferring, leasing or otherwise disposing of its assets;

• incurring or guaranteeing additional indebtedness;

• declaring dividends on its capital stock or purchasing or redeeming capital stock; and

• issuing capital stock.
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Event of Default

The Facilities Agreement contains certain events of default, including default in the payment of
principal, interest and other amount payable under the Facilities Agreement when such payments become
due, breaches of covenants and undertakings, insolvency, cross default, change of ownership, loss of material
license or concession, delisting and other events of default specified in Facilities Agreement. If an event of
default occurs, the agent under the Senior Loan may, and shall if so directed by the majority lenders, cancel
the total commitments and declare the principal and the accrued interest outstanding under the loans made
immediately due and payable or payable on demand.

Credit Line Agreement

On October 24, 2018, we entered into an agreement (“Credit Line Agreement”) with Xac Bank, a
commercial bank in Mongolia for a US$10.0 million credit line. The Credit Line Agreement will expire on
October 24, 2019 but such date is subject to change if we request to extend the duration of the Credit Line
Agreement. We may also request to expand or reduce the credit line.

A loan under the Credit Line Agreement matures on October 24, 2019 and bears an interest rate of
9% per annum. An additional 0.5% is charged as a one-time loan service commission. Any loan or part of a
loan which remains outstanding after October 24, 2019 bears an interest rate of 10.8%.

A commission of 1.2% per annum is charged for any unused amount of the credit line before the
expiry of the Credit Line Agreement.

As of the date of this Offering Memorandum, we have not utilized the credit line.
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TAXATION

The following summary of certain Cayman Islands, Mongolian and U.S. federal income tax
consequences of the ownership and disposition of the Notes is based upon applicable laws, regulations,
rulings and decisions as of the date of this offering memorandum, all of which are subject to change
(possibly with retroactive effect). This discussion does not purport to be a comprehensive description of all
the tax considerations that may be relevant to a decision to purchase, own or dispose of the Notes and does
not purport to deal with consequences applicable to all categories of investors, some of which may be
subject to special rules. Persons considering the purchase of the Notes should consult their own tax advisers
concerning the tax consequences of the purchase, ownership and disposition of the Notes, including such
possible consequences under the laws of their country of citizenship, tax residence or domicile.

Cayman Islands Taxation

Under the laws of the Cayman Islands, payments of interest, principal or premium on the Notes will
not be subject to taxation and no withholding will be required on the payment of interest, principal or
premium to any holder of the Notes, as the case may be, nor will gains derived from the disposal of the
Notes be subject to Cayman Islands income or corporation tax. The Cayman Islands currently have no
income, corporation or capital gains tax and no estate duty, inheritance tax or gift tax. The Cayman Islands
are not party to any double taxation treaties.

No stamp duty is payable in respect of the issue of the Notes. The holder of any Notes (or a legal
personal representative of such holder) whose Notes are brought into the Cayman Islands may in certain
circumstances be liable to pay stamp duty imposed under the laws of the Cayman Islands in respect of such
Notes. Certificates evidencing registered Notes, to which title is not transferable by delivery, will not attract
Cayman Islands stamp duty. However, an instrument transferring title to a registered Note, if brought to or
executed in the Cayman Islands, would be subject to nominal Cayman Islands stamp duty. Stamp duty will
be payable on any documents executed by the Company if any such documents are executed in or brought
into the Cayman Islands or produced before the Cayman Islands Courts.

The Company has been incorporated under the laws of the Cayman Islands as an exempted company
with limited liability and, as such, has obtained an undertaking from the Governor in Cabinet of the Cayman
Islands as to tax concessions under the Tax Concessions Law (1999 Revision). In accordance with the
provision of section 6 of The Tax Concessions Law (1999 Revision), the Governor in Cabinet undertakes
with Mongolian Mining Corporation:

• That no law which is hereafter enacted in the Cayman Islands imposing any tax to be levied on
profits, income, gains or appreciations shall apply to the Company or its operations; and

• In addition, that no tax to be levied on profits, income, gains or appreciations or which is in the
nature of estate duty or inheritance tax shall be payable (i) on or in respect of the shares,
debentures or other obligations of the Company; or (ii) by way of the withholding, in whole or
part, of any relevant payment as defined in Section 6(3) of the Tax Concessions Law (1999
Revision).

• These concessions shall be for a period of twenty years from 25 May 2010.

The Cayman Islands does not have any income tax treaty arrangement with any country, however the
Cayman Islands has entered into tax information exchange agreements with a number of countries.
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Mongolian Taxation

No income or withholding tax in Mongolia is payable on principal payments in respect of the Notes.
Noteholders are subject to Mongolian tax on interest payments if the payments are deemed to be sourced
from Mongolia. The Issuers currently expect that interest payments will be made by ER and be deemed to be
sourced from Mongolia, and that ER will withhold Mongolian taxes from interest payments at the rates
described below. Under the terms of the Notes, ER is required, subject to certain exceptions, to pay
additional amounts with respect to Mongolian withholding taxes. If any interest payment is deemed to be
sourced in Mongolia, a 20% withholding tax would apply to interest payments to a non-resident holder of
Notes other than an individual, unless the rate is reduced by any applicable bilateral double taxation treaty.

If any interest payment is deemed to be sourced in Mongolia, a 10% withholding tax would apply in
the case of interest payments to non-resident individual holders.

Mongolia has concluded double taxation treaty with 26 countries. However, Mongolia does not have
a double taxation treaty with the Cayman Islands, Hong Kong, Luxembourg or the United States.

On March 22, 2019, the Parliament of Mongolia adopted certain amendments to taxation related laws
with effect from January 1, 2020. Although the final version of the amendments has not yet been released,
from the drafts submitted to the Parliament, it is understood that a 5% flat withholding tax is to be applied
on interest paid by Mongolian entities for listed and publicly traded securities, however this excludes entities
within the mining industry. The final adoption of the amendments is subject to presidential veto, and there
can be no assurance that the amendments will not be vetoed, or that the final amendments will conform to
the draft amendments or that the law as finally adopted and implemented will conform to our expectations.

Mongolia does not have a capital gains tax. Gains made on the sale of shares and securities,
intangible assets and movables and immovable property are included in taxable income. Non-Mongolian
holders will not be subject to tax on sales or transfer of the Notes, unless the Notes are sold to a Mongolian
entity or individual. In such case, the Mongolian purchaser may withhold 10% of the difference between the
sale price and the Noteholder’s original purchase price.

Certain U.S. Federal Income Tax Considerations

The following is a description of certain U.S. federal income tax consequences to the U.S. Holders
described below of owning and disposing of Notes, but it does not purport to be a comprehensive description
of all tax considerations that may be relevant to a particular person’s decision to acquire the Notes. This
discussion applies only to U.S. Holders that (i) purchase Notes in this offering at the “issue price,” which
will equal the first price to the public (not including bond houses, brokers or similar persons or organizations
acting in the capacity of underwriters, placement agents or wholesalers) at which a substantial amount of the
Notes is sold for money and (ii) hold the Notes as capital assets for U.S. federal income tax purposes
(generally, property held for investment).

This discussion does not describe all of the tax consequences that may be relevant in light of a U.S.
Holder’s particular circumstances, including the special tax accounting rules set forth in Section 451(b) of
the U.S. Internal Revenue Code of 1986, as amended (the “Code”), any alternative minimum tax and
Medicare contribution tax consequences and tax consequences applicable to U.S. Holders subject to special
rules, such as:

• certain financial institutions;

• dealers or traders in securities that use a mark-to-market method of tax accounting;

• persons holding Notes as part of a straddle, wash sale, conversion transaction or integrated
transaction;

• persons whose functional currency for U.S. federal income tax purposes is not the U.S. dollar;

• certain U.S. expatriates;
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• entities classified as partnerships for U.S. federal income tax purposes;

• tax-exempt entities, “individual retirement accounts” and “Roth IRAs;” and

• persons holding Notes in connection with a trade or business conducted outside of the United
States.

If an entity that is classified as a partnership for U.S. federal income tax purposes holds Notes, the
U.S. federal income tax treatment of a partner will generally depend on the status of the partner and the
activities of the partnership. Partnerships holding Notes and partners in such partnerships should consult
their tax advisers as to the particular U.S. federal income tax consequences of holding and disposing of the
Notes.

This discussion is based on the Code, administrative pronouncements, judicial decisions, and
Treasury regulations, all as of the date hereof, any of which is subject to change, possibly with retroactive
effect.

As used herein, a “U.S. Holder” is a person that for U.S. federal income tax purposes is a beneficial
owner of a Note and is:

• an individual who is a citizen or resident of the United States;

• a corporation, or other entity taxable as a corporation, created or organized in or under the laws
of the United States, any state therein or the District of Columbia; or

• an estate or trust the income of which is subject to U.S. federal income taxation regardless of its
source.

THIS DISCUSSION IS NOT INTENDED AS LEGAL ADVICE. PROSPECTIVE INVESTORS
SHOULD CONSULT THEIR TAX ADVISERS REGARDING THE APPLICATION OF ANY U.S. FEDERAL
INCOME TAX RULES TO THEIR PARTICULAR CIRCUMSTANCES AS WELL AS THE STATE, LOCAL,
NON-U.S. OR OTHER TAX CONSEQUENCES TO THEM OF THE PURCHASE, OWNERSHIP AND
DISPOSITION OF NOTES.

Potential Contingent Payment Debt Instrument Treatment

There are circumstances in which the Company might be required to make payments on a Note
that would increase the yield of the Note, for example, as described under “Description of the Notes –
Repurchase of Notes upon a Change of Control Triggering Event” and “Description of the Notes –
Additional Amounts”. The Company intends to take the position that the possibility of such payments does
not result in the Notes being treated as contingent payment debt instruments under the applicable Treasury
regulations. The Company’s position is not binding on the Internal Revenue Service (“IRS”). If the IRS takes
a contrary position, U.S. Holders may be required to accrue interest income based upon a “comparable yield”
(as defined in the Treasury regulations) determined at the time of issuance of the Notes (which is not
expected to differ significantly from the actual yield on the Notes), with adjustments to such accruals when
any contingent payments are made that differ from the payments based on the comparable yield. In addition,
any income on the sale, exchange, retirement or other taxable disposition of the Notes would be treated as
interest income rather than as capital gain. U.S. Holders should consult their tax advisers regarding the tax
consequences if the Notes were treated as contingent payment debt instruments. The remainder of this
discussion assumes that the Notes are not treated as contingent payment debt instruments.

Payments of Interest

It is expected, and this discussion assumes, that the Notes will be issued without original issue
discount for U.S. federal income tax purposes. Interest on the Notes (including foreign taxes, if any,
withheld from payments in respect of the Notes and any Additional Amounts with respect thereto) will be
taxable to a U.S. Holder as ordinary interest income at the time it accrues or is received, in accordance with
the U.S. Holder’s method of accounting for U.S. federal income tax purposes.
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Interest income generally will constitute foreign-source income for foreign tax credit purposes,
which may be relevant in calculating the U.S. Holder’s foreign tax credit limitation.

Subject to applicable limitations that may vary depending on the U.S. Holder’s particular
circumstances, any foreign income taxes withheld from payments in respect of the Notes will be creditable
against a U.S. Holder’s U.S. federal income tax liability. The rules governing foreign tax credits are
complex, and U.S. Holders should consult their tax advisers regarding the creditability of any foreign income
taxes in their particular circumstances. Instead of claiming a credit, a U.S. Holder may elect to deduct such
foreign taxes in computing taxable income. An election to deduct foreign taxes instead of claiming foreign
tax credits must apply to all foreign taxes paid or accrued in the taxable year.

Sale, Exchange, Retirement or Other Taxable Disposition of the Notes

Upon the sale, exchange, retirement or other taxable disposition of a Note, a U.S. Holder will
recognize taxable gain or loss in an amount equal to the difference between the amount realized on the sale,
exchange, retirement or other taxable disposition and the U.S. Holder’s tax basis in the Note. For these
purposes, the amount realized does not include any amount attributable to accrued interest, which will be
treated as interest as described under “– Payments of Interest” above. Gain or loss realized on the sale,
exchange, retirement or other taxable disposition of a Note will be U.S.-source capital gain or loss, and will
be long-term capital gain or loss if at the time of the sale, retirement or disposition the U.S. Holder has held
the Note for more than one year. Long-term capital gains recognized by non-corporate U.S. Holders are
subject to reduced tax rates. The deductibility of capital losses may be subject to limitations.

As described in “Mongolian Taxation,” if a U.S. Holder sells Notes to a Mongolian purchaser, the
Mongolian purchaser may withhold 10% from the gross proceeds. A U.S. Holder is entitled to use foreign
tax credits to offset only the portion of its U.S. federal income tax liability that is attributable to foreign-
source income. Because capital gains are generally treated as U.S.-source income, this limitation may
preclude a U.S. Holder from claiming a credit for all or a portion of any Mongolian taxes imposed on any
such gains. U.S. Holders should consult their tax advisers regarding their ability to claim a refund or foreign
tax credit with respect to any Mongolian tax on dispositions in their particular circumstances.

Information Reporting and Backup Withholding

Payments of interest and proceeds from the sale of a Note that are made within the United States or
through one of certain U.S.-related financial intermediaries generally are subject to information reporting to
the IRS, and may be subject to backup withholding, unless (i) the U.S. Holder is an exempt recipient or (ii)
in the case of backup withholding, the U.S. Holder provides a correct taxpayer identification number and
certifies that it is not subject to backup withholding. Backup withholding is not an additional tax. The
amount of any backup withholding from a payment to a U.S. Holder will be allowed as a credit against the
U.S. Holder’s U.S. federal income tax liability and a U.S. Holder may obtain a refund of any excess amounts
withheld, provided that the required information is timely furnished to the IRS.

Certain U.S. Holders who are individuals (or certain specified entities) may be required to report
information relating to their ownership of the Notes, or non-U.S. accounts through which the Notes are held.
U.S. Holders should consult their tax advisers regarding their reporting obligations with respect to the Notes.
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DESCRIPTION OF THE NOTES

For purposes of this “Description of the Notes,” the term “Company” refers only to Mongolian
Mining Corporation, a company incorporated with limited liability under the laws of the Cayman Islands,
and any successor obligor on the Notes, and not to any of its Subsidiaries and the term “Co-Issuer” refers
only to Energy Resources LLC, a limited liability company established under the laws of Mongolia, and any
successor co-obligor on the Notes, and not to any of its Subsidiaries. Each Subsidiary of the Company which
guarantees the Notes is referred to as a “Subsidiary Guarantor,” and each such guarantee is referred to as a
“Subsidiary Guarantee.”

The Notes are to be issued under an indenture (the “Indenture”), to be dated as of the Original Issue
Date, among the Company, the Co-Issuer (together with the Company, the “Issuers” and each, an “Issuer”),
the initial Subsidiary Guarantors, as guarantors, and The Bank of New York Mellon as trustee (the
“Trustee”). The Issuers will be jointly and severally liable for all obligations under the Notes.

The following is a summary of certain provisions of the Indenture, the Notes and the Subsidiary
Guarantees. This summary does not purport to be complete and is qualified in its entirety by reference to all
of the provisions of the Indenture, the Notes and the Subsidiary Guarantees. It does not restate those
agreements in their entirety. Whenever particular sections or defined terms of the Indenture not otherwise
defined herein are referred to, such sections or defined terms are incorporated herein by reference. Copies of
the Indenture will be available for inspection (following prior written request and satisfactory proof of
holding) on or after the Original Issue Date during normal office hours (between 9:00 am and 3:00 pm) at
the corporate trust office of the Trustee at The Bank of New York Mellon, 240 Greenwich Street, New York,
NY 10286, United States of America.

Brief Description of the Notes

The Notes are:

• general obligations of the Issuers;

• effectively subordinated to secured obligations of the Issuers, to the extent of the value of the
assets serving as security therefor;

• senior in right of payment to any existing and future obligations of the Issuers expressly
subordinated in right of payment to the Notes;

• at least pari passu in right of payment with all other unsecured, unsubordinated Indebtedness of
the Issuers (subject to any priority rights of such unsubordinated Indebtedness pursuant to
applicable law);

• guaranteed by the Subsidiary Guarantors on a senior basis, subject to the limitations described
below under the caption “– The Subsidiary Guarantees” and in “Risk Factors – Risks Relating to
the Notes and the Subsidiary Guarantees”; and

• effectively subordinated to all existing and future obligations of any Subsidiaries of the
Company other than the Co-Issuer and the Subsidiary Guarantors.

The Notes will mature on April 15, 2024, unless earlier redeemed or repurchased by the Issuers
pursuant to the terms thereof and the Indenture.

The Indenture allows additional Notes to be issued from time to time (the “Additional Notes”),
subject to certain limitations described under “– Further Issues.” Unless the context requires otherwise,
references to the “Notes” for all purposes of the Indenture and this “Description of the Notes” include any
Additional Notes that are actually issued. The Notes will bear interest at 9.25% per annum from the Original
Issue Date or from the most recent interest payment date to which interest has been paid or duly provided
for, payable semi-annually in arrears on April 15 and October 15 of each year (each an “Interest Payment
Date”), commencing October 15, 2019.
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Interest on the Notes will be paid to Holders of record at the close of business on March 31 and
September 30 immediately preceding an Interest Payment Date (each, a “Record Date”), notwithstanding any
transfer, exchange or cancellation thereof after a Record Date and prior to the immediately following Interest
Payment Date. In any case in which the date of the payment of principal of or premium (if any) or interest
on the Notes (including any payment to be made on any date fixed for redemption or purchase of any Note)
is not a Business Day in the relevant place of payment, then payment of principal or premium (if any) or
interest need not be made in such place on such date but may be made on the next succeeding Business Day
in such place. Any payment made on such Business Day shall have the same force and effect as if made on
the date on which such payment is due, and no interest on the Notes shall accrue for the period after such
date. Interest on the Notes will be calculated on the basis of a 360 day year comprised of twelve 30-day
months. So long as the Notes are held in global form, each payment in respect of the Global Note will be
made to the person shown as the holder of the Notes in the Register at the close of business (of the relevant
clearing system) on the Clearing System Business Day before the due date for such payments, where
“Clearing System Business Day” means a weekday (Monday to Friday, inclusive) except December 25 and
January 1.

The Notes will be issued only in fully registered form, without coupons, in denominations of
US$200,000 and integral multiples of US$1,000 in excess thereof. No service charge will be made for any
registration of transfer or exchange of Notes, but the Issuers may require payment of a sum sufficient to
cover any transfer tax or other similar governmental charge payable in connection therewith.

All payments on the Notes will be made in U.S. dollars by the Issuers at the office or agency of the
Issuers maintained for that purpose (which initially will be the corporate trust administration office of the
Paying Agent, currently located at 240 Greenwich Street, New York, NY 10286, United States of America,
attn: Corp Trust Administration – Project Symphony, with a copy to: The Bank of New York Mellon, Hong
Kong Branch, Level 24, Three Pacific Place, 1 Queen’s Road East, Hong Kong, Attn: Global Corporate Trust
– Project Symphony), and the Notes may be presented for registration of transfer or exchange at such office
or agency; provided that, at the option of the Issuers, payment of interest may be made by wire transfer.
Interest payable on the Notes held through DTC will be available to DTC participants (as defined herein) on
the Business Day following payment thereof.

The Subsidiary Guarantees

On the Original Issue Date, all of the Company’s Subsidiaries (including the Co-Issuer) will be
Restricted Subsidiaries, and the initial Subsidiary Guarantors will consist of Mongolian Coal Corporation
Limited, Mongolian Coal Corporation S.à.r.l., Energy Resources Corporation LLC, Energy Resources Rail
LLC, Tavan Tolgoi Airport LLC, United Power LLC. Enrestechnology LLC, Ukhaa Khudag Water Supply
LLC, Baruun Naran S.à.r.l. and Khangad Exploration LLC. Tianjin Zhengcheng Import and Export Trade
Co., Ltd. and Inner Mongolia Fangcheng Trade Co., Ltd. will not guarantee the Notes, and accordingly, such
entities and any future Restricted Subsidiaries of the Company that do not become Subsidiary Guarantors are
collectively referred to herein as the “Non-Guarantor Restricted Subsidiaries.”

The Company may at its option at any time cause any Restricted Subsidiary to become a Subsidiary
Guarantor by causing such Restricted Subsidiary to execute and deliver to the Trustee a supplemental
indenture to the Indenture pursuant to which such Restricted Subsidiary will guarantee the payment of the
Notes.

Although the Indenture contains limitations on the amount of additional Indebtedness that Non-
Guarantor Restricted Subsidiaries may incur, the amount of such additional Indebtedness could be
substantial. In the event of a bankruptcy, liquidation or reorganization of any Non-Guarantor Restricted
Subsidiary, the Non-Guarantor Restricted Subsidiary will pay the holders of its debt and its trade creditors
before it will be able to distribute any of its assets to the Company. See “Risk Factors – Risks Relating to
the Notes and the Subsidiary Guarantees – We are a holding company and payments with respect to the
Notes are structurally subordinated to liabilities, contingent liabilities and obligations of our subsidiaries that
do not guarantee the Notes.”

As of December 31, 2018,

• the Company and its consolidated subsidiaries had approximately US$436.2 million principal
amount of consolidated indebtedness outstanding, all of which was secured;
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• the Company and the Subsidiary Guarantors had approximately US$436.2 million principal
amount of secured indebtedness outstanding;

• the Non-Guarantor Restricted Subsidiaries did not have any indebtedness outstanding; and

• the Company and its consolidated subsidiaries had US$7.1 million of capital commitments, none
of which was at the Non-Guarantor Restricted Subsidiaries.

In addition, the Non-Guarantor Restricted Subsidiaries accounted for 14.3% and (0.3)% of the
Company’s consolidated net revenue and the Company’s consolidated EBITDA, respectively, for the year
ended December 31, 2018, and 0.3% of the Company’s consolidated total assets as of December 31, 2018.

The Subsidiary Guarantee of each Subsidiary Guarantor:

• is a general obligation of such Subsidiary Guarantor;

• is effectively subordinated to secured obligations of such Subsidiary Guarantor, to the extent of
the value of the assets serving as security therefor;

• is senior in right of payment to all future obligations of such Subsidiary Guarantor expressly
subordinated in right of payment to such Subsidiary Guarantee;

• ranks at least pari passu with all other unsecured, unsubordinated Indebtedness of such
Subsidiary Guarantor (subject to any priority rights of such unsecured, unsubordinated
Indebtedness pursuant to applicable law); and

• is effectively subordinated to all existing and future obligations of any Subsidiaries of the
Company other than the Co-Issuer and the Subsidiary Guarantors.

The Company will cause each of its future Wholly Owned Restricted Subsidiaries which, directly or
indirectly, own any mining deposits or reserves or any mining license, as soon as practicable but in any
event within five days after becoming a Restricted Subsidiary, to execute and deliver to the Trustee a
supplemental indenture to the Indenture pursuant to which such Restricted Subsidiary will guarantee the
payment of the Notes. Notwithstanding the foregoing, the Company will not be obligated to cause any
Restricted Subsidiary to guarantee the Notes to the extent such guarantee could reasonably be expected to
give rise to or result in any conflict with or violation of applicable law (or risk of personal or criminal
liability for the officers, directors, managers or shareholders of such Restricted Subsidiary). Each Subsidiary
of the Company that guarantees the Notes after the Original Issue Date is referred to as a “Future Subsidiary
Guarantor” and, upon execution of the applicable supplemental indenture to the Indenture, will be a
“Subsidiary Guarantor.”

Under the Indenture, and any supplemental indenture to the Indenture, as applicable, each of the
Subsidiary Guarantors will jointly and severally guarantee the due and punctual payment of the principal of,
premium, if any, and interest on, and all other amounts payable under, the Notes and the Indenture, subject
to the limitations set forth herein. The Subsidiary Guarantors will (1) agree that their obligations under the
Subsidiary Guarantees will be enforceable irrespective of any invalidity, irregularity or unenforceability of
the Notes or the Indenture and (2) waive their right to require the Trustee to pursue or exhaust its legal or
equitable remedies against the Issuers prior to exercising its rights under the Subsidiary Guarantees.
Moreover, if at any time any amount paid under a Note or the Indenture is rescinded or must otherwise be
restored, the rights of the Holders under the Subsidiary Guarantees will be reinstated with respect to such
payments as though such payments had not been made. All payments under the Subsidiary Guarantees are
required to be made in U.S. dollars.
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Under the Indenture and any supplemental indenture to the Indenture, as applicable, each Subsidiary
Guarantee will be limited to an amount not to exceed the maximum amount that can be guaranteed by the
applicable Subsidiary Guarantor without rendering the Subsidiary Guarantee, as it relates to such Subsidiary
Guarantor, voidable under applicable law relating to fraudulent conveyance, fraudulent transfer, financial
assistance, corporate benefit, capital maintenance or similar laws affecting the rights of creditors generally.
In respect of any Subsidiary Guarantor incorporated under the laws of Luxembourg (each, a “Luxembourg
Subsidiary Guarantor”), the maximum liability of such Luxembourg Subsidiary Guarantor will be limited so
that the maximum amount payable by it under the Notes or the Indenture, shall at no time exceed the
Maximum Amount notwithstanding any provision of the Notes or the Indenture. Any Subsidiary Guarantee of
any Subsidiary Guarantor may include specific provisions limiting such guarantee to the extent such
guarantee could reasonably be expected to give rise to or result in any conflict with or violation of
applicable law (or risk of personal or criminal liability for the officers, directors, managers or shareholders
of such Restricted Subsidiary). By virtue of these limitations, a Subsidiary Guarantor’s obligations under its
Subsidiary Guarantee could be significantly less than amounts payable with respect to the Notes, or a
Subsidiary Guarantor may effectively have no obligation under its Subsidiary Guarantee. If a Subsidiary
Guarantee were to be rendered voidable, it could be subordinated by a court to all other indebtedness
(including guarantees and other contingent liabilities) of the applicable Subsidiary Guarantor and, depending
on the amount of such indebtedness, a Subsidiary Guarantor’s liability on its Subsidiary Guarantee could be
reduced to zero.

The obligations of each Subsidiary Guarantor under its respective Subsidiary Guarantee may be
limited, or possibly invalid, under applicable laws. See “Risk Factors – Risks Relating to the Notes and the
Subsidiary Guarantees – The Subsidiary Guarantees may be challenged under applicable bankruptcy or
fraudulent transfer, insolvency or similar laws which could impair the enforceability of the Subsidiary
Guarantees.”

Release of the Subsidiary Guarantees

A Subsidiary Guarantee given by a Subsidiary Guarantor may be released in certain circumstances,
including:

• upon repayment in full of the Notes;

• upon a defeasance or satisfaction and discharge as described under “– Defeasance – Defeasance
and Discharge”; or “– Satisfaction and Discharge”;

• upon the designation by the Company of a Subsidiary Guarantor as an Unrestricted Subsidiary in
compliance with the terms of the Indenture;

• upon the sale of Capital Stock of a Subsidiary Guarantor in compliance with the terms of the
Indenture (including the covenants described under the captions “– Certain Covenants –
Limitation on Sales and Issuances of Capital Stock in Restricted Subsidiaries,” “– Certain
Covenants – Limitation on Asset Sales,” and “– Consolidation, Mergers and Sale of Assets”)
resulting in such Subsidiary Guarantor no longer being a Wholly Owned Restricted Subsidiary,
so long as (1) the proceeds from such sale are used for the purposes permitted or required by the
Indenture; (2) if such Subsidiary Guarantor is no longer a Restricted Subsidiary upon such sale,
such Subsidiary Guarantor is simultaneously released from its obligations in respect of any of
the Company’s other Indebtedness or any Indebtedness of any other Restricted Subsidiary and
neither the Company or any Restricted Subsidiary guarantees or provides credit support for any
Indebtedness of such Subsidiary Guarantor upon such sale, unless the Company or such
Restricted Subsidiary could have incurred the Indebtedness represented by such guarantee or
credit support under the Indenture on the date of such release after giving pro forma effect to
such sale and release and (3) if such Subsidiary Guarantor remains a Restricted Subsidiary upon
such sale, any outstanding Indebtedness of such Subsidiary Guarantor for money borrowed which
is owed to any Person other than the Company or any Restricted Subsidiary is repaid in full
prior to the release of the Subsidiary Guarantee of such Subsidiary Guarantor, unless such
Subsidiary Guarantor could have incurred such Indebtedness under the Indenture as a Restricted
Subsidiary that is not a Subsidiary Guarantor on the date of such release after giving pro forma
effect to such sale and release;
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• upon the merger or consolidation of any Subsidiary Guarantor with and into the Company, the
Co-Issuer or a Wholly Owned Subsidiary Guarantor (or a Wholly Owned Restricted Subsidiary
that becomes a Subsidiary Guarantor concurrently with the transaction) that is the surviving
Person in such merger or consolidation, or upon the liquidation of such Subsidiary Guarantor
following the transfer of all or substantially all of its assets to the Company, the Co-Issuer or a
Wholly Owned Subsidiary Guarantor (or a Wholly Owned Restricted Subsidiary that becomes a
Subsidiary Guarantor concurrently with the transaction); or

• as described under “– Amendments and Waivers.”

No release of a Subsidiary Guarantor from its Subsidiary Guarantee shall be effective against the
Trustee or the Holders until the Company has delivered to the Trustee an Officers’ Certificate stating that all
requirements relating to such release have been complied with and that such release is not prohibited by the
terms of the Indenture.

Under the circumstances described below under the caption “– Certain Covenants – Designation of
Restricted and Unrestricted Subsidiaries”, the Company will be permitted to designate certain of its
Subsidiaries (other than the Co-Issuer) as “Unrestricted Subsidiaries”. The Company’s Unrestricted
Subsidiaries will generally not be subject to the restrictive covenants in the Indenture and will not guarantee
the Notes.

Further Issues

Subject to the covenants described below, the Issuers may, from time to time, without notice to or
the consent of the Holders, create and issue Additional Notes having the same terms and conditions as the
Notes (including the benefit of the Subsidiary Guarantees) in all respects (or in all respects except for the
issue date, issue price and the date and/or amount of the first payment of interest on them and, to the extent
necessary, certain temporary securities law transfer restrictions) (a “Further Issue”) so that such Additional
Notes may be consolidated and form a single class with the previously outstanding Notes and vote together
as one class on all matters with respect to the Notes; provided that the issuance of any such Additional Notes
shall then be permitted under the “– Certain Covenants – Limitation on Indebtedness” covenant described
below and the other provisions of the Indenture; and provided further that Additional Notes will not be
issued under the same CUSIP, ISIN or Common Code as the Notes unless such Additional Notes are fungible
with the Notes for United States federal income tax purposes. In connection with any such issuance of
Additional Notes, the Issuers shall deliver an Officers’ Certificate to the Trustee directing the Trustee to
authenticate and deliver Additional Notes in an aggregate principal amount specified therein and the Trustee,
in accordance with such Officers’ Certificate, shall authenticate and deliver such Additional Notes.

In addition, the issuance of any Additional Notes by the Issuers will be subject to the following
conditions:

(1) the Additional Notes shall be secured and guaranteed under the Indenture and the Subsidiary
Guarantees to the same extent and on the same basis as the Notes outstanding on the date the
Additional Notes are issued; and

(2) the Issuers shall have delivered to the Trustee an Officers’ Certificate, in form and substance
satisfactory to the Trustee, confirming that the issuance of the Additional Notes complies with
the Indenture and is permitted by the Indenture.
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Optional Redemption

At any time and from time to time on or after April 15, 2022, the Issuers may at their option redeem
the Notes, in whole or in part, at a redemption price equal to the percentage of principal amount set forth
below, plus accrued and unpaid interest, if any, on the Notes redeemed, to (but not including) the applicable
redemption date, if redeemed during the 12-month period commencing on April 15 of any year set forth
below:

Period
Redemption

Price

2022.............................................................................................................................. 104.625%
2023.............................................................................................................................. 102.313%

At any time and from time to time prior to April 15, 2022, the Issuers may at their option redeem
the Notes, in whole or in part, at a redemption price equal to 100% of the principal amount of the Notes
plus the Applicable Premium as of, and accrued and unpaid interest on the Notes redeemed, if any, to (but
not including), the redemption date. Neither the Trustee nor any of the Agents shall be responsible for
calculating or verifying the Applicable Premium.

In addition, at any time and from time to time prior to April 15, 2022, the Issuers may at their
option redeem up to 35% of the aggregate principal amount of the Notes with the Net Cash Proceeds of one
or more sales of Common Stock of the Company in an Equity Offering at a redemption price of 109.25% of
the principal amount of the Notes, plus accrued and unpaid interest on the Notes redeemed, if any, to (but
not including) the redemption date; provided that at least 65% of the aggregate principal amount of the
Notes issued on the Original Issue Date remains outstanding after each such redemption and any such
redemption takes place within 60 days after the closing of the related Equity Offering.

In connection with any Change of Control Offer (as defined below) or any other tender offer to
purchase all of the Notes for cash at a purchase price not less than par (“Cash Tender Offer”), if Holders of
not less than 90.0% of the aggregate principal amount of the then outstanding Notes validly tender and do
not validly withdraw such Notes in such Change of Control Offer or Cash Tender Offer and the Issuers
purchase, or any third party making such Change of Control Offer or Cash Tender Offer in lieu of the
Issuers purchases, all of the Notes validly tendered and not validly withdrawn by such Holders, the Issuers
or such third party will have the right upon notice, given not more than 60 days following such purchase
date, to redeem all Notes that remain outstanding following such purchase at a price equal to the price paid
to each other Holder in such Change of Control Offer or Cash Tender Offer, plus, to the extent not included
in the Change of Control Offer or Cash Tender Offer payment, accrued and unpaid interest, if any, thereon,
to (but not including), the redemption date.

The Issuers will give not less than 30 days’ nor more than 60 days’ notice of any redemption to the
Holders and the Trustee. If fewer than all of the Notes are to be redeemed at any time, Notes for redemption
will be selected as follows:

• if the Notes are listed on any securities exchange, in compliance with the requirements of the
principal securities exchange on which the Notes are then listed or if the Notes are held through
the clearing systems, in compliance with the requirements of the applicable clearing systems; or

• if the Notes are not listed on any securities exchange or held through clearing systems, on a pro
rata basis, by lot or by such other method as the Trustee in its sole discretion shall determine
unless otherwise required by applicable law.

However, no Note of US$200,000 in principal amount or less shall be redeemed in part. If any Note
is to be redeemed in part only, the notice of redemption relating to such Note will state the portion of the
principal amount to be redeemed. In the case of Certificated Notes, a new Note in principal amount equal to
the unredeemed portion will be issued upon cancellation of the original Note. On and after the redemption
date, interest will cease to accrue on Notes or portions of them called for redemption.

Repurchase of Notes upon a Change of Control Triggering Event

Not later than 30 days following a Change of Control Triggering Event, the Issuers will make an
Offer to Purchase all outstanding Notes (a “Change of Control Offer”) at a purchase price equal to 101% of
the principal amount thereof plus accrued and unpaid interest, if any, to (but not including) the Offer to
Purchase Payment Date.
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The Issuers have agreed in the Indenture that they will timely repay all Indebtedness or obtain
consents as necessary under, or terminate, agreements or instruments that would otherwise prohibit a Change
of Control Offer required to be made pursuant to the Indenture. Notwithstanding this agreement of the
Issuers, it is important to note that if the Issuers are unable to repay (or cause to be repaid) all of the
Indebtedness, if any, that would prohibit repurchase of the Notes or are unable to obtain the requisite
consents of the holders of such Indebtedness, or terminate any agreements or instruments that would
otherwise prohibit a Change of Control Offer, they would continue to be prohibited from purchasing the
Notes. In that case, the failure by the Issuers to purchase tendered Notes would constitute an Event of
Default under the Indenture.

Certain of the events constituting a Change of Control under the Notes will also constitute an event
of default under certain other debt instruments of the Issuers or their Subsidiaries. Future debt of the Issuers
may also (i) prohibit the Issuers from purchasing Notes in the event of a Change of Control, (ii) provide that
a Change of Control is a default or (iii) require repurchase of such debt upon a Change of Control.
Moreover, the exercise by the Holders of their right to require the Issuers to purchase the Notes could cause
a default under other Indebtedness, even if the Change of Control itself does not, due to the financial effect
of the purchase on the Issuers. The ability of the Issuers to pay cash to the Holders following the occurrence
of a Change of Control Triggering Event may be limited by the Issuers’ then existing financial resources.
There can be no assurance that sufficient funds will be available when necessary to make the required
purchase of the Notes. See “Risk Factors – Risks Relating to the Notes and the Subsidiary Guarantees – We
may not be able to repurchase the Notes upon a Change of Control Triggering Event.”

The definition of Change of Control includes a phrase “all or substantially all” as used with respect
to the assets of the Company. No precise definition of the phrase has been established under applicable law,
and the phrase will likely be interpreted under applicable law of the relevant jurisdictions based on particular
facts and circumstances. Accordingly, there may be a degree of uncertainty as to the ability of a Holder to
require the Issuers to repurchase such Holder’s Notes as a result of a sale of less than all the assets of the
Company to another person or group.

Notwithstanding the above, the Issuers will not be required to make a Change of Control Offer
following a Change of Control Triggering Event if a third party makes the Change of Control Offer in the
same manner, at the same times and otherwise in compliance with the requirements set forth in the Indenture
applicable to a Change of Control Offer made by the Issuers and purchases all Notes validly tendered and
not withdrawn under such Change of Control Offer.

Except as described above with respect to a Change of Control Triggering Event, the Indenture does
not contain provisions that permit the Holders to require that the Issuers purchase or redeem the Notes in the
event of a takeover, recapitalization or similar transaction.

The Trustee shall not be required to take any steps to ascertain whether a Change of Control
Triggering Event or any event which could lead to a Change of Control Triggering Event has occurred and
shall not be liable to any person for any failure to do so.

No Mandatory Redemption or Sinking Fund

There will be no mandatory redemption or sinking fund payments for the Notes.

Additional Amounts

All payments of principal of, and premium (if any) and interest on, the Notes or under the
Subsidiary Guarantees by or on behalf of either Issuer, a Surviving Person (as defined under the caption “–
Consolidation, Merger and Sale of Assets”) or a Subsidiary Guarantor will be made without withholding or
deduction for, or on account of, any present or future taxes, duties, assessments or governmental charges of
whatever nature imposed or levied by or within any jurisdiction in which either Issuer, a Surviving Person or
an applicable Subsidiary Guarantor is organized or resident for tax purposes or any jurisdiction from or
through which such payments are made (or any political subdivision or taxing authority thereof or therein)
(each, as applicable, a “Relevant Jurisdiction”), unless such withholding or deduction is required by law or
by regulation or governmental policy having the force of law. In the event that any such withholding or
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deduction is so required, the Issuers, a Surviving Person or the applicable Subsidiary Guarantor, as the case
may be, will pay such additional amounts (“Additional Amounts”) as will result in receipt by the Holder of
each Note of such amounts payable under the Notes or the Subsidiary Guarantees as would have been
received by such Holder had no such withholding or deduction been required, except that no Additional
Amounts shall be payable:

(a) for or on account of:

(i) any tax, duty, assessment or other governmental charge that would not have been imposed
but for:

(A) the existence of any present or former connection between the Holder or beneficial
owner of such Note and the Relevant Jurisdiction other than merely holding such Note
or the receipt of payments thereunder or under a Subsidiary Guarantee, as the case may
be, including, without limitation, such Holder or beneficial owner being or having been
a national, domiciliary or resident of such Relevant Jurisdiction or treated as a resident
thereof or being or having been physically present or engaged in a trade or business
therein or having or having had a permanent establishment therein;

(B) the presentation of such Note (in cases in which presentation is required) more than 30
days after the later of the date on which the payment of the principal of, premium, if
any, and interest on, such Note became due and payable pursuant to the terms thereof or
was made or duly provided for, except to the extent that the Holder thereof would have
been entitled to such Additional Amounts if it had presented such Note for payment on
any date within such 30 day period;

(C) the failure of the Holder or beneficial owner to comply with a timely request of the
Issuers, a Surviving Person or any Subsidiary Guarantor addressed to the Holder to
provide information concerning such Holder’s or beneficial owner’s nationality,
residence, identity or connection with any Relevant Jurisdiction, if and to the extent that
due and timely compliance with such request would have reduced or eliminated any
withholding or deduction as to which Additional Amounts would have otherwise been
payable to the Holder; or

(D) the presentation of such Note (in cases in which presentation is required) for payment in
the Relevant Jurisdiction, unless such Note could not have been presented for payment
elsewhere;

(ii) any estate, inheritance, gift, sale, transfer, personal property or similar tax, assessment or
other governmental charge;

(iii) any withholding or deduction that is imposed or levied on a payment to an individual and is
required to be made pursuant to sections 1471 through 1474 of the U.S. Internal Revenue
Code of 1986, as amended (“FATCA”), any intergovernmental agreement or the laws of any
Relevant Jurisdictions implementing FATCA, or any agreement between the Issuers, a
Surviving Corporation or a Subsidiary Guarantor and the United States or any authority
thereof entered into for FATCA purposes;

(iv) any tax, duty, assessment or other governmental charge which is payable other than by
deduction or withholding from payments of principal of or interest or any premium on the
Notes or payments under the Subsidiary Guarantees;

(v) any combination of taxes, duties, assessments or other governmental charges referred to in
the preceding clauses (i), (ii), (iii) or (iv); or
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(b) to a Holder that is a fiduciary, partnership or person other than the sole beneficial owner of any
payment, to the extent that such payment would be required to be included for tax purposes in
the income under the laws of a Relevant Jurisdiction of a beneficiary or settlor with respect to
the fiduciary, or a member of that partnership or a beneficial owner who would not have been
entitled to such Additional Amounts had that beneficiary, settlor, member or beneficial owner
been the Holder thereof.

As a result of these provisions, there are circumstances in which taxes, duties, assessment or other
governmental charges could be withheld or deducted but Additional Amounts would not be payable to some
or all Holders of Notes.

At least 30 days prior to the first date on which any payment under or with respect to the Notes is
due and payable (unless the obligation to pay Additional Amounts arises after the 30th day prior to such
date), and either Issuer, a Surviving Person or any Subsidiary Guarantor becomes obligated to pay Additional
Amounts with respect to such payment, the Issuers will deliver to the Trustee an Officers’ Certificate stating
that fact that such Additional Amounts will be payable and the amounts to be paid and will set forth such
other information necessary to enable the Paying Agent to pay such Additional Amounts to the Holders on
such payment date. The Issuers will deliver to the Trustee an Officers’ Certificate 30 days prior to any
subsequent payment date if there has been a change in the matters set forth in the previously furnished
certificate (unless the change occurred after the 30th day prior to such date).

Whenever there is mentioned in any context the payment of principal, premium or interest in respect
of any Note or any Subsidiary Guarantee, such mention shall be deemed to include payment of Additional
Amounts provided for in the Indenture to the extent that, in such context, Additional Amounts are, were or
would be payable in respect thereof.

Redemption for Tax Reasons

The Notes may be redeemed, at the option of the Issuers or a Surviving Person (as defined under the
caption “– Consolidation, Merger and Sale of Assets”), as a whole but not in part, upon giving not less than
30 days’ nor more than 60 days’ notice to the Holders (which notice shall be irrevocable), at a redemption
price equal to 100% of the principal amount thereof, together with accrued and unpaid interest (including
any Additional Amounts), if any, to the date fixed by the Issuers or the Surviving Person, as the case may
be, for redemption (the “Tax Redemption Date”) if, as a result of:

(1) any change in, or amendment to, the laws (or any regulations or rulings promulgated thereunder)
of the jurisdiction in which either Issuer or a Surviving Person is organized or resident for tax
purposes (or any political subdivision or taxing authority thereof or therein) (a “Relevant Taxing
Jurisdiction”) affecting taxation; or

(2) any change in the existing official position, or the stating of an official position, regarding the
application or interpretation of such laws, regulations or rulings (including a holding, judgment
or order by a court of competent jurisdiction),

which change or amendment becomes effective on or after (i) the Original Issue Date (other than in the
circumstances described in (ii) immediately below) or (ii) with respect to a Surviving Person organized or
resident for tax purposes in a jurisdiction that was not a Relevant Taxing Jurisdiction prior to the date on which
the Surviving Person becomes a Surviving Person, the date such Surviving Person becomes a Surviving Person
with respect to any payment due or to become due under the Notes or the Indenture, either Issuer or such
Surviving Person is, or on the next Interest Payment Date would be, required to pay Additional Amounts, and
such requirement cannot be avoided by the taking of reasonable measures by the Issuers or such Surviving
Person; provided that no such notice of redemption shall be given earlier than 90 days prior to the earliest date
on which the Issuers or such Surviving Person would be obligated to pay such Additional Amounts if a payment
in respect of the Notes were then due.

175



Prior to the mailing of any notice of redemption of the Notes pursuant to the foregoing, the Issuers or a Surviving
Person, as the case may be, will deliver to the Trustee at least 30 days but not more than 60 days before the Tax
Redemption Date:

(1) an Officers’ Certificate stating that such change or amendment referred to in the prior paragraph
has occurred, describing the facts related thereto and stating that such requirement cannot be
avoided by the Issuers or such Surviving Person, as the case may be, by taking reasonable
measures available to it; and

(2) an Opinion of Counsel or an opinion of a tax consultant, in either case, of recognized standing
with respect to tax matters of the Relevant Taxing Jurisdiction, stating that the requirement to
pay such Additional Amounts results from such change or amendment referred to in the prior
paragraph.

The Trustee shall accept and conclusively rely on such certificate and opinion as sufficient evidence
of the satisfaction of the conditions precedent described above, in which event it shall be conclusive and
binding on the Holders. The Trustee will not be responsible for any loss occasioned by acting in reliance on
such certificate and opinion. The Trustee is not obligated to investigate or verify any information in such
certificate and opinion.

Any Notes that are redeemed will be cancelled.

Open Market Purchases and Cancellation of Notes

The Issuers may purchase Notes in the open market or by tender or by any other means at any price,
so long as such acquisition does not otherwise violate the terms of the Indenture; provided that all Notes
redeemed or repurchased by the Issuers or any of its affiliates may not be reissued or resold.

Certain Covenants

Set forth below are summaries of certain covenants contained in the Indenture.

Limitation on Indebtedness

(a) The Company will not, and will not permit any Restricted Subsidiary to, Incur any Indebtedness
(including Acquired Indebtedness); provided that the Company, the Co-Issuer and any Subsidiary
Guarantor or any Finance Subsidiary may Incur Indebtedness (including Acquired Indebtedness)
and any Non-Guarantor Restricted Subsidiary may Incur Permitted Subsidiary Indebtedness
(including Acquired Indebtedness) if, after giving effect to the Incurrence of such Indebtedness
or Permitted Subsidiary Indebtedness, as applicable, and the receipt and application of the
proceeds therefrom, the Leverage Ratio would be positive but less than 3.5 to 1.0.
Notwithstanding the foregoing, the Company will not permit any Restricted Subsidiary to Incur
any Disqualified Stock (other than Disqualified Stock held by the Company, the Co-Issuer, a
Subsidiary Guarantor or a Finance Subsidiary, so long as it is so held).

(b) Notwithstanding the foregoing, the Company and, to the extent provided below, any Restricted
Subsidiary, may Incur each and all of the following (“Permitted Indebtedness”):

(1) Indebtedness under the Notes (excluding any Additional Notes of the Issuers) and each
Subsidiary Guarantee;

(2) Indebtedness of the Company or any Restricted Subsidiary outstanding on the Original Issue
Date excluding Indebtedness permitted under clause (b)(3) of this covenant;
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(3) Indebtedness of the Company or any Restricted Subsidiary owed to the Company or any
Restricted Subsidiary; provided that (x) any event which results in any such Restricted
Subsidiary ceasing to be a Restricted Subsidiary or any subsequent transfer of such
Indebtedness (other than to the Company or any Restricted Subsidiary) shall be deemed, in
each case, to constitute an Incurrence of such Indebtedness not permitted by this clause
(b)(3), and (y) if the Company, the Co-Issuer or any Subsidiary Guarantor is the obligor on
such Indebtedness (and such Indebtedness is not owed to the Company, the Co-Issuer, a
Subsidiary Guarantor or a Finance Subsidiary), such Indebtedness must be unsecured and
expressly be subordinated in right of payment to the Notes, in the case of the Company or
the Co-Issuer, or the Subsidiary Guarantee of such Subsidiary Guarantor, in the case of a
Subsidiary Guarantor;

(4) Indebtedness (“Permitted Refinancing Indebtedness”) issued in exchange for, or the net
proceeds of which are used, to refinance, refund, replace, exchange, renew, repay, defease,
discharge or extend (collectively, “refinance” and “refinances” and “refinanced” shall have a
correlative meaning), then outstanding Indebtedness (or Indebtedness repaid substantially
concurrently with but in any case before the Incurrence of such Permitted Refinancing
Indebtedness) Incurred under clause (a) or clause (b)(1), (b)(2), (b)(4), (b)(6), (b)(12),
(b)(14), (b)(15) and (b)(16) of this covenant and any refinancings thereof in an amount not
to exceed the amount so refinanced (plus premiums, accrued interest, fees and expenses);
provided that (A) Indebtedness the proceeds of which are used to refinance the Notes or
Indebtedness that is pari passu with, or subordinated in right of payment to, the Notes or a
Subsidiary Guarantee shall only be permitted under this clause (b)(4) if (x) in case the Notes
are refinanced in part or the Indebtedness to be refinanced is pari passu with the Notes or a
Subsidiary Guarantee, such new Indebtedness, by its terms or by the terms of any agreement
or instrument pursuant to which such new Indebtedness is issued or remains outstanding, is
expressly made pari passu with, or subordinate in right of payment to, the remaining Notes
or such Subsidiary Guarantee or (y) in case the Indebtedness to be refinanced is
subordinated in right of payment to the Notes or a Subsidiary Guarantee, such new
Indebtedness, by its terms or by the terms of any agreement or instrument pursuant to which
such new Indebtedness is issued or remains outstanding, is expressly made subordinate in
right of payment to the Notes or such Subsidiary Guarantee at least to the extent that the
Indebtedness to be refinanced is subordinated to the Notes or such Subsidiary Guarantee, (B)
such new Indebtedness, determined as of the date of Incurrence of such new Indebtedness,
does not mature prior to the earlier of the final maturity date of the Notes and the Stated
Maturity of the Indebtedness to be refinanced, and the Average Life of such new
Indebtedness is at least equal to the remaining Average Life of the Indebtedness to be
refinanced or more than 180 days after the final maturity date of the Notes (provided that
with respect to the refinancing of any Existing Perpetual Securities, such new Indebtedness,
determined as of the date of Incurrence of such new Indebtedness, does not mature prior to
the final maturity date of the Notes and the Average Life of such new Indebtedness is more
than 180 days after the final maturity date of the Notes) and (C) in no event may
Indebtedness of the Company, the Co-Issuer or any Subsidiary Guarantor be refinanced
pursuant to this clause (b)(4) by means of any Indebtedness of any Restricted Subsidiary that
is not a Subsidiary Guarantor;

(5) Indebtedness Incurred by the Company or any Restricted Subsidiary pursuant to Hedging
Obligations designed solely to protect the Company or any Restricted Subsidiary from
fluctuations in interest rates, currencies or the price of commodities and not for speculation;

(6) Indebtedness Incurred by the Company or any Restricted Subsidiary (A) representing
Capitalized Lease Obligations or (B) for the purpose of financing (i) all or any part of the
purchase price of real or personal property, assets or equipment to be used in the ordinary
course of business by the Company or a Restricted Subsidiary in the Permitted Business,
including any such purchase through the acquisition of Capital Stock of any Person that
owns such real or personal property, assets or equipment which will, upon such acquisition,
become a Restricted Subsidiary or (ii) all or any part of the purchase price or the cost of
development, construction or improvement of real or personal property, assets or equipment
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to be used in the ordinary course of business by the Company or a Restricted Subsidiary in
the Permitted Business; provided, however, that in each case (A) the aggregate principal
amount of such Indebtedness shall not exceed such purchase price or cost, (B) such
Indebtedness shall be Incurred no later than 180 days after the acquisition of such property,
asset or equipment or completion of such development, construction or improvement, and
(C) on the date of the Incurrence of such Indebtedness and after giving effect thereto, the
aggregate principal amount outstanding of all such Indebtedness (including Capitalized Lease
Obligations) permitted by this clause (b)(6) (together with refinancings thereof, but
excluding any guarantee Incurred under such clause to the extent the amount of such
guarantee is otherwise reflected in such aggregate principal amount) plus (ii) the aggregate
principal amount outstanding of all Indebtedness Incurred under clauses (b)(14) and (b)(15)
hereof (together with refinancings thereof, but excluding any guarantee Incurred under such
clause to the extent the amount of such guarantee is otherwise reflected in such aggregate
principal amount) does not exceed an amount equal to the greater of (x) US$100 million (or
the Dollar Equivalent thereof) and (y) 5% of Total Assets;

(7) Indebtedness Incurred by the Company or any Restricted Subsidiary with respect to workers’
compensation claims or claims arising under similar legislation, or in connection with self-
insurance obligations or similar requirements, or bid, performance or surety bonds (in each
case other than for an obligation for borrowed money);

(8) Indebtedness Incurred by the Company or any Restricted Subsidiary constituting
reimbursement obligations with respect to letters of credit or trade guarantees, performance
and surety bonds and similar instruments issued in the ordinary course of business to the
extent that such letters of credit or trade guarantees, performance and surety bonds and
similar instruments are not drawn upon or, if drawn upon, to the extent such drawing is
reimbursed no later than the 30 days following receipt by the Company or such Restricted
Subsidiary, as applicable, of a demand for reimbursement;

(9) Indebtedness of the Company or any Restricted Subsidiary arising from agreements
providing for indemnification, adjustment of purchase price, earn-out or other similar
obligations, or from guarantees or letters of credit, surety bonds or performance bonds
securing any obligation of the Company or any Restricted Subsidiary pursuant to such
agreements, in any case, Incurred in connection with the disposition of any business, assets
or Restricted Subsidiary (other than guarantees of Indebtedness Incurred by any Person
acquiring all or any portion of such business, assets or Restricted Subsidiary for the purpose
of financing such acquisition); provided that the maximum aggregate liability in respect of
all such Indebtedness shall at no time exceed the gross proceeds actually received by the
Company or any Restricted Subsidiary from the disposition of such business, assets or
Restricted Subsidiary;

(10) Indebtedness of the Company or any Restricted Subsidiary arising from the honoring by a
bank or other financial institution of a check, draft or similar instrument drawn against
insufficient funds in the ordinary course of business; provided, however, that such
Indebtedness is extinguished within five Business Days of Incurrence;

(11) guarantees by the Company or any Restricted Subsidiary of Indebtedness of the Company or
any Restricted Subsidiary that was permitted to be Incurred by another provision of this
covenant; provided that if the Indebtedness being guaranteed is subordinated to or pari passu
with the Notes or a Subsidiary Guarantee, then the guarantee shall be subordinated or pari
passu, as applicable, to the same extent as the Indebtedness guaranteed;

(12) Indebtedness of the Company or any Restricted Subsidiary in an aggregate principal amount
outstanding at any time (together with refinancings thereof) not to exceed US$20.0 million
(or the Dollar Equivalent thereof);

(13) (i) Indebtedness of a Finance Subsidiary that is guaranteed by the Company to the extent the
Company is permitted to Incur such Indebtedness under this covenant and (ii) any guarantee
by a Subsidiary Guarantor of any Indebtedness of a Finance Subsidiary so guaranteed by the
Company;
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(14) Acquired Indebtedness of any Restricted Subsidiary Incurred and outstanding on the date on
which such Restricted Subsidiary became a Restricted Subsidiary; provided, however, that on
the date of the Incurrence of such Indebtedness and after giving effect thereto, the aggregate
principal amount outstanding of all such Indebtedness permitted by this clause (b)(14)
(together with refinancings thereof, but excluding any guarantee Incurred under such clause
to the extent the amount of such guarantee is otherwise reflected in such aggregate principal
amount) plus (ii) the aggregate principal amount outstanding of all Indebtedness Incurred
under clauses (b)(6) and (b)(15) hereof (together with refinancings thereof, but excluding
any guarantee Incurred under such clause to the extent the amount of such guarantee is
otherwise reflected in such aggregate principal amount) does not exceed an amount equal to
the greater of (x) US$100 million (or the Dollar Equivalent thereof) and (y) 5% of Total
Assets;

(15) Indebtedness Incurred by the Company or any Restricted Subsidiary constituting a Guarantee
of any Indebtedness of any Person; provided, however, that on the date of the Incurrence of
such Indebtedness and after giving effect thereto, the aggregate principal amount outstanding
of all such Indebtedness permitted by this clause (b)(15) (together with refinancings thereof,
but excluding any guarantee Incurred under such clause to the extent the amount of such
guarantee is otherwise reflected in such aggregate principal amount) plus (ii) the aggregate
principal amount outstanding of all Indebtedness Incurred under clauses (b)(6) and (b)(14)
hereof (together with refinancings thereof, but excluding any guarantee Incurred under such
clause to the extent the amount of such guarantee is otherwise reflected in such aggregate
principal amount) does not exceed an amount equal to the greater of (x) US$100 million (or
the Dollar Equivalent thereof) and (y) 5% of Total Assets;

(16) Indebtedness of the Company or any Restricted Subsidiary with a maturity of 18 months or
less used by the Company or any Restricted Subsidiary for working capital; provided that
the aggregate principal amount outstanding of all such Indebtedness permitted by this clause
(b)(16) (together with refinancings thereto) does not exceed US$50.0 million (or the Dollar
Equivalent thereof); and

(17) Indebtedness constituting a Subordinated Shareholder Loan.

(c) For purposes of determining compliance with this “Limitation on Indebtedness” covenant, in the
event that an item of Indebtedness meets the criteria of more than one of the types of
Indebtedness described above, including under the proviso in the first sentence of clause (a) of
this covenant, the Company, in its sole discretion, shall classify (and divide) and from time to
time may reclassify (and divide), such item of Indebtedness.

(d) For purposes of determining compliance with any U.S. dollar denominated restriction on the
Incurrence of Indebtedness under this “Limitation on Indebtedness” covenant, the Dollar
Equivalent principal amount of Indebtedness denominated in a foreign currency shall be
calculated based on the relevant currency exchange rate in effect on the date such Indebtedness
was Incurred, in the case of term Indebtedness, or first committed, in the case of revolving
credit Indebtedness; provided that if such Indebtedness is Incurred to refinance other
Indebtedness denominated in a foreign currency, and such refinancing would cause the applicable
U.S. dollar-denominated restriction to be exceeded if calculated at the relevant currency
exchange rate in effect on the date of such refinancing, such U.S. dollar-denominated restriction
shall be deemed not to have been exceeded so long as the principal amount of such refinancing
Indebtedness does not exceed the principal amount of such Indebtedness being refinanced.
Notwithstanding any other provision of this covenant, the maximum amount of Indebtedness that
may be Incurred pursuant to this covenant shall not be deemed to be exceeded solely as a result
of fluctuations in the exchange rates of currencies. The principal amount of any Indebtedness
Incurred to refinance other Indebtedness, if Incurred in a different currency from the
Indebtedness being refinanced, shall be calculated based on the currency exchange rate
applicable to the currencies in which such refinancing Indebtedness is denominated that is in
effect on the date of such refinancing.
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Limitation on Restricted Payments

The Company will not, and will not permit any Restricted Subsidiary to, directly or indirectly (the
payments or any other actions described in clauses (a) through (d) below being collectively referred to as
“Restricted Payments”):

(a) declare or pay any dividend or make any distribution on or with respect to the Company’s or
any Restricted Subsidiary’s Capital Stock (other than dividends or distributions payable solely in
shares of the Company’s or any Restricted Subsidiary’s Capital Stock (other than Disqualified
Stock or Preferred Stock) or in options, warrants or other rights to acquire shares of such
Capital Stock) held by Persons other than the Company or any Restricted Subsidiary;

(b) purchase, call for redemption or redeem, retire or otherwise acquire for value any shares of
Capital Stock (including options, warrants or other rights to acquire such shares of Capital
Stock) of the Company, any Restricted Subsidiary or any direct or indirect parent of the
Company held by any Persons other than the Company or any Restricted Subsidiary;

(c) make any voluntary or optional principal payment, or voluntary or optional redemption,
repurchase, defeasance, or other acquisition or retirement for value, of Subordinated
Indebtedness (excluding any intercompany Indebtedness between or among the Company and any
Restricted Subsidiary); or

(d) make any Investment, other than a Permitted Investment;

if, at the time of, and after giving effect to, the proposed Restricted Payment:

(A) a Default has occurred and is continuing or would occur as a result of such Restricted Payment;

(B) the Company could not Incur at least US$1.00 of Indebtedness under the proviso in the first
sentence of clause (a) of the covenant described under the caption “– Limitation on
Indebtedness”; or

(C) such Restricted Payment, together with the aggregate amount of all Restricted Payments made by
the Company and its Restricted Subsidiaries after the Measurement Date, shall exceed the sum
(without duplication) of:

(i) 50% of the aggregate amount of the Consolidated Net Income of the Company (or, if the
Consolidated Net Income is a loss, minus 100% of the amount of such loss) accrued on a
cumulative basis during the period (taken as one accounting period) beginning on the
Measurement Date and ending on the last day of the Company’s most recently ended semi-
annual fiscal period for which consolidated financial statements of the Company (which the
Company shall use its reasonable best efforts to compile in a timely manner) are available
(which may include internal consolidated financial statements); plus

(ii) 100% of the aggregate Net Cash Proceeds received by the Company after the Measurement
Date as a capital contribution to its common equity or from the issuance and sale of its
Capital Stock (other than Disqualified Stock) to a Person who is not a Subsidiary of the
Company, including any such Net Cash Proceeds received upon (x) the conversion of any
Indebtedness (other than Subordinated Indebtedness) of the Company into Capital Stock
(other than Disqualified Stock) of the Company, or (y) the exercise by a Person who is not a
Subsidiary of the Company of any options, warrants or other rights to acquire Capital Stock
of the Company (other than Disqualified Stock), in each case after deducting the amount of
any such Net Cash Proceeds used to redeem, repurchase, defease or otherwise acquire or
retire for value any Subordinated Indebtedness or Capital Stock of the Company; plus
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(iii) an amount equal to the net reduction in Investments (other than reductions in Permitted
Investments) that were made after the Measurement Date in any Person resulting from (w)
payments of interest on Indebtedness, dividends or repayments of loans or advances by such
Person, in each case, to the Company or any Restricted Subsidiary (except, in each case, to
the extent any such payment or proceeds are included in the calculation of Consolidated Net
Income), (x) the unconditional release of a guarantee provided by the Company or any
Restricted Subsidiary after the Measurement Date of an obligation of another Person, (y) the
net cash proceeds from the sale of any such Investment (except to the extent such proceeds
are included in the calculation of Consolidated Net Income) or (z) from redesignations of
Unrestricted Subsidiaries as Restricted Subsidiaries, not to exceed, in each case, the amount
of Investments made by the Company or a Restricted Subsidiary after the Measurement Date
in any such Person; plus

(iv) the amount by which Indebtedness of the Company or any Restricted Subsidiary is reduced
on the Company’s consolidated balance sheet upon the conversion or exchange (other than
by a Subsidiary of the Company) subsequent to the Measurement Date of any Indebtedness
of the Company or any Restricted Subsidiary convertible or exchangeable into Capital Stock
(other than Disqualified Stock) of the Company (less the amount of any cash, or the Fair
Market Value of any other property, distributed by the Company or any Restricted Subsidiary
upon such conversion or exchange).

The foregoing provision shall not be violated by reason of:

(1) the payment of any dividend or redemption of any Capital Stock within 60 days after the related
date of declaration or call for redemption if, at said date of declaration or call for redemption,
such payment or redemption would comply with the preceding paragraph;

(2) the redemption, repurchase, defeasance or other acquisition or retirement for value of
Subordinated Indebtedness of the Company, the Co-Issuer or any Subsidiary Guarantor with the
Net Cash Proceeds of, or in exchange for, a substantially concurrent Incurrence of Permitted
Refinancing Indebtedness;

(3) the redemption, repurchase or other acquisition of Capital Stock of the Company, the Co-Issuer
or any Subsidiary Guarantor (or options, warrants or other rights to acquire such Capital Stock)
in exchange for, or out of the Net Cash Proceeds of a substantially concurrent capital
contribution or sale (other than to a Subsidiary of the Company) of, shares of Capital Stock
(other than Disqualified Stock) of the Company (or options, warrants or other rights to acquire
such Capital Stock); provided that the amount of any such Net Cash Proceeds that are utilized
for any such Restricted Payment will be excluded from clause (C)(ii) of the preceding
paragraph;

(4) the redemption, repurchase, defeasance or other acquisition or retirement for value of
Subordinated Indebtedness of the Company, the Co-Issuer or any Subsidiary Guarantor in
exchange for, or out of the Net Cash Proceeds of, a substantially concurrent capital contribution
or sale (other than to a Subsidiary of the Company) of, shares of Capital Stock (other than
Disqualified Stock) of the Company (or options, warrants or other rights to acquire such Capital
Stock); provided that the amount of any such Net Cash Proceeds that are utilized for any such
Restricted Payment will be excluded from clause (C)(ii) of the preceding paragraph;

(5) (x) the payment of any dividends or distributions declared, paid or made by a Restricted
Subsidiary payable or (y) the redemption, repurchase, defeasance or other acquisition by a
Restricted Subsidiary of any shares of its Capital Stock (including options, warrants or other
rights to acquire such shares of Capital Stock), in each case on a pro rata basis or on a basis
more favorable to the Company, to (or by) all holders of any class of Capital Stock of such
Restricted Subsidiary, a majority of which is held, directly or indirectly through Restricted
Subsidiaries, by the Company;

(6) a Permitted Investment under clause (1) of the definition thereof in the Capital Stock of a
Restricted Subsidiary held by a minority shareholder which Investment increases the proportion
of the Capital Stock of such Restricted Subsidiary held, directly or indirectly, by the Company;
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(7) the repurchase, redemption or other acquisition or retirement for value of any Capital Stock
(including options, warrants or other rights to acquire such shares of Capital Stock) of the
Company or any Restricted Subsidiary held by an employee benefit plan of the Company or any
Restricted Subsidiary, any current or former officer, director, consultant, or employee of the
Company or any Restricted Subsidiary (or permitted transferees, authorized representatives,
estates or heirs of any of the foregoing), provided that the aggregate price paid for all such
repurchased, redeemed, acquired or retired Capital Stock may not exceed US$1.0 million (or the
Dollar Equivalent using the Original Issue Date as the date of determination) in any twelve-
month period;

(8) any purchase, repurchase, redemption, defeasance or other acquisition or retirement for value of
Disqualified Stock of the Company or Preferred Stock of a Restricted Subsidiary made by
exchange for or out of the Net Cash Proceeds of the substantially concurrent sale of Disqualified
Stock of the Company or Preferred Stock of a Restricted Subsidiary, as the case may be, that, in
each case, is permitted to be incurred pursuant to the covenant described under “– Limitation on
Indebtedness” and that in each case constitutes Permitted Refinancing Indebtedness; provided
that the amount of any such Net Cash Proceeds that are utilized for any such Restricted Payment
will be excluded from clause (C) of the preceding paragraph;

(9) repurchases of Capital Stock deemed to occur upon the exercise of stock options if such Capital
Stock represents a portion of the exercise price thereof;

(10) cash payments in lieu of the issuance of fractional shares in connection with the exercise of
warrants, options or other securities convertible into or exchangeable for Capital Stock of the
Company; provided that the amount of payments made pursuant to this clause does not exceed
US$2.0 million (or the Dollar Equivalent thereof) in any calendar year;

(11) any Restricted Payment in an aggregate amount, taken together with all other Restricted
Payments made in reliance on this clause (11), not to exceed US$10.0 million (or the Dollar
Equivalent thereof); or

(12) any repayment, purchase, repurchase, redemption, defeasance or other acquisition or retirement
for value of any Existing Perpetual Securities, provided that, immediately after giving pro forma
effect thereto, the Company could Incur at least US$1.00 of Indebtedness under the proviso in
the first sentence of clause (a) of the covenant described under the caption “– Limitation on
Indebtedness,”

provided that, in the case of clause (2), (3), (4), (8) or (12) above, no Default shall have occurred and be
continuing or would occur as a consequence of the actions or payments set forth therein.

Each Restricted Payment permitted pursuant to clause (1) (but only to the extent that dividends are
paid to Persons other than the Company or a Restricted Subsidiary) of the preceding paragraph shall be
included in calculating whether the conditions of clause (C) of the first paragraph of this “– Limitation on
Restricted Payments” covenant have been met with respect to any subsequent Restricted Payments.

The amount of any Restricted Payments (other than cash) will be the Fair Market Value on the date
of the Restricted Payment of the asset(s) or securities proposed to be transferred or issued by the Company
or the Restricted Subsidiary, as the case may be, pursuant to the Restricted Payment. The value of any assets
or securities that are required to be valued by this covenant will be the Fair Market Value. The Board of
Directors’ determination of the Fair Market Value of a Restricted Payment or any such assets or securities
must be based upon an opinion or appraisal issued by an accounting, appraisal or investment banking firm of
recognized international standing if the Fair Market Value exceeds US$10.0 million (or the Dollar Equivalent
thereof).

Not later than the date of making any Restricted Payment in excess of US$10.0 million (or the
Dollar Equivalent thereof), the Company will deliver to the Trustee an Officers’ Certificate stating that such
Restricted Payment is permitted and setting forth the basis upon which the calculations required by this “–
Limitation on Restricted Payments” covenant were computed, together with a copy of any fairness opinion or
appraisal required by the Indenture.

182



As of December 31, 2018, the total amount available for Restricted Payments pursuant to clause (C)
of the first paragraph of this “– Limitation on Restricted Payments” covenant would have been
approximately US$29.0 million.

Limitation on Dividend and Other Payment Restrictions Affecting Restricted Subsidiaries

(a) Except as provided below, the Company will not, and will not permit any Restricted Subsidiary
to, create or otherwise cause or permit to exist or become effective any encumbrance or
restriction on the ability of any Restricted Subsidiary to:

(1) pay dividends or make any other distributions on any Capital Stock of such Restricted
Subsidiary owned by the Company or any other Restricted Subsidiary;

(2) pay any Indebtedness or other obligation owed to the Company or any other Restricted
Subsidiary;

(3) make loans or advances to the Company or any other Restricted Subsidiary; or

(4) sell, lease or transfer any of its property or assets to the Company or any other Restricted
Subsidiary,

provided that it being understood that (i) the priority of any Preferred Stock in receiving
dividends or liquidating distributions prior to dividends or liquidating distributions being paid on
Common Stock; (ii) the subordination of loans or advances made to the Company or any
Restricted Subsidiary to other Indebtedness Incurred by the Company or any Restricted
Subsidiary; and (iii) the provisions contained in documentation governing Indebtedness requiring
transactions between or among the Company and any Restricted Subsidiary or between or among
any Restricted Subsidiary to be on fair and reasonable terms or on an arm’s length basis, in each
case, shall not be deemed to constitute such an encumbrance or restriction.

(b) The provisions of paragraph (a) do not apply to any encumbrances or restrictions:

(1) existing in agreements as in effect on the Original Issue Date, or in the Notes, the
Subsidiary Guarantees, the Indenture and any extensions, refinancings, renewals or
replacements of any of the foregoing agreements; provided that the encumbrances and
restrictions in any such extension, refinancing, renewal or replacement, taken as a whole, are
no more restrictive in any material respect than those encumbrances or restrictions that are
then in effect and that are being extended, refinanced, renewed or replaced;

(2) existing under or by reason of applicable law, rule, regulation, license, concession, approval,
decree or order issued by any government or any agency thereof;

(3) with respect to any Person or the property or assets of such Person acquired by the
Company or any Restricted Subsidiary, existing at the time of such acquisition and not
incurred in contemplation thereof, which encumbrances or restrictions are not applicable to
any Person or the property or assets of any Person other than such Person or the property or
assets of such Person so acquired, and any extensions, refinancings, renewals or
replacements thereof; provided that the encumbrances and restrictions in any such extension,
refinancing, renewal or replacement, taken as a whole, are no more restrictive in any
material respect than those encumbrances or restrictions that are then in effect and that are
being extended, refinanced, renewed or replaced;

(4) that otherwise would be prohibited by the provision described in clause (a)(4) of this
covenant if they arise, or are agreed to in the ordinary course of business, and that (x)
restrict in a customary manner the subletting, assignment or transfer of any property or asset
that is subject to a lease or license, (y) exist by virtue of any Lien on, or agreement to
transfer, option or similar right with respect to any property or assets of the Company or any
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Restricted Subsidiary not otherwise prohibited by the Indenture or (z) do not relate to any
Indebtedness, and that do not, individually or in the aggregate, detract from the value of
property or assets of the Company or any Restricted Subsidiary in any manner material to
the Company or any Restricted Subsidiary;

(5) with respect to a Restricted Subsidiary and imposed pursuant to an agreement that has been
entered into for the sale or disposition of all or substantially all of the Capital Stock of, or
property and assets of, such Restricted Subsidiary that is permitted by the “– Limitation on
Sales and Issuances of Capital Stock in Restricted Subsidiaries,” “– Limitation on
Indebtedness” and “– Limitation on Asset Sales” covenants;

(6) with respect to any Restricted Subsidiary and imposed pursuant to an agreement that has
been entered into for the Incurrence of Indebtedness permitted to be Incurred under the “–
Limitation on Indebtedness” covenant if, as determined by the Board of Directors, such
encumbrances or restrictions (x) are customary for such types of agreements and (y) would
not, at the time agreed to, be expected to materially and adversely affect the ability of the
Issuers to make required payments on the Notes and any extensions, refinancings, renewals
or replacements of any of the foregoing agreements; provided that the encumbrances and
restrictions in any such extension, refinancing, renewal or replacement, taken as a whole, are
no more restrictive in any material respect than those encumbrances or restrictions that are
then in effect and that are being extended, refinanced, renewed or replaced;

(7) restrictions on cash or other deposits or net worth imposed by customers under contracts
entered into in the ordinary course of business;

(8) existing in customary provisions in joint venture agreements and other similar agreements
permitted under the Indenture, to the extent such encumbrance or restriction relates to the
activities or assets of a party to such joint venture and if, as determined by the Board of
Directors, (A) the encumbrances or restrictions are customary for a joint venture or similar
agreement of that type and (B) the encumbrances or restrictions would not, at the time
agreed to, be expected to materially and adversely affect the ability of the Issuers to make
the required payments on the Notes; or

(9) customary provisions contained in agreements evidencing Liens incurred in accordance with
the “Limitation on Liens” covenant.

Limitation on Sales and Issuances of Capital Stock in Restricted Subsidiaries

The Company will not sell, and will not permit any Restricted Subsidiary, directly or indirectly, to
issue or sell, any shares of Capital Stock of a Restricted Subsidiary (including options, warrants or other
rights to purchase shares of such Capital Stock) except:

(1) to the Company or a Restricted Subsidiary;

(2) to the extent such Capital Stock represents director’s qualifying shares or is required by
applicable law to be held by a Person other than the Company or a Restricted Subsidiary;

(3) the sale of all of the shares of Capital Stock of a Restricted Subsidiary if permitted under, and
made in accordance with, the “– Limitation on Asset Sales” covenant;

(4) the issuance or sale of Capital Stock of a Restricted Subsidiary (which remains a Restricted
Subsidiary after any such issuance or sale); provided that the Company or such Restricted
Subsidiary applies the Net Cash Proceeds of such issuance or sale, to the extent required, in
accordance with the “– Limitation on Asset Sales” covenant; and

(5) the issuance or sale of Capital Stock of a Restricted Subsidiary that does not remain a Restricted
Subsidiary after such issuance or sale; provided that (a) the transaction complies with the “–
Limitation on Restricted Payments” covenant and (b) the Company applies the Net Cash
Proceeds of such issuance or sale, to the extent required, in accordance with the “– Limitation
on Asset Sales” covenant.
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Notwithstanding the foregoing, a Restricted Subsidiary may issue Common Stock to its shareholders
on a pro rata basis or on a basis more favorable to the Company and its Restricted Subsidiaries.

Limitation on Issuances of Guarantees by Restricted Subsidiaries

The Company will not permit any Restricted Subsidiary (other than the Co-Issuer) which is not a
Subsidiary Guarantor, directly or indirectly, to guarantee any Indebtedness (“Guaranteed Indebtedness”) of
the Company, the Co-Issuer or any other Subsidiary Guarantor, unless (1) such Restricted Subsidiary, as soon
as practicable but in any event within five days thereafter, executes and delivers a supplemental indenture to
the Indenture providing for an unsubordinated Subsidiary Guarantee of payment of the Notes by such
Restricted Subsidiary, whereupon it shall become a “Subsidiary Guarantor” and (2) such Restricted
Subsidiary waives and will not in any manner whatsoever claim, or take the benefit or advantage of, any
rights of reimbursement, indemnity or subrogation or any other rights against the Company or any other
Restricted Subsidiary as a result of any payment by such Restricted Subsidiary under its Subsidiary
Guarantee until the Notes have been paid in full.

If the Guaranteed Indebtedness (A) ranks pari passu in right of payment with the Notes or any
Subsidiary Guarantee, then the guarantee of such Guaranteed Indebtedness shall rank pari passu in right of
payment with, or subordinated to, the Subsidiary Guarantee or (B) is subordinated in right of payment to the
Notes or any Subsidiary Guarantee, then the guarantee of such Guaranteed Indebtedness shall be
subordinated in right of payment to the Subsidiary Guarantee at least to the extent that the Guaranteed
Indebtedness is subordinated to the Notes or the Subsidiary Guarantee.

Limitation on Transactions with Shareholders and Affiliates

The Company will not, and will not permit any Restricted Subsidiary to, directly or indirectly, enter
into, renew or extend any transaction or arrangement (including, without limitation, the purchase, sale, lease
or exchange of property or assets, or the rendering of any service) with (a) any holder (or any Affiliate of
such holder) of 10% or more of any class of Capital Stock of the Company or (b) with any Affiliate of the
Company (each an “Affiliate Transaction”), unless:

(1) the Affiliate Transaction is on terms that are no less favorable to the Company or the relevant
Restricted Subsidiary than those that would have been obtained in a comparable arm’s-length
transaction by the Company or the relevant Restricted Subsidiary with a Person that is not such
a holder or an Affiliate of the Company; and

(2) the Company delivers to the Trustee:

(A) with respect to any Affiliate Transaction or series of related Affiliate Transactions involving
aggregate consideration in excess of US$5.0 million (or the Dollar Equivalent thereof), a
Board Resolution set forth in an Officers’ Certificate certifying that such Affiliate
Transaction complies with this covenant and such Affiliate Transaction has been approved by
a majority of the disinterested members of the Board of Directors; and

(B) with respect to any Affiliate Transaction or series of related Affiliate Transactions involving
aggregate consideration in excess of US$15.0 million (or the Dollar Equivalent thereof), in
addition to the Board Resolution required in clause (2)(A) above, an opinion issued by an
accounting, appraisal or investment banking firm of recognized international standing as to
the fairness to the Company or such Restricted Subsidiary of such Affiliate Transaction from
a financial point of view.

The foregoing limitation does not limit, and shall not apply to:

(1) any employment or compensation agreement (whether based in cash or securities), officer or
director indemnification agreement, severance or termination agreement or any similar
arrangement entered into by the Company or any Restricted Subsidiary with their respective
officers, directors or employees and payments pursuant thereto, including the payment of
reasonable fees and reimbursement of expenses, in each case in the ordinary course of business;
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(2) transactions between or among the Company and any Wholly Owned Restricted Subsidiary or
between or among Wholly Owned Restricted Subsidiaries;

(3) any Restricted Payment (other than a Permitted Investment) not prohibited by the “– Limitation
on Restricted Payments” covenant;

(4) any sale of Capital Stock (other than Disqualified Stock) of the Company;

(5) the payment of compensation to officers and directors of the Company or any Restricted
Subsidiary pursuant to an employee stock or share option scheme, so long as such scheme is in
compliance with the listing rules of The Stock Exchange of Hong Kong Limited;

(6) transactions with a Person (other than an Unrestricted Subsidiary of the Company) that is an
Affiliate of the Company solely because the Company, directly or indirectly, owns Capital Stock
in, or controls, such Person or solely because the Company or one of its Subsidiaries has the
right to designate one or more members of the Board of Directors or similar governing body of
such Person;

(7) loans or advances to officers, directors or employees in the ordinary course of business not to
exceed US$5.0 million (or the Dollar Equivalent thereof) at any one time outstanding; and

(8) any agreement between any Person and an Affiliate of such Person existing at the time such
Person is acquired by or merged into the Company or any of its Restricted Subsidiaries;
provided that such agreement was not entered into in contemplation of such acquisition or
merger.

In addition, the requirements of clause (2) of the first paragraph of this covenant shall not apply to
(i) any Permitted Investment (other than a Permitted Investment of the type described in clause (1)(b) of the
definition of “Permitted Investment”), (ii) transactions pursuant to agreements in effect on the Original Issue
Date and described in this offering memorandum, or any amendment or modification or replacement thereof,
so long as such amendment, modification or replacement is not materially more disadvantageous to the
Company and its Restricted Subsidiaries than the original agreement in effect on the Original Issue Date,
(iii) transactions with customers, clients, suppliers, contractors, other service providers or purchasers and
sellers of goods and services or lessors or lessees and (iv) any transaction between or among the Company
and any Restricted Subsidiary that is not a Wholly Owned Restricted Subsidiary provided that (a) in the case
of clause (iii), such transaction is entered into in the ordinary course of business and (b) in the case of
clause (iv) none of the minority shareholders or minority partners of or in such Restricted Subsidiary is a
Person described in clauses (a) or (b) of the first paragraph of this covenant (other than by reason of such
minority shareholder or minority partner being an officer or director of such Restricted Subsidiary).

Limitation on Liens

The Company will not, and will not permit any Restricted Subsidiary to, directly or indirectly, incur,
assume or permit to exist any Lien of any nature whatsoever on any of its assets or properties of any kind,
whether owned at the Original Issue Date or thereafter acquired, except Permitted Liens, unless the Notes are
secured equally and ratably with (or, if the obligation or liability to be secured by such Lien is subordinated
in right of payment to the Notes, prior to) the obligation or liability secured by such Lien, for so long as
such obligation or liability is secured by such Lien.

Limitation on Sale and Leaseback Transactions

The Company will not, and will not permit any Restricted Subsidiary to, enter into any Sale and
Leaseback Transaction; provided that the Company or any Restricted Subsidiary may enter into a Sale and
Leaseback Transaction if:

(a) the Company or any Restricted Subsidiary could have (1) Incurred Indebtedness in an amount
equal to the Attributable Indebtedness relating to such Sale and Leaseback Transaction under the
covenant described under the caption “– Limitation on Indebtedness” and (2) incurred a Lien to
secure such Indebtedness pursuant to the covenant described under the caption “– Limitation on
Liens,” in which case, the corresponding Indebtedness and Lien will be deemed incurred
pursuant to those provisions;
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(b) the gross cash proceeds of that Sale and Leaseback Transaction are at least equal to the Fair
Market Value of the property that is the subject of such Sale and Leaseback Transaction; and

(c) the transfer of assets in that Sale and Leaseback Transaction is permitted by, and the Company
applies to the extent required the proceeds of such transaction in compliance with, the covenant
described under the caption “– Limitation on Asset Sales.”

Limitation on Asset Sales

The Company will not, and will not permit any Restricted Subsidiary to, consummate any Asset
Sale, unless:

(a) no Default shall have occurred and be continuing or would occur as a result of such Asset Sale;

(b) the consideration received by the Company or such Restricted Subsidiary, as the case may be, is
at least equal to the Fair Market Value of the assets sold or disposed of (determined on the date
of the contractual agreement for the Asset Sale);

(c) at least 75% of the consideration received consists of cash, Temporary Cash Investments or
Replacement Assets; provided that in the case of an Asset Sale in which the Company or such
Restricted Subsidiary receives Replacement Assets involving aggregate consideration in excess
of US$15.0 million (or the Dollar Equivalent thereof), the Company shall deliver to the Trustee
an opinion as to the fairness to the Company or such Restricted Subsidiary of such Asset Sale
from a financial point of view issued by an accounting, appraisal or investment banking firm of
recognized international standing. For purposes of this provision, each of the following will be
deemed to be cash:

(A) any liabilities, as shown on the Company’s most recent consolidated balance sheet, of the
Company or any Restricted Subsidiary (other than contingent liabilities and liabilities that
are by their terms subordinated to the Notes or any Subsidiary Guarantee) that are assumed
by the transferee of any such assets pursuant to a customary assumption, assignment,
novation or similar agreement that releases the Company or such Restricted Subsidiary from
further liability; and

(B) any securities, notes or other obligations received by the Company or any Restricted
Subsidiary from such transferee that are promptly, but in any event within 60 days of
closing, converted by the Company or such Restricted Subsidiary into cash, to the extent of
the cash received in that conversion.

Within 360 days after the receipt of any Net Cash Proceeds from an Asset Sale, the Company or any
Restricted Subsidiary may apply such Net Cash Proceeds to:

(1) permanently repay Senior Indebtedness of the Company or any Restricted Subsidiary or any
Indebtedness of a Restricted Subsidiary that was secured by the assets that were the subject of
such Asset Sale (and, if such Senior Indebtedness repaid is revolving credit Indebtedness, to
correspondingly reduce commitments with respect thereto) in each case owing to a Person other
than the Company or a Restricted Subsidiary; or

(2) develop or acquire Replacement Assets; provided that this clause (2) shall be satisfied if the
Company or Restricted Subsidiary (i) enters into a definitive agreement committing to invest the
relevant amount in Replacement Assets within 360 days of the receipt of such Net Cash
Proceeds and (ii) actually invests such amount in Replacement Assets within 270 days after the
360 day period.
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Any Net Cash Proceeds from Asset Sales that are not applied or invested as provided in clauses (1)
and (2) in the immediately preceding paragraph will constitute “Excess Proceeds.” Pending the final
application of any such Net Cash Proceeds, the Company may temporarily reduce revolving credit
borrowings or otherwise invest such Net Cash Proceeds in any manner that is not prohibited by the terms of
the Indenture.

Excess proceeds of less than US$15.0 million (or the Dollar Equivalent thereof) will be carried
forward and accumulated. When accumulated Excess Proceeds equals to or exceeds US$15.0 million (or the
Dollar Equivalent thereof), within 10 days thereof, the Issuers shall make an Offer to Purchase Notes having
a principal amount equal to:

(i) accumulated Excess Proceeds, multiplied by

(ii) a fraction (x) the numerator of which is equal to the outstanding principal amount of the Notes
and (y) the denominator of which is equal to the outstanding principal amount of the Notes and
all pari passu Indebtedness similarly required to be repaid, redeemed or tendered for in
connection with the Asset Sale, rounded down to the nearest US$1,000. The offer price in any
Offer to Purchase will be equal to 100% of the principal amount plus accrued and unpaid
interest to the date of purchase, and will be payable in cash.

If any Excess Proceeds remain after the consummation of an Offer to Purchase, the Company or any
Restricted Subsidiary may use such Excess Proceeds for any purpose not otherwise prohibited by the
Indenture. If the aggregate principal amount of Notes and any other pari passu Indebtedness tendered into
(or required to be prepaid or redeemed in connection with) such Offer to Purchase exceeds the amount of
Excess Proceeds, the Notes and such other pari passu Indebtedness will be purchased on a pro rata basis
based on the principal amount of Notes and such pari passu Indebtedness tendered (or required to be prepaid
or redeemed) (with such adjustments as may be deemed appropriate by the Issuers so that only Notes in
denominations of $200,000, or an integral multiple of $1,000 in excess thereof, will be purchased). Upon
completion of any each Offer to Purchase, the amount of Excess Proceeds will be reset at zero.

Limitation on the Company’s Business Activities

The Company will not, and will not permit any Restricted Subsidiary to, directly or indirectly,
engage in any business other than a Permitted Business; provided, however, that the Company or any
Restricted Subsidiary may own Capital Stock of an Unrestricted Subsidiary or joint venture or other entity
that is engaged in a business other than a Permitted Business as long as any Investment therein was not
prohibited when made by the covenant under the caption “– Limitation on Restricted Payments.”

Maintenance of Insurance

The Company will, and will cause each Restricted Subsidiary, to maintain insurance with reputable
and financially sound carriers against such risks and in such amounts as is customarily carried by similar
companies engaged in similar business to the Permitted Business in the jurisdictions in which the Company
or such Restricted Subsidiary conducts its businesses, including, without limitation, property and casualty
insurance.

Use of Proceeds

The Company will not, and will not permit any Restricted Subsidiary to, use the net proceeds from
the sale of the Notes on the Original Issue Date, in any amount, for any purpose other than (a) in the
approximate amounts and for the purposes specified under the caption “Use of Proceeds” in this offering
memorandum (it being understood that the use of proceeds may be reallocated as specified in “Use of
Proceeds”) and (b) pending the application of all of such net proceeds in such manner, to invest the portion
of such net proceeds not yet so applied in cash or Temporary Cash Investments.
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Designation of Restricted and Unrestricted Subsidiaries

The Board of Directors may designate any Restricted Subsidiary (other than the Co-Issuer) to be an
Unrestricted Subsidiary; provided that (a) no Default shall have occurred and be continuing at the time of or
after giving effect to such designation; (b) neither the Company nor any Restricted Subsidiary guarantees or
provides credit support for the Indebtedness of such Restricted Subsidiary; (c) such Restricted Subsidiary has
no outstanding Indebtedness that could trigger a cross-default to the Indebtedness of the Company or any
other Restricted Subsidiary; (d) such Restricted Subsidiary does not own any Disqualified Stock of the
Company or Disqualified or Preferred Stock of another Restricted Subsidiary or hold any Indebtedness, or
any Lien on any property, of the Company or any Restricted Subsidiary, if such Disqualified or Preferred
Stock or Indebtedness could not be Incurred under the covenant described under the caption “– Limitation on
Indebtedness” or such Lien would violate the covenant described under the caption “– Limitation on Liens”;
(e) such Restricted Subsidiary does not own any Voting Stock of another Restricted Subsidiary, and all of its
Subsidiaries are Unrestricted Subsidiaries or are being concurrently designated as Unrestricted Subsidiaries in
accordance with this paragraph; and (f) the Investment deemed to have been made thereby in such newly
designated Unrestricted Subsidiary and each other newly designated Unrestricted Subsidiary being
concurrently redesignated would be permitted to be made by the covenant described under the caption
“Limitation on Restricted Payments.

The Board of Directors may designate any Unrestricted Subsidiary to be a Restricted Subsidiary;
provided that (a) no Default shall have occurred and be continuing at the time of or after giving effect to
such designation; (b) any Indebtedness of such Unrestricted Subsidiary outstanding at the time of such
designation which will be deemed to have been Incurred by such newly designated Restricted Subsidiary as a
result of such designation would be permitted to be Incurred by the covenant described under the caption “–
Limitation on Indebtedness”; (c) any Lien on the property of such Unrestricted Subsidiary at the time of
such designation which will be deemed to have been Incurred by such newly designated Restricted
Subsidiary as a result of such designation would be permitted to be Incurred by the covenant described under
the caption “– Limitation on Liens”; (d) such Unrestricted Subsidiary is not a Subsidiary of another
Unrestricted Subsidiary (that is not concurrently being designated as a Restricted Subsidiary); and (e) if such
Restricted Subsidiary is a Wholly Owned Subsidiary which, directly or indirectly, own any mining deposits
or reserves or any mining license, such Restricted Subsidiary shall upon such designation execute and deliver
to the Trustee a supplemental indenture to the Indenture by which such Restricted Subsidiary shall become a
Subsidiary Guarantor. Notwithstanding the foregoing, the Company will not be obligated to cause any
Restricted Subsidiary to guarantee the Notes to the extent such guarantee could reasonably be expected to
give rise to or result in any conflict with or violation of applicable law (or risk of personal or criminal
liability for the officers, directors, managers or shareholders of such Restricted Subsidiary).

Notwithstanding the provisions of this covenant “Designation of Restricted and Unrestricted
Subsidiaries,” in no event shall the Co-Issuer be designated as an Unrestricted Subsidiary so long as the
Notes are outstanding.

All designations must be evidenced by a Board Resolution and an Officers’ Certificate delivered to
the Trustee certifying compliance with the provisions set forth above, as applicable.

Government Approvals and Licenses; Compliance with Law

The Company will, and will cause each Restricted Subsidiary to, (a) obtain and maintain in full
force and effect all governmental approvals, authorizations, consents, permits, concessions and licenses as
are necessary to engage in the Permitted Business, (b) preserve and maintain good and valid title to its
properties and assets (including mining and land-use rights) free and clear of any Liens other than Permitted
Liens and (c) comply with all laws, regulations, orders, judgments and decrees of any governmental body,
except to the extent that failure so to obtain, maintain, preserve and comply would not reasonably be
expected to have a material adverse effect on (1) the business, results of operations or prospects of the
Company and its Restricted Subsidiaries, taken as a whole, or (2) the ability of any Issuer or any Subsidiary
Guarantor to perform its obligations under the Notes, the relevant Subsidiary Guarantee or the Indenture.
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Anti-Layering

The Issuers will not, and will not permit any Subsidiary Guarantor to, Incur any Indebtedness if such
Indebtedness is contractually subordinated in right of payment to any other Indebtedness of either Issuer or
such Subsidiary Guarantor, as the case may be, unless such Indebtedness is also contractually subordinated
in right of payment to the Notes or the applicable Subsidiary Guarantee, on substantially identical terms.
This covenant does not apply to distinctions between categories of Indebtedness that exist by reason of any
Liens or guarantees securing or in favor of some but not all of such Indebtedness or securing on a junior
priority basis.

Suspension of Certain Covenants

If, on any date following the date of the Indenture, the Notes have an Investment Grade Rating from
both of the Rating Agencies and no Default or Event of Default has occurred and is continuing (a
“Suspension Event”), then, beginning on that day and continuing until such time, if any, at which the Notes
cease to have an Investment Grade Rating from either of the Rating Agencies, the provisions of the
Indenture summarized under the following captions will be suspended:

(1) “– Certain Covenants – Limitation on Indebtedness”;

(2) “– Certain Covenants – Limitation on Restricted Payments”;

(3) “– Certain Covenants – Limitation on Dividend and Other Payment Restrictions Affecting
Restricted Subsidiaries”;

(4) “– Certain Covenants – Limitation on Sales and Issuances of Capital Stock in Restricted
Subsidiaries”;

(5) “– Certain Covenants – Limitation on Issuances of Guarantees by Restricted Subsidiaries”;

(6) “– Certain Covenants – Limitation on Sale and Leaseback Transactions”;

(7) “– Certain Covenants – Limitation on Asset Sales”; and

(8) “– Certain Covenants – Limitation on the Company’s Business Activities.”

During any period that the foregoing covenants have been suspended, the Board of Directors may
not designate any Restricted Subsidiary as an Unrestricted Subsidiary pursuant to the covenant described
under the caption “– Certain Covenants – Designation of Restricted and Unrestricted Subsidiaries” or the
definition of “Unrestricted Subsidiary.”

Such covenants will be reinstituted and apply according to their terms as of and from the first day
on which a Suspension Event ceases to be in effect. Such covenants will not, however, be of any effect with
regard to actions of the Company or any Restricted Subsidiary properly taken in compliance with the
provisions of the Indenture during the continuance of the Suspension Event and, following reinstatement, (1)
the calculations under the covenant described under the caption “– Certain Covenants – Limitation on
Restricted Payments” will be made as if such covenant had been in effect since the date of the Indenture
except that no Default will be deemed to have occurred solely by reason of a Restricted Payment made while
that covenant was suspended and (2) all Indebtedness incurred during the Suspension Period will be
classified to have been incurred or issued pursuant to clause (b)(2) of the covenant described under the
caption “– Certain Covenants – Limitation on Indebtedness.” Upon the occurrence of a Suspension Period,
the amount of Excess Proceeds shall be reset at zero. There can be no assurance that the Notes will ever
achieve an Investment Grade Rating or that, if achieved, any such rating will be maintained.
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Provision of Financial Statements and Reports

(a) So long as any of the Notes remain outstanding, the Company will furnish to the Trustee and
furnish to the Holders upon request, as soon as they are available but in any event not more than
10 calendar days after they are filed with The Stock Exchange of Hong Kong Limited or any
other securities exchange on which the Company’s ordinary shares are at any time listed for
trading, true and correct copies of any financial or other report in the English language filed
with such exchange; provided that, if at any time the ordinary shares of the Company cease to
be listed for trading on a recognized securities exchange, the Company will file with the Trustee
and furnish to the Holders:

(1) as soon as they are available, but in any event within 90 calendar days after the end of each
fiscal year of the Company, annual reports containing, and in a level of detail that is
comparable in all material respects to that included in this offering memorandum, the
following information: (i) audited consolidated balance sheets of the Company of the end of
the two most recent fiscal years and audited consolidated income statements and statements
of cash flow of the Company for the two most recent fiscal years, including complete
footnotes to such financial statements and the audit report of a member firm of an
internationally recognized firm of independent accountants on the financial statements; (ii)
an operating and financial review of the audited financial statements, including a discussion
of the results of operations, financial condition, Consolidated Adjusted EBITDA (as
presented in this offering memorandum) and liquidity and capital resources of the Company,
and a discussion of material recent developments and material commitments and
contingencies and critical accounting policies; and (iii) description of the business,
management and shareholders of the Company (on a consolidated basis);

(2) as soon as they are available, but in any event within 60 calendar days after the end of the
first semi-annual fiscal period of the Company, semi-annual reports of the Company
containing the following information: (i) an unaudited condensed consolidated balance sheet
as of the end of such semi-annual period and unaudited condensed consolidated statements
of income and statements of cash flow of the Company for the most recent semi-annual
fiscal period ending on the unaudited condensed consolidated balance sheet date, and the
comparable prior year period, together with condensed footnote disclosure, reviewed by a
member firm of an internationally recognized firm of independent accountants together with
the review report thereon; and (ii) an operating and financial review of the unaudited
financial statements, including a discussion of the results of operations, financial condition,
Consolidated Adjusted EBITDA (as presented in this offering memorandum) and liquidity
and capital resources of the Company, and a discussion of material recent developments and
material changes in commitments and contingencies and critical accounting policies since the
most recent annual report; and

(3) promptly after the occurrence of (i) any Material Acquisition or Disposition or restructuring,
(ii) any senior executive officer changes at the Company or change in auditors of the
Company or (iii) any other material event not in the ordinary course of business, solely with
respect to this sub-clause (iii), that the Company announces publicly, a report containing a
description of such event.

(b) In addition, so long as any of the Notes remain outstanding, the Company will provide to the
Trustee (1) within 120 days after the close of each fiscal year, an Officers’ Certificate stating the
Leverage Ratio with respect to the two most recent semi-annual fiscal periods and showing in
reasonable detail the calculation of the Leverage Ratio, including the arithmetic computations of
each component of the Leverage Ratio, together with a certificate from the Company’s external
auditors verifying the accuracy and arithmetic computation; and (2) as soon as possible and in
any event within 10 days after the Company and/or the Co-Issuer becomes aware or should
reasonably become aware of the occurrence of a Default, an Officers’ Certificate setting forth the
details of such Default or default, and the action which the Issuers propose to take with respect
thereto.
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(c) Further, each of the Issuers and each Subsidiary Guarantor have agreed that, for as long as any
Notes are “restricted securities” within the meaning of Rule 144(a)(3) under the Securities Act,
during any period in which such Issuer or such Subsidiary Guarantor is neither subject to
Section 13 or 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”),
nor exempt from reporting pursuant to Rule 12g3-2(b) thereunder, the Issuers or such Subsidiary
Guarantor, as the case may be, will supply to (i) any Holder or beneficial owner of a Note or
(ii) a prospective purchaser of a Note or a beneficial interest therein designated by such Holder
or beneficial owner, the information specified in, and meeting the requirements of Rule
144A(d)(4) under the Securities Act upon the request of any Holder or beneficial owner of a
Note.

Events of Default

The following events will be defined as “Events of Default” in the Indenture:

(a) default in the payment of principal of (or premium, if any, on) the Notes when the same
becomes due and payable at maturity, upon acceleration, redemption or otherwise;

(b) default in the payment of interest on any Note when the same becomes due and payable, and
such default continues for a period of 30 consecutive days;

(c) (x) default in the performance or breach of the provisions of the covenants described under the
caption “– Consolidation, Merger and Sale of Assets,” or (y) the failure by the Issuers to make
or consummate an Offer to Purchase in the manner described under the captions “– Repurchase
of Notes upon a Change of Control Triggering Event” or “– Certain Covenants – Limitation on
Asset Sales”;

(d) the Company, the Co-Issuer or any other Restricted Subsidiary defaults in the performance of or
breaches any other covenant or agreement in the Indenture or under the Notes (other than a
default specified in clause (a), (b) or (c) above) and such default or breach continues for a
period of 30 consecutive days after written notice of such default or breach to either Issuer by
the Trustee or the Holders of 25% or more in aggregate principal amount of the Notes;

(e) there occurs with respect to any Indebtedness of the Company or any Restricted Subsidiary
having an outstanding principal amount of US$15.0 million (or the Dollar Equivalent thereof) or
more in the aggregate for all such Indebtedness of all such Persons, whether such Indebtedness
now exists or shall hereafter be created, (1) an event of default that has caused the holder
thereof to declare such Indebtedness to be due and payable prior to its Stated Maturity and/or
(2) a failure to pay principal of, or interest or premium on, such Indebtedness when the same
becomes due (subject to the applicable grace period in the relevant documents);

(f) one or more final judgments or orders for the payment of money are rendered against the
Company or any Restricted Subsidiary and are not paid or discharged, and there is a period of
60 consecutive days following entry of the final judgment or order that causes the aggregate
amount for all such final judgments or orders outstanding and not paid or discharged against all
such Persons to exceed US$15.0 million (or the Dollar Equivalent thereof) (in excess of amounts
which the Company’s insurance carriers have agreed to pay under applicable policies) during
which a stay of enforcement, by reason of a pending appeal or otherwise, is not in effect;

(g) an involuntary case or other proceeding is commenced against any Issuer or any Significant
Subsidiary (or any group of Restricted Subsidiaries that together would constitute a Significant
Subsidiary) with respect to it or its debts under any applicable bankruptcy, insolvency or other
similar law now or hereafter in effect seeking the appointment of a receiver, liquidator, assignee,
custodian, trustee, sequestrator or similar official of any Issuer or any Significant Subsidiary (or
any group of Restricted Subsidiaries that together would constitute a Significant Subsidiary) or
for any substantial part of the property and assets of any Issuer or any Significant Subsidiary (or
any group of Restricted Subsidiaries that together would constitute a Significant Subsidiary) and
such involuntary case or other proceeding remains undismissed and unstayed for a period of 60
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consecutive days; or an order for relief is entered against any Issuer or any Significant
Subsidiary (or any group of Restricted Subsidiaries that together would constitute a Significant
Subsidiary) under any applicable bankruptcy, insolvency or other similar law as now or hereafter
in effect;

(h) any Issuer or any Significant Subsidiary (or any group of Restricted Subsidiaries that together
would constitute a Significant Subsidiary) (1) commences a voluntary case under any applicable
bankruptcy, insolvency or other similar law now or hereafter in effect, or consents to the entry
of an order for relief in an involuntary case under any such law, (2) other than in connection
with a solvent liquidation or reorganization of any Significant Subsidiary in the ordinary course
of business that shall result in the net assets of such Significant Subsidiary being transferred to
or otherwise vested in the Company, the Co-Issuer or any other Restricted Subsidiary on a pro
rata basis or on a basis more favorable to the Company or the Co-Issuer, consents to the
appointment of or taking possession by a receiver, liquidator, assignee, custodian, trustee,
sequestrator or similar official of any Issuer or any Significant Subsidiary (or any group of
Restricted Subsidiaries that together would constitute a Significant Subsidiary), or for all or
substantially all of the property and assets of any Issuer or any Subsidiary (or any group of
Restricted Subsidiaries that together would constitute a Significant Subsidiary), or (3) effects any
general assignment for the benefit of creditors;

(i) (a) the entity holding the mining license in relation to the Ukhaa Khudag mine ceases to be,
directly or indirectly a Wholly Owned Restricted Subsidiary, the Co-Issuer or a Subsidiary
Guarantor or (b) the mining license for the Ukhaa Khudag mine ceases to be valid and effective
or wholly owned by the Company, the Co-Issuer or a Subsidiary Guarantor; or

(j) any Subsidiary Guarantor denies or disaffirms its obligations under its Subsidiary Guarantee or,
except as permitted by the Indenture, any Subsidiary Guarantee is determined to be
unenforceable or invalid or shall for any reason cease to be in full force and effect.

If an Event of Default (other than an Event of Default specified in clause (g) or (h) above) occurs
and is continuing under the Indenture, the Trustee in its sole discretion or the Holders of at least 25% in
aggregate principal amount of the Notes, then outstanding, by written notice to the Issuers (and to the
Trustee if such notice is given by the Holders), may, and the Trustee at the request of such Holders (subject
to being indemnified and/or secured and/or pre-funded to its satisfaction) shall, declare the principal of,
premium, if any, and accrued and unpaid interest on the Notes to be immediately due and payable. Upon a
declaration of acceleration, such principal of, premium, if any, and accrued and unpaid interest shall be
immediately due and payable. If an Event of Default specified in clause (g) or (h) above occurs with respect
to any Issuer or any Significant Subsidiary (or any group of Restricted Subsidiaries that together would
constitute a Significant Subsidiary), the principal of, premium, if any, and accrued and unpaid interest on the
Notes then outstanding shall automatically become and be immediately due and payable without any
declaration or other act on the part of the Trustee or any Holder.

The Holders of at least a majority in principal amount of the outstanding Notes by written notice to
the Issuers and to the Trustee may on behalf of all Holders waive all past defaults and rescind and annul a
declaration of acceleration and its consequences if:

(x) all existing Events of Default, other than the non-payment of the principal of, premium, if any,
and interest on the Notes that have become due solely by such declaration of acceleration, have
been cured or waived; and

(y) the rescission would not conflict with any judgment or decree of a court of competent
jurisdiction.

Upon such waiver, the Default will cease to exist, and any Event of Default arising therefrom will
be deemed to have been cured, but no such waiver will extend to any subsequent or other Default or impair
any right consequent thereon.
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If an Event of Default occurs and is continuing, the Trustee may (but shall not be obligated to)
pursue, in its own name or as trustee of an express trust, any available remedy by proceeding at law or in
equity to collect the payment of principal of and interest on the Notes or to enforce the performance of any
provision of the Notes or the Indenture. The Trustee may maintain a proceeding even if it does not possess
any of the Notes or does not produce any of them in the proceeding.

The Holders of at least a majority in aggregate principal amount of the outstanding Notes may direct
the time, method and place of conducting any proceeding for any remedy available to the Trustee or
exercising any trust or power conferred on the Trustee. However, the Trustee may refuse to follow any
direction that is unclear, conflicting or equivocal, conflicts with law or the Indenture that may involve the
Trustee in personal liability, or that the Trustee determines in good faith may be unduly prejudicial to the
rights of Holders not joining in the giving of such direction and may take any other action it deems proper
that is not inconsistent with any such direction received from Holders. In addition, the Trustee will not be
required to expend its own funds in following each direction if it does not believe that reimbursement or
satisfactory indemnification and/or security and/or pre-funding is assured to it.

A Holder may not institute any proceeding, judicial or otherwise, with respect to the Indenture or the
Notes, or for the appointment of a receiver or trustee, or for any other remedy under the Indenture or the
Notes unless:

(1) the Holder has previously given the Trustee written notice of a continuing Event of Default;

(2) the Holders of at least 25% in aggregate principal amount of outstanding Notes make a written
request to the Trustee to pursue the remedy;

(3) such Holder or Holders provide the Trustee indemnity and/or security and/or pre-funding
satisfactory to the Trustee against any costs, liability or expense to be incurred in compliance
with such request;

(4) the Trustee does not comply with the request within 60 days after receipt of the request and the
indemnity and/or security and/or pre-funding; and

(5) during such 60-day period, the Holders of a majority in aggregate principal amount of the
outstanding Notes do not give the Trustee a direction that is inconsistent with the request.

However, such limitations do not apply to the right of any Holder to receive payment of the
principal of, premium, if any, or interest, and any Additional Amounts, if any, on, such Note or to bring suit
for the enforcement of any such payment, on or after the due date expressed in the Notes, which right shall
not be impaired or affected without the consent of the Holder.

Two Officers of the Company must certify to the Trustee in writing, on or before a date not more
than 120 days after the end of each fiscal year, that a review has been conducted of the activities of the
Company and its Restricted Subsidiaries and the Company’s and its Restricted Subsidiaries’ performance
under the Indenture and the Notes and that the Company and its Restricted Subsidiaries have fulfilled all
obligations thereunder, or, if there has been a default in the fulfillment of any such obligation, specifying
each such default and the nature and status thereof. The Issuers will also be obligated to notify the Trustee
in writing of any default or defaults in the performance of any covenants or agreements under the Indenture.
See “– Provision of Financial Statements and Reports.”

Neither the Trustee nor any Agent is obligated to do anything to ascertain whether any Event of
Default or Default has occurred or is continuing and will not be responsible to the Holders or any other
person for any loss arising from any failure by it to do so, and each of the Trustee and the Agents may
assume that no such event has occurred and that the Issuers and the Subsidiary Guarantors are performing all
of their obligations under the Indenture and the Notes unless the Trustee or the Agent, as the case may be,
has received written notice of the occurrence of such event or facts establishing that a Default or an Event of
Default has occurred or that the Issuers or the Subsidiary Guarantors are not performing all of their
obligations under the Indenture and/or the Notes. The Trustee is entitled to rely on any Opinion of Counsel
or Officers’ Certificate regarding whether an Event of Default has occurred.
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Consolidation, Merger and Sale of Assets

Neither the Company nor the Co-Issuer will consolidate with, merge with or into another Person,
permit any Person to merge with or into it, or sell, convey, transfer, lease or otherwise dispose of all or
substantially all of its and its Restricted Subsidiaries’ properties and assets (computed on a consolidated
basis) to another Person (as an entirety or substantially an entirety in one transaction or a series of related
transactions), unless:

(a) either the Company or the Co-Issuer (as applicable) shall be the continuing Person, or the
Person (if other than it) formed by such consolidation or merger, or with or into which the
Company or the Co-Issuer (as applicable) consolidated or merged, or that acquired or leased
such property and assets (the “Surviving Person”) shall be (x) a corporation organized and
validly existing under the laws of the Cayman Islands, the British Virgin Islands, Luxembourg,
Mongolia or Hong Kong or any jurisdiction thereof and (y) shall expressly assume, by a
supplemental indenture to the Indenture, executed and delivered to the Trustee, all the
obligations of the Company or the Co-Issuer (as applicable) under the Indenture and the Notes,
including the obligation to pay Additional Amounts with respect to any jurisdiction in which it is
organized or resident for tax purposes, or from or through which payment is made, and the
Indenture and the Notes shall remain in full force and effect;

(b) immediately after giving effect to such transaction, no Default shall have occurred and be
continuing;

(c) immediately after giving effect to such transaction on a pro forma basis, the Company or the
Surviving Person, as the case may be, could Incur at least US$1.00 of Indebtedness under the
proviso in the first sentence of clause (a) of the covenant described under the caption “– Certain
Covenants – Limitation on Indebtedness”;

(d) the Company or the Co-Issuer (as applicable) delivers to the Trustee (1) an Officers’ Certificate
(attaching the arithmetic computations to demonstrate compliance with clause (c)) and (2) an
Opinion of Counsel, in each case stating that such consolidation, merger or transfer and such
supplemental indenture complies with this provision and that all conditions precedent provided
for in the Indenture relating to such transaction have been complied with;

(e) each Subsidiary Guarantor, unless such Subsidiary Guarantor is the Person with which the
Company or the Co-Issuer has entered into a transaction described under this covenant, shall
execute and deliver a supplemental indenture to the Indenture confirming that its Subsidiary
Guarantee shall apply to the obligations of the Company, the Co-Issuer or the Surviving Person
in accordance with the Notes and the Indenture; and

(f) no Rating Decline shall have occurred.

No Subsidiary Guarantor will consolidate with or merge with or into another Person, permit any
Person to merge with or into it, or sell, convey, transfer, lease or otherwise dispose of all or substantially all
of its and its Restricted Subsidiaries’ properties and assets (computed on a consolidated basis) (as an entirety
or substantially an entirety in one transaction or a series of related transactions) to another Person (other
than the Company, the Co-Issuer or another Subsidiary Guarantor), unless:

(A) such Subsidiary Guarantor shall be the continuing Person, or the Person (if other than it) formed
by such consolidation or merger or that acquired or leased such property and assets shall be the
Company, the Co-Issuer or another Subsidiary Guarantor or shall become a Subsidiary Guarantor
concurrently with the transaction;

(B) immediately after giving effect to such transaction, no Default shall have occurred and be
continuing;

(C) immediately after giving effect to such transaction on a pro forma basis, the Company could
Incur at least US$l.00 of Indebtedness under the proviso in the first sentence of clause (a) of the
covenant described under the caption “– Certain Covenants – Limitation on Indebtedness”;
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(D) the Company delivers to the Trustee (1) an Officers’ Certificate (attaching the arithmetic
computations to demonstrate compliance with clause (C)) and (2) an Opinion of Counsel, in each
case stating that such consolidation, merger or transfer and the relevant supplemental indenture
complies with this provision and that all conditions precedent provided for in the Indenture
relating to such transaction have been complied with; and

(E) no Rating Decline shall have occurred;

provided that this paragraph shall not apply to (1) any sale or other disposition that complies with the “Limitation
on Asset Sales” covenant or any Subsidiary Guarantor whose Subsidiary Guarantee is unconditionally released
in accordance with the provisions described under “The Subsidiary Guarantees – Release of Subsidiary
Guarantees” and (2) a consolidation or merger of any Subsidiary Guarantor with and into the Company, the
Co-Issuer or any other Subsidiary Guarantor, so long as the Company, the Co-Issuer or such Subsidiary
Guarantor survives such consolidation or merger.

Nothing in the Indenture will prevent any Restricted Subsidiary that is not a Subsidiary Guarantor
from consolidating with, merging into or transferring all or substantially all of its properties and assets to the
Company, the Co-Issuer, a Subsidiary Guarantor or any other Restricted Subsidiary. The Company or the Co-
Issuer (as applicable) may consolidate or otherwise combine with or merge into an Affiliate incorporated or
organized for the purpose of changing the legal domicile of the Company or the Co-Issuer, reincorporating
the Company or the Co-Issuer in another jurisdiction in compliance with clause (a)(x) of the first paragraph
under this “– Consolidation, Merger and Sale of Assets” covenant or changing the legal form of the
Company or the Co-Issuer.

Although there is a limited body of case law interpreting the phrase “substantially all,” there is no
precise established definition of the phrase under applicable law. Accordingly, in certain circumstances there
may be a degree of uncertainty as to whether a particular transaction would involve “all or substantially all”
of the property or assets of a Person.

The foregoing provisions would not necessarily afford Holders protection in the event of highly
leveraged or other transactions involving the Company, the Co-Issuer or the Subsidiary Guarantors that may
adversely affect Holders.

No Payments for Consents

The Issuers will not, and shall not permit any of their Subsidiaries to, directly or indirectly, pay or
cause to be paid any consideration, whether by way of interest, fee or otherwise, to any Holder for or as an
inducement to any consent, waiver or amendment of any of the terms or provisions of the Indenture or the
Notes unless such consideration is offered to be paid and is paid to all Holders that consent, waive or agree
to amend such term or provision within the time period set forth in the solicitation documents relating to
such consent, waiver or amendment.

Notwithstanding the foregoing, in any offer or payment of consideration for, or as an inducement to,
any consent, waiver or amendment of any of the terms or provisions of the Indenture or the Notes in
connection with an exchange offer, the Issuers and any Restricted Subsidiary may exclude any Holder or
beneficial owner of the Notes, or offer and pay different consideration to any Holder or beneficial owner of
the Notes for, in each case to the extent that such Holder or beneficial owner of the Notes is in any
jurisdiction where (A)(i) the solicitation of such consent, waiver or amendment in the manner deemed
appropriate by the Issuers, (ii) the payment of the consideration therefor or (iii) the conduct or completion of
a related offer to purchase or exchange the Notes for cash or other securities in the manner deemed
appropriate by the Issuers, in each case would be prohibited or would require the Issuers or any of their
Subsidiaries to (a) file a registration statement, prospectus or similar document, or subject any of the Issuers
or any of their Subsidiaries to ongoing periodic reporting or similar requirements under any securities laws
(including, but not limited to, the United States federal securities laws and the laws of the European Union
or its member states), or conduct a bondholder identification exercise to establish the availability of an
exemption from registration under Rule 802 under the United States Securities Act of 1933, as amended, or
to offer to the United States of America, in each case which the Issuers in their sole discretion determine
would be burdensome, (b) qualify as a foreign corporation or other entity or as a dealer in securities in such
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jurisdiction if it is not otherwise required to so qualify, (c) generally consent to service of process in any
such jurisdiction or (d) subject any of the Issuers or any of their Subsidiaries to taxation in any such
jurisdiction if it is not otherwise so subject; or (B) such solicitation would otherwise not be permitted under
applicable law in such jurisdiction.

Defeasance

Defeasance and Discharge

The Indenture will provide that the Issuers will be deemed to have paid and will be discharged from
any and all obligations in respect of the Notes on the 183rd day after the deposit referred to below, and the
provisions of the Indenture will no longer be in effect with respect to the Notes (except for, among other
matters, certain obligations to register the transfer or exchange of the Notes, to replace stolen, lost or
mutilated Notes, to maintain paying agencies and to hold monies for payment in trust) if, among other
things:

(a) the Issuers have (1) deposited with the Trustee (or another entity designated by the Trustee for
such purpose), in trust, money and/or U.S. Government Obligations or any combination thereof
that through the payment of interest and principal in respect thereof in accordance with their
terms will provide money in an amount sufficient to pay the principal of, premium, if any, and
accrued interest on the Notes on the Stated Maturity of such payments in accordance with the
terms of the Indenture and the Notes and (2) delivered to the Trustee an Opinion of Counsel or a
certificate of an internationally recognized firm of independent auditors to the effect that the
amount deposited by the Issuers is sufficient to provide payment for the principal of, premium,
if any, and accrued interest on, the Notes on the Stated Maturity of such payment in accordance
with the terms of the Indenture;

(b) the Issuers have delivered to the Trustee (1) either (x) an Opinion of Counsel of recognized
standing with respect to U.S. federal income tax laws which is based on a change in applicable
U.S. federal income tax law occurring after the Original Issue Date to the effect that beneficial
owners will not recognize income, gain or loss for U.S. federal income tax purposes as a result
of the Issuers’ exercise of their option under this “Defeasance and Discharge” provision and will
be subject to U.S. federal income tax on the same amounts and in the same manner and at the
same times as would have been the case if such deposit, defeasance and discharge had not
occurred or (y) a ruling directed to the Issuers or the Trustee received from the U.S. Internal
Revenue Service to the same effect as the aforementioned Opinion of Counsel, and (2) an
Opinion of Counsel of recognized international standing to the effect that the creation of the
defeasance trust does not violate the U.S. Investment Company Act of 1940, as amended, and
after the passage of 123 days following the deposit, the trust fund will not be subject to the
effect of Section 547 of the United States Bankruptcy Code or Section 15 of the New York
Debtor and Creditor Law; and

(c) immediately after giving effect to such deposit on a pro forma basis, no Event of Default, or
event that after the giving of notice or lapse of time or both would become an Event of Default,
shall have occurred and be continuing on the date of such deposit or during the period ending on
the 183rd day after the date of such deposit, and such defeasance shall not result in a breach or
violation of or constitute a default under, any other agreement or instrument to which the
Company or any Restricted Subsidiary is a party or by which the Company or any Restricted
Subsidiary is bound.

In the case of either discharge or defeasance, each of the Subsidiary Guarantees will terminate.

Defeasance of Certain Covenants

The Indenture further will provide that the provisions of the Indenture will no longer be in effect
with respect to clauses (c), (d)(1) and (f) under the first paragraph and clauses (C), (D)(1) and (E) under the
second paragraph under “Consolidation, Merger and Sale of Assets” and all the covenants described herein
under “– Certain Covenants,” other than as described under “– Certain Covenants – Government Approvals
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and Licenses; Compliance with Law” and “– Certain Covenants – Anti-Layering,” clause (c) under “Events
of Default” with respect to such clauses (c), (d)(1) and (f) under the first paragraph and clauses (C), (D)(1)
and (E) under the second paragraph under “Consolidation, Merger and Sale of Assets” and with respect to
the other events set forth in such clause, clause (d) under “Events of Default” with respect to such other
covenants and clauses (e) and (f) under “Events of Default” shall be deemed not to be Events of Default
upon, among other things, the deposit with the Trustee (or another entity designated by the Trustee for such
purpose), in trust, of money, U.S. Government Obligations or a combination thereof that through the
payment of interest and principal in respect thereof in accordance with their terms will provide money in an
amount sufficient to pay the principal of, premium, if any, and accrued interest on the Notes on the Stated
Maturity of such payments in accordance with the terms of the Indenture and the Notes, the satisfaction of
the provisions described in clause (b)(2) of the preceding paragraph and the delivery by the Issuers to the
Trustee of an Opinion of Counsel of recognized standing with respect to U.S. federal income tax matters to
the effect that beneficial owners will not recognize income, gain or loss for U.S. federal income tax purposes
as a result of such deposit and defeasance of certain covenants and Events of Default and will be subject to
U.S. federal income tax on the same amounts and in the same manner and at the same times as would have
been the case if such deposit and defeasance had not occurred.

Defeasance and Certain Other Events of Default

In the event the Issuers exercise their option to omit compliance with certain covenants and
provisions of the Indenture as described in the immediately preceding paragraph and the Notes are declared
due and payable because of the occurrence of an Event of Default that remains applicable, the amount of
money and/or U.S. Government Obligations on deposit with the Trustee will be sufficient to pay amounts
due on the Notes at the time of their Stated Maturity but may not be sufficient to pay amounts due on the
Notes at the time of the acceleration resulting from such Event of Default. However, the Issuers and the
Subsidiary Guarantors will remain liable for such payments.

Amendments and Waiver

Amendments Without Consent of Holders

The Indenture, the Notes or the Subsidiary Guarantees may be amended, without the consent of any
Holder, to:

(a) cure any ambiguity, defect, omission or inconsistency in the Indenture, the Notes or any
Subsidiary Guarantee;

(b) comply with the provisions described under “Consolidation, Merger and Sale of Assets”;

(c) evidence and provide for the acceptance of appointment by a successor Trustee;

(d) add any Subsidiary Guarantor or any Subsidiary Guarantee or release any Subsidiary Guarantor
from any Subsidiary Guarantee as provided or permitted by the terms of the Indenture;

(e) provide for the issuance of Additional Notes in accordance with the limitations set forth in the
Indenture;

(f) add collateral to secure the Notes or any Subsidiary Guarantee and create or register Liens on
such collateral;

(g) in any other case where a supplemental indenture to the Indenture is required or permitted to be
entered into pursuant to the provisions of the Indenture without the consent of any Holder;

(h) effect any changes to the Indenture in a manner necessary to comply with the procedures of
DTC or any other applicable securities depositary or clearing system;

(i) make any other change that, in the good faith opinion of the Board of Directors, does not
materially and adversely affect the rights of any Holder;
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(j) conform the text of the Indenture, the Notes or the Subsidiary Guarantees to any provision of
this “Description of the Notes” to the extent that such provision in this “Description of the
Notes” was intended to be a verbatim recitation of a provision in the Indenture, the Notes or the
Subsidiary Guarantees; or

(k) to make any other change that would provide any additional rights or benefits to the Holders.

Amendments With Consent of Holders

Amendments of the Indenture, the Notes or the Subsidiary Guarantees may be made by the Issuers,
the Subsidiary Guarantors and the Trustee with the consent of the Holders of not less than a majority in
aggregate principal amount of the outstanding Notes, and the holders of a majority in principal amount of
the outstanding Notes may waive future compliance by the Issuers with any provision of the Indenture, the
Notes or the Subsidiary Guarantees; provided, however, that no such modification, amendment or waiver
may, without the consent of each Holder affected thereby:

(a) change the Stated Maturity of the principal of, or any installment of interest on, any Note;

(b) reduce the principal amount of, or premium, if any, or interest on, any Note;

(c) change the currency, time or place of payment of principal of, or premium, if any, or interest on,
any Note;

(d) impair the right to institute suit for the enforcement of any payment on or after the Stated
Maturity (or, in the case of a redemption, on or after the redemption date) of any Note or any
Subsidiary Guarantee;

(e) reduce the above stated percentage of outstanding Notes the consent of whose Holders is
necessary to modify or amend the Indenture;

(f) waive a default in the payment of principal of, premium, if any, or interest on the Notes;

(g) release any Subsidiary Guarantor from its Subsidiary Guarantee, except as provided in the
Indenture;

(h) reduce the percentage or aggregate principal amount of outstanding Notes the consent of whose
Holders is necessary for waiver of compliance with certain provisions of the Indenture or for
waiver of certain defaults;

(i) amend, change or modify any Subsidiary Guarantee in a manner that adversely affects the
Holders, except as permitted by the Indenture;

(j) reduce the amount payable upon a Change of Control Offer or an Offer to Purchase with the
Excess Proceeds from any Asset Sale or change the time or manner by which a Change of
Control Offer or an Offer to Purchase with the Excess Proceeds from any Asset Sale may be
made or by which the Notes must be repurchased pursuant to a Change of Control Offer or an
Offer to Purchase with the Excess Proceeds from any Asset Sale, unless such amendment, waiver
or modification shall be in effect prior to the occurrence of a Change of Control or the event
giving rise to the repurchase of the Notes under “– Limitation on Asset Sales”;

(k) change the redemption date or the redemption price of the Notes from that stated under “–
Optional Redemption” or “– Redemption for Tax Reasons”;

(l) amend, change or modify the obligation of the Issuers or any Subsidiary Guarantor to pay
Additional Amounts; or

(m) amend, change or modify any provision of the Indenture or the related definitions to
contractually subordinate in right of payment the Notes or any Subsidiary Guarantee to any other
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Indebtedness of any Issuer or any Subsidiary Guarantor (for the avoidance of doubt, the Notes
and the Subsidiary Guarantees will not be contractually subordinated in right of payment to any
other Indebtedness of any Issuer or any Subsidiary Guarantor solely by virtue of being
unsecured or by virtue of being secured on a junior priority basis).

Satisfaction and Discharge

The Indenture will be discharged and will cease to be of further effect as to the Notes issued
thereunder, when either:

(a) all Notes theretofore authenticated and delivered, except lost, stolen or destroyed Notes which
have been replaced or paid and Notes for whose payment money has theretofore been deposited
in trust, have been delivered to the Trustee for cancellation; or

(b) (1) all Notes not theretofore delivered to such Trustee for cancellation have become due and
payable by reason of the making of a notice of redemption or otherwise, will become due
and payable within one year or are to be called for redemption within one year under
arrangements satisfactory to the Trustee for the giving of notice of redemption by the
Trustee in the name, and at the expense, of the Issuers and the Issuers have or any
Subsidiary Guarantor has irrevocably deposited or caused to be deposited with such Trustee
as trust funds in trust solely for the benefit of the Holders, cash in U.S. dollars, U.S.
Government Obligations, or a combination thereof, in such amounts as will be sufficient
without consideration of any reinvestment of interest to pay and discharge the entire
indebtedness on Notes not theretofore delivered to the Trustee for cancellation for principal,
premium, if any, and accrued interest to the date of maturity or redemption;

(2) no Default or Event of Default (other than that resulting from borrowing funds to be applied
to make such deposit and any similar and simultaneous deposit relating to other
Indebtedness and, in each case, the granting of Liens in connection therewith) with respect
to the Indenture or the Notes issued thereunder shall have occurred and be continuing on the
date of such deposit or shall occur as a result of such deposit and such deposit will not
result in a breach or violation of, or constitute a default under the Credit Facilities or any
other material agreement or instrument (other than the Indenture or the Notes) to which any
Issuer or any Subsidiary Guarantor is a party or by which any Issuer or any Subsidiary
Guarantor is bound (other than that resulting from borrowing funds to be applied to make
such deposit and any similar and simultaneous deposit relating to other Indebtedness and, in
each case, the granting of Liens in connection therewith);

(3) the Issuers have paid or caused to be paid all sums payable by them under the Indenture;
and

(4) the Issuers have delivered irrevocable instructions to the Trustee under the Indenture to
apply the deposited money toward the payment of the Notes at maturity or the redemption
date, as the case may be.

In addition, the Issuers must deliver an Officers’ Certificate and an Opinion of Counsel to the
Trustee stating that all conditions precedent to satisfaction and discharge have been satisfied.

Unclaimed Money

Claims against the Issuers or any Subsidiary Guarantor for the payment of principal of, premium, if
any, or interest, on the Notes will become void unless presentation for payment is made as required in the
Indenture within a period of six years.
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No Personal Liability of Incorporators, Stockholders, Members, Officers, Directors or Employees

No recourse for the payment of the principal of, premium, if any, or interest on any of the Notes or
for any claim based thereon or otherwise in respect thereof, and no recourse under or upon any obligation,
covenant or agreement of any Issuer or any of the Subsidiary Guarantors in the Indenture, or in any of the
Notes or the Subsidiary Guarantees or because of the creation of any Indebtedness represented thereby, shall
be had against any incorporator, stockholder, member, officer, director, employee or controlling person of
any Issuer or any of the Subsidiary Guarantors or of any successor Person thereof. Each Holder, by
accepting the Notes, waives and releases all such liability. The waiver and release are part of the
consideration for the issuance of the Notes and the Subsidiary Guarantees. Such waiver may not be effective
to waive liabilities under any applicable law.

Concerning the Trustee and the Paying Agent

The Bank of New York Mellon is to be appointed as Trustee under the Indenture and The Bank of
New York Mellon as registrar (“Registrar”) and transfer agent (“Transfer Agent”) and The Bank of New York
Mellon is to be appointed as paying agent (the “Paying Agent”) with regard to the Notes. Except during the
continuance of a Default, the Trustee will not be liable, except for the performance of such duties as are
specifically set forth in the Indenture and no implied covenant or obligation shall be read into the Indenture
and the Notes against the Trustee. If an Event of Default has occurred and is continuing, the Trustee will use
the same degree of care and skill in its exercise of the rights and powers vested in it under the Indenture as
a prudent person would exercise under the circumstances in the conduct of such person’s own affairs.

The Trustee will be under no obligation to exercise any rights or powers conferred under the
Indenture for the benefit of the Holders unless such Holders have offered to the Trustee indemnity and/or
security and/or pre-funding satisfactory to the Trustee against any loss, liability or expense.

The Indenture contains limitations on the rights of the Trustee, should it become a creditor of any
Issuer or any of the Subsidiary Guarantors, to obtain payment of claims in certain cases or to realize on
certain property received by it in respect of any such claims, as security or otherwise.

Neither the Trustee nor the Paying Agent shall be responsible for the performance by any other
person appointed by the Issuers in relation to the Notes and, unless notified in writing to the contrary, shall
assume that the same are being duly performed. Neither the Trustee nor the Paying Agent shall be liable to
any Holder or any other person for any action taken by the Holders, the Trustee or the Paying Agent or in
accordance with the instructions of the Holders. Both the Trustee and the Paying Agent shall be entitled to
rely on any written direction of the Holders which has been duly given by the Holders in accordance with
the Indenture. Neither the Trustee nor the Paying Agent shall be deemed to have knowledge of any event
unless it has been actually notified of such event or have actual knowledge thereof. The Trustee is entitled to
rely on all instructions, notices, declarations, calculations and certifications received pursuant to the
Indenture without investigating the accuracy, authenticity and validity of these instructions, notices,
declarations, calculations and certifications. Pursuant to the terms of the Indenture or the Notes, the Issuers
or the Subsidiary Guarantors will reimburse the Trustee for all properly incurred expenses.

The Trustee is permitted to engage in other transactions with the Issuers and its Affiliates and shall
not be obligated to account for any profits therefrom and no Trustee and no director or officer of any
corporation being a Trustee hereof shall by reason of the fiduciary position of such Trustee be in any way
precluded from making any contracts or entering into any transactions in the ordinary course of business
with the Issuers, or any person or body corporate directly or indirectly associated with the Issuers, or from
accepting the trusteeship of any other debenture stock, debentures or securities of the Issuers or any person
or body corporate directly or indirectly associated with the Issuers, and neither the Trustee nor any such
director or officer shall be accountable to the Holders, the Issuers, or any person or body corporate directly
or indirectly associated with the Issuers, for any profit, fees, commissions, interest, discounts or share of
brokerage earned, arising or resulting from any such contracts or transactions and the Trustee and any such
director or officer shall also be at liberty to retain the same for its or his own benefit.
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Book-Entry; Delivery and Form

The certificates representing the Notes will be issued in fully registered form without interest
coupons, Notes sold in offshore transactions in reliance on Regulation S under the Securities Act will
initially be represented by one or more permanent global notes in definitive, fully registered form without
interest coupons (each a “Regulation S Global Note”) and will be deposited with a custodian for, and
registered in the name of a nominee of, DTC for the accounts of Euroclear and Clearstream.

Notes sold in reliance on Rule 144A will be represented by one or more permanent global notes in
definitive, fully registered form without interest coupons (each a “Restricted Global Note”; and together with
the Regulation S Global Notes, the “Global Notes”) and will be deposited with a custodian for, and
registered in the name of a nominee of, DTC.

Each Global Note (and any Notes issued for exchange therefor) will be subject to certain restrictions
on transfer set forth therein as described under “Transfer Restrictions.”

Ownership of beneficial interests in a Global Note will be limited to persons who have accounts
with DTC (“participants”) or persons who hold interests through participants. Ownership of beneficial
interests in a Global Note will be shown on, and the transfer of that ownership will be effected only through,
records maintained by DTC or its nominee (with respect to interests of participants) and the records of
participants (with respect to interests of persons other than participants). Beneficial owners may hold their
interests in a Global Note directly through DTC if they are participants in such system, or indirectly through
organizations which are participants in such system.

Euroclear and Clearstream will hold interests in the Global Notes on behalf of their participants
through DTC.

So long as DTC, or its nominee, is the registered owner or holder of a Global Note, DTC or such
nominee, as the case may be, will be considered the sole owner or holder of the Notes represented by such
Global Note for all purposes under the Indenture and the Notes. No beneficial owner of an interest in a
Global Note will be able to transfer that interest except in accordance with DTC’s applicable procedures, in
addition to those provided for under the Indenture and, if applicable, those of Euroclear and Clearstream.

Payments of the principal of, and interest on, a Global Note will be made to DTC or its nominee, as
the case may be, as the registered owner thereof. None of the Issuers, the Subsidiary Guarantors, the Trustee
or the Paying Agent will have any responsibility or liability for any aspect of the records relating to or
payments made on account of beneficial ownership interests in a Global Note or for maintaining, supervising
or reviewing any records relating to such beneficial ownership interests.

The Issuers expect that DTC or its nominee, upon receipt of any payment of principal or interest in
respect of a Global Note, will credit participants’ accounts with payments in amounts proportionate to their
respective beneficial interests in the principal amount of such Global Note as shown on the records of DTC
or its nominee.

The Issuers also expect that payments by participants to owners of beneficial interests in such Global
Note held through such participants will be governed by standing instructions and customary practices, as is
now the case with securities held for the accounts of customers registered in the names of nominees for such
customers. Such payments will be the responsibility of such participants.

The Issuers expects that DTC will take any action permitted to be taken by a holder of Notes
(including the presentation of Notes for exchange as described below) only at the direction of one or more
participants to whose account the DTC interests in a Global Note is credited and only in respect of such
portion of the aggregate principal amount of Notes as to which such participant or participants has or have
given such direction. However, if there is an Event of Default under the Notes, DTC will exchange the
applicable Global Note for Notes in certificated form (“Certificated Notes”), which it will distribute to its
participants and which may be legended as set forth under the heading “Transfer Restrictions.”
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Although DTC, Euroclear and Clearstream are expected to follow the foregoing procedures in order
to facilitate transfers of interests in a Global Note among participants of DTC, Euroclear and Clearstream,
they are under no obligation to perform or continue to perform such procedures, and such procedures may be
discontinued at any time. None of the Issuers, the Subsidiary Guarantors, the Trustee or the Paying Agent
will have any responsibility for the performance by DTC, Euroclear or Clearstream or their respective
participants or indirect participants of their respective obligations under the rules and procedures governing
their operations.

If DTC is at any time unwilling or unable to continue as a depositary for the Global Notes and a
successor depositary is not appointed by the Company within 90 days, the Issuers will issue Certificated
Notes in registered form, which may bear the legend referred to under “Transfer Restrictions,” in exchange
for the Global Notes. Holders of an interest in a Global Note may receive Certificated Notes, which may
bear the legend referred to under “Transfer Restrictions,” in accordance with the DTC’s rules and procedures
in addition to those provided for under the Indenture.

The Clearing Systems

General

DTC, Euroclear and Clearstream have advised the Issuers as follows:

DTC. DTC is a limited-purpose trust company organized under the laws of the State of New York, a
“banking organization” within the meaning of New York Banking Law, a member of the Federal Reserve
System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code, and a
“clearing agency” registered pursuant to the provisions of Section 17A of the Exchange Act. DTC was
created to hold securities of its participants and to facilitate the clearance and settlement of securities
transactions among its participants in such securities through electronic book-entry changes in accounts of its
participants, thereby eliminating the need for physical movement of securities certificates. DTC’s participants
include securities brokers and dealers, banks, trust companies, clearing corporations, and certain other
organizations, some of whom own DTC, and may include the initial purchaser. Indirect access to the DTC
system is also available to others that clear through or maintain a custodial relationship with a DTC
participant, either directly or indirectly (“indirect participants”). Transfers of ownership or other interests in
Notes in DTC may be made only through DTC participants. In addition, beneficial owners of Notes in DTC
will receive all distributions of principal of and interest on the Notes from the Trustee through such DTC
participant.

Euroclear and Clearstream. Euroclear and Clearstream hold securities for participating organizations
and facilitate the clearance and settlement of securities transactions between their respective participants
through electronic book-entry changes in accounts of such participants. Euroclear and Clearstream provide to
their participants, among other things, services for safekeeping, administration, clearance and settlement of
internationally-traded securities and securities lending and borrowing. Euroclear and Clearstream interface
with domestic securities markets. Euroclear and Clearstream participants are financial institutions such as
underwriters, securities brokers and dealers, banks, trust companies and certain other organizations. Indirect
access to Euroclear or Clearstream is also available to others such as banks, brokers, dealers and trust
companies that clear through or maintain a custodial relationship with a Euroclear or Clearstream participant,
either directly or indirectly.

Initial Settlement

Investors’ interests in Notes held in book-entry form by DTC will be represented through financial
institutions acting on their behalf as direct and indirect participants in DTC. As a result, Euroclear and
Clearstream will hold positions on behalf of their participants through DTC.

Investors electing to hold their Notes through DTC (other than through accounts at Euroclear or
Clearstream) must follow the settlement practices applicable to United States corporate debt obligations. The
securities custody accounts of investors will be credited with their holdings against payment in same day
funds on the settlement date.
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Investors electing to hold their Notes through Euroclear or Clearstream accounts will follow the
settlement procedures applicable to conventional Eurobonds in registered form. Notes will be credited to the
securities custody accounts of Euroclear Holders and of Clearstream Holders on the Business Day following
the settlement date against payment for value on the settlement date.

Secondary Market Trading

Secondary market trading between DTC participants will occur in the ordinary way in accordance
with DTC rules. Secondary market trading between Clearstream participants and/or Euroclear participants
will occur in the ordinary way in accordance with the applicable rules and operating procedures of
Clearstream and Euroclear and will be settled using the procedures applicable to conventional eurobonds.

Cross-market transfers between persons holding directly or indirectly through DTC, on the one hand,
and directly or indirectly through Clearstream participants or Euroclear participants, on the other, will be
effected in DTC in accordance with DTC rules on behalf of the relevant European international clearing
system by its U.S. depositary; however, such cross-market transactions will require delivery of instructions to
the relevant European international clearing system by the counterparty in such system in accordance with its
rules and procedures and within its established deadlines (European time). The relevant European
international clearing system will, if a transaction meets its settlement requirements, deliver instructions to
its U.S. depositary to take action to effect final settlement on its behalf by delivering or receiving Notes in
DTC, and making or receiving payment in accordance with normal procedures for same-day funds settlement
applicable to DTC. Clearstream participants and Euroclear participants may not deliver instructions directly
to the U.S. depositaries.

Because of time zone differences, credits of Notes received in Clearstream or Euroclear as a result
of a transaction with a DTC participant will be made during subsequent securities settlement processing and
dated the Business Day following the DTC settlement date. Such credits or any transactions in such Notes
settled during such processing will be reported to the relevant Clearstream participants or Euroclear
participants on such Business Day. Cash received in Clearstream or Euroclear as a result of sales of Notes
by or through a Clearstream participant or a Euroclear participant to a DTC participant will be received with
value on the DTC settlement date but will be available in the relevant Clearstream or Euroclear cash account
only as of the Business Day following settlement in DTC.

Notices

All notices or demands required or permitted by the terms of the Notes or the Indenture to be given
to or by the Holders are required to be in writing and may be given or served by being sent by prepaid
courier or by being deposited, first-class postage prepaid, in the United States mails (if intended for the
Issuers or any Subsidiary Guarantor or the Trustee) addressed to the Issuers, such Subsidiary Guarantor or
the Trustee, as the case may be, at the corporate trust office of the Trustee; and (if intended for any Holder)
addressed to such Holder at such Holder’s last address as it appears in the Note register.

Any such notice or demand will be deemed to have been sufficiently given or served when so sent
or deposited and, if to the Holders, when delivered in accordance with the applicable rules and procedures of
DTC. Any such notice shall be deemed to have been delivered on the day such notice is delivered to DTC or
if by mail, when so sent or deposited.

Consent to Jurisdiction; Service of Process

Each of the Issuers and the Subsidiary Guarantors will irrevocably (i) submit to the non-exclusive
jurisdiction of any U.S. federal or New York state court located in the Borough of Manhattan, The City of
New York in connection with any suit, action or proceeding arising out of, or relating to, the Notes, any
Subsidiary Guarantee, the Indenture or any transaction contemplated thereby and (ii) designate and appoint
Law Debenture Corporate Services Inc., currently at 400 Madison Avenue, Suite 4D, 4th Floor, New York,
NY 10017, for receipt of service of process in any such suit, action or proceeding.
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Governing Law

Each of the Notes, the Subsidiary Guarantees and the Indenture provides that such instrument will be
governed by, and construed in accordance with, the laws of the State of New York.

Definitions

Set forth below are defined terms used in the covenants and other provisions of the Indenture.
Reference is made to the Indenture for other capitalized terms used in this “Description of the Notes” for
which no definition is provided.

“Acquired Indebtedness” means Indebtedness of a Person existing at the time such Person becomes a
Restricted Subsidiary or Indebtedness of a Restricted Subsidiary assumed in connection with an Asset
Acquisition by such Restricted Subsidiary, whether or not Incurred in connection with, or in contemplation
of, the Person merging with or into or becoming a Restricted Subsidiary.

“Adjusted Treasury Rate” means, with respect to any redemption date, (i) the yield, under the
heading which represents the average for the immediately preceding week, appearing in the most recently
published statistical release designated “H.15(519)”or any successor publication which is published weekly
by the Board of Governors of the Federal Reserve System and which establishes yields on actively traded
United States Treasury securities adjusted to constant maturity under “Treasury Constant Maturities,” for the
maturity corresponding to the Comparable Treasury Issue (if no maturity is within three (3) months before or
after April 15, 2022, yields for the two published maturities most closely corresponding to the Comparable
Treasury Issue shall be determined and the Adjusted Treasury Rate shall be interpolated or extrapolated from
such yields on a straight line basis, rounding to the nearest month) or (ii) if such release (or any successor
release) is not published during the week preceding the calculation date or does not contain such yields, the
rate per year equal to the semi-annual equivalent yield to maturity of the Comparable Treasury Issue,
assuming a price for the Comparable Treasury Issue (expressed as a percentage of its principal amount)
equal to the Comparable Treasury Price for such redemption date, in each case calculated on the third
Business Day immediately preceding the redemption date.

“Affiliate” means, with respect to any Person, any other Person (i) directly or indirectly controlling,
controlled by, or under direct or indirect common control with, such Person, (ii) who is a director or officer
of such Person or any Subsidiary of such Person or of any Person referred to in clause (i) of this definition
or (iii) who is a spouse or any person cohabiting as a spouse, child or step-child, parent or step-parent,
brother, sister, step-brother or step-sister, parent-in-law, grandchild, grandparent, uncle, aunt, nephew and
niece of a Person described in clause (i) or (ii). For purposes of this definition, “control” (including, with
correlative meanings, the terms “controlling,” “controlled by” and “under common control with”), as applied
to any Person, means the possession, directly or indirectly, of the power to direct or cause the direction of
the management and policies of such Person, whether through the ownership of voting securities, by contract
or otherwise.

“Applicable Premium” means with respect to a Note at any redemption date, the greater of (i) 1.00%
of the principal amount of such Note and (ii) the excess of (A) the present value at such redemption date of
the redemption price of such Note on April 15, 2022 (such redemption price being described in the first
paragraph in the “– Optional Redemption” section exclusive of any accrued interest), plus all required
remaining scheduled interest payments due on such Note through April 15, 2022 (but excluding accrued and
unpaid interest to the redemption date), computed using a discount rate equal to the Adjusted Treasury Rate
plus 50 basis points, over (B) the principal amount of such Note on such redemption date.

“Asset Acquisition” means (1) an Investment by the Company or any Restricted Subsidiary in any
other Person pursuant to which such Person shall become a Restricted Subsidiary or shall be merged into or
consolidated with the Company or any Restricted Subsidiary or (2) an acquisition by the Company or any
Restricted Subsidiary of the property and assets of any Person other than the Company or any Restricted
Subsidiary that constitute substantially all of a division or line of business of such Person.
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“Asset Disposition” means the sale or other disposition by the Company or any Restricted Subsidiary
(other than to the Company or another Restricted Subsidiary) of (1) all or substantially all of the Capital
Stock of any Restricted Subsidiary or (2) all or substantially all of the assets that constitute a division or
line of business of the Company or any Restricted Subsidiary.

“Asset Sale” means any sale, transfer or other disposition of any assets (including by way of merger,
consolidation or Sale and Leaseback Transaction and including any sale or issuance of Capital Stock by a
Restricted Subsidiary) in one transaction or a series of related transactions by the Company or any Restricted
Subsidiary to any Person; provided that “Asset Sale” shall not include:

(a) sales, transfers or other dispositions of inventory, receivables and other current assets in the
ordinary course of business;

(b) sales, transfers or other dispositions of assets constituting a Permitted Investment or Restricted
Payment permitted to be made under the covenant described under the caption “– Certain
Covenants – Limitation on Restricted Payments”;

(c) sales, transfers or other dispositions of assets with a Fair Market Value not in excess of US$5.0
million (or the Dollar Equivalent thereof) in any transaction or series of related transactions;

(d) any sale, transfer, assignment or other disposition of any property or equipment that has become
damaged, worn out, obsolete or otherwise unsuitable for use in connection with the business of
the Company or its Restricted Subsidiaries;

(e) any transfer, assignment or other disposition deemed to occur in connection with creating or
granting any Permitted Lien;

(f) sales or other dispositions of cash or Temporary Cash Investments;

(g) any transfer, termination, unwinding or other disposition of Hedging Obligations;

(h) a transaction covered by the covenant under the caption “– Consolidation, Merger and Sale of
Assets”;

(i) any sale, transfer or other disposition of any assets by the Company or any Restricted
Subsidiary, including the sale or issuance by the Company or any Restricted Subsidiary of any
Capital Stock of any Restricted Subsidiary, to the Company or any other Restricted Subsidiary;

(j) transfers resulting from any casualty or condemnation of property;

(k) disposition of Investment in joint ventures to the extent required by or made pursuant to buy/sell
arrangements between the joint venture parties; provided that any cash, Temporary Cash
Investment or other consideration received must be applied in compliance with the covenant
described under the caption “– Limitation on Asset Sales”; and

(l) any surrender or waiver of contract rights or settlement, release, recovery on or surrender of
contract, tort or other claims in the ordinary course of business.

“Attributable Indebtedness” means, in respect of a Sale and Leaseback Transaction, at the time of
determination, the present value, discounted at the interest rate implicit in such Sale and Leaseback
Transaction, of the total obligations of the lessee for rental payments during the remaining term of the lease
in such Sale and Leaseback Transaction, including any period for which such lease has been extended or
may, at the option of the lessor, be extended; provided, however, that if such Sale and Leaseback Transaction
results in Capitalized Lease Obligations, the amount of Indebtedness represented thereby will be determined
in accordance with the definition of “Capitalized Lease Obligations.”
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“Average Life” means, at any date of determination with respect to any Indebtedness, the quotient
obtained by dividing (1) the sum of the products of (a) the number of years from such date of determination
to the dates of each successive scheduled principal payment of such Indebtedness and (b) the amount of such
principal payment by (2) the sum of all such principal payments.

“Board of Directors” means the board of directors elected or appointed by the stockholders of the
Company to manage the business of the Company or any committee of such board duly authorized to take
the action purported to be taken by such committee.

“Board Resolution” means any resolution of the Board of Directors taking an action which it is
authorized to take and adopted at a meeting duly called and held at which a quorum of disinterested
members (if so required) was present and acting throughout or adopted by written resolution executed by the
requisite members of the Board of Directors.

“Business Day” means any day which is not a Saturday, Sunday, legal holiday or other day on which
banking institutions in The City of New York, London or Hong Kong (or in any other place in which
payments on the Notes are to be made) are authorized by law or governmental regulation to close.

“Capital Stock” means, with respect to any Person, any and all shares, interests, participations or
other equivalents (however designated, whether voting or non-voting) in equity of such Person, whether
outstanding on the Original Issue Date or issued thereafter, including, without limitation, all Common Stock
and Preferred Stock, but excluding debt securities convertible into such equity.

“Capitalized Lease” means, with respect to any Person, any finance lease of any property (whether
real, personal or mixed) which, in conformity with IFRS, is required to be capitalized on the balance sheet
of such Person.

“Capitalized Lease Obligations” means the present value of minimum lease payments under a
Capitalized Lease measured in conformity with IFRS.

“Change of Control” means the occurrence of one or more of the following events:

(1) the direct or indirect sale, transfer, conveyance or other disposition (other than by way of merger
or consolidation), in one or a series of related transactions, of all or substantially all of the
properties or assets of the Company and its Restricted Subsidiaries, taken as a whole, to any
“person” (within the meaning of Section 13(d) of the U.S. Securities Exchange Act of 1934, as
amended (the “Exchange Act”)), other than one or more Permitted Holders;

(2) the Company consolidates with, or merges with or into, any Person (other than one or more
Permitted Holders), or any Person consolidates with, or merges with or into, the Company, in
any such event pursuant to a transaction in which any of the outstanding Voting Stock of the
Company or such other Person is converted into or exchanged for cash, securities or other
property, other than any such transaction where the Voting Stock of the Company outstanding
immediately prior to such transaction is converted into or exchanged for (or continues as) Voting
Stock (other than Disqualified Stock) of the surviving or transferee Person constituting a
majority of the outstanding shares of Voting Stock of such surviving or transferee Person
(immediately after giving effect to such issuance);

(3) any Person other than the Permitted Holders becomes the beneficial owner of 30% or more of
the total voting power of the Voting Stock of the Company;

(4) individuals who on the Original Issue Date constituted the Board of Directors (together with any
new directors whose nomination or election was approved by a vote of at least a majority of the
members of the Board of Directors then in office who were members of the Board of Directors
on the Original Issue Date or whose nomination or election was previously so approved) cease
for any reason to constitute a majority of the members of the Board of Directors then in office;
or
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(5) the adoption of a plan relating to the liquidation or dissolution of the Company or the Co-Issuer.

“Change of Control Triggering Event” means the occurrence of both a Change of Control and Rating
Decline.

“Clearstream” means Clearstream Banking, société anonyme, Luxembourg.

“Commodity Agreement” means any spot, forward contract, commodity swap agreement, commodity
option agreement, commodity price protection or other similar agreement or arrangement designed to protect
against fluctuations in commodity prices.

“Common Stock” means, with respect to any Person, any and all shares, interests or other
participations in, and other equivalents (however designated and whether voting or non-voting) of such
Person’s common stock or ordinary shares, whether or not outstanding on the Original Issue Date, and
include, without limitation, all series and classes of such common stock or ordinary shares.

“Comparable Treasury Issue” means the U.S. Treasury security having a maturity comparable to
April 15, 2022 that would be utilized, at the time of selection and in accordance with customary financial
practice, in pricing new issues of corporate debt securities of comparable maturity to April 15, 2022.

“Comparable Treasury Price” means, with respect to any redemption date, if clause (ii) of the
Adjusted Treasury Rate is applicable, the average of three, or such lesser number as is obtained by the
Issuers, Reference Treasury Dealer Quotations for such redemption date.

“Consolidated EBITDA” means, for any period, Consolidated Net Income for such period plus, to the
extent such amount was deducted in calculating such Consolidated Net Income:

(1) Consolidated Interest Expense;

(2) income taxes (other than income taxes attributable to extraordinary and non-recurring gains or
losses or sales of assets); and

(3) depreciation expense, amortization expense and all other non-cash items reducing Consolidated
Net Income (other than non-cash items in a period which reflect cash expenses paid or to be
paid in another period), less all non-cash items increasing Consolidated Net Income (other than
accrual of revenues in the ordinary course of business),

all as determined on a consolidated basis for the Company and its Restricted Subsidiaries in conformity with
IFRS; provided that if any Restricted Subsidiary is not a Wholly Owned Restricted Subsidiary, Consolidated
EBITDA shall be reduced (to the extent not otherwise reduced in accordance with IFRS) by an amount equal to
(A) the amount of the Consolidated Net Income attributable to such Restricted Subsidiary multiplied by (B) the
percentage ownership interest in the income of such Restricted Subsidiary not owned on the last day of such
period by the Company or any Restricted Subsidiary.

“Consolidated Interest Expense” means, for any period, the amount that would be included in gross
finance costs/interest expense on a consolidated statement of comprehensive income prepared in accordance
with IFRS for such period of the Company and its Restricted Subsidiaries, plus, to the extent not included in
such gross interest expense, and to the extent incurred, accrued or payable during such period by the
Company and its Restricted Subsidiaries, without duplication, (i) interest expense attributable to Capitalized
Lease Obligations and imputed interest with respect to Attributable Indebtedness, (ii) amortization of debt
issuance costs and original issue discount expense and non-cash interest payments in respect of any
Indebtedness, (iii) the interest portion of any deferred payment obligation, (iv) all commissions, discounts
and other fees and charges with respect to letters of credit or similar instruments issued for financing
purposes or in respect of any Indebtedness, (v) the net costs associated with Hedging Obligations (including
the amortization of fees), (vi) interest accruing on Indebtedness of any other Person that is guaranteed by the
Company or any Restricted Subsidiary proportionate to the extent that such Indebtedness is guaranteed or
secured by a Lien on assets of the Company or any Restricted Subsidiary; (vii) any capitalized interest and
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(viii) all other non-cash interest expense; provided that interest expense attributable to interest on any
Indebtedness bearing a floating interest rate will be computed on a pro forma basis as if the rate in effect on
the date of determination had been the applicable rate for the entire relevant period; and provided further
that, for the avoidance of doubt, distributions incurred, accrued or payments on any perpetual securities that
would not be included in gross finance costs/interest expense on a consolidated statement of comprehensive
income prepared in accordance with IFRS of the Company and its Restricted Subsidiaries, including but not
limited to the Existing Perpetual Securities, shall not be included in the calculation of Consolidated Interest
Expense.

“Consolidated Net Income” means, with respect to any specified Person for any period, the aggregate
of the consolidated profit attributable to the equity shareholders of such Person for such period, on a
consolidated basis, determined in conformity with IFRS; provided that the following items shall be excluded
in computing Consolidated Net Income (without duplication):

(1) the net income (or loss) of any Person that is not a Restricted Subsidiary or that is accounted for
by the equity method of accounting, except to the extent of the amount of net income actually
paid in cash to, or the amount of loss actually funded in cash by, the specified Person or a
Restricted Subsidiary of the Person during such period;

(2) the net income (or loss) of any Person accrued prior to the date it becomes a Restricted
Subsidiary or is merged into or consolidated with the Company or any Restricted Subsidiary or
all or substantially all of the property and assets of such Person are acquired by the Company or
any Restricted Subsidiary;

(3) the net income (but not loss) of any Restricted Subsidiary (other than the Co-Issuer or a
Subsidiary Guarantor) to the extent that the declaration or payment of dividends or similar
distributions by such Restricted Subsidiary of such net income is not at the time permitted by
the operation of the terms of its charter, articles of association or other similar constitutive
documents, or any agreement, instrument, judgment, decree, order, statute, rule or governmental
regulation applicable to such Restricted Subsidiary;

(4) the cumulative effect of a change in accounting principles;

(5) any net after-tax gains realized on the sale or other disposition of (A) any property or assets of
the Company or any Restricted Subsidiary which is not sold in the ordinary course of business
or (B) any Capital Stock of any Person (including any gains by the Company realized on sales
of Capital Stock of the Company or any Restricted Subsidiary);

(6) any non-cash expense, loss, income or gain relating to any change in fair value of convertible
securities issued by the Company;

(7) any non-cash expense, loss, income or gain relating to any change in fair value of share options
and other equity based compensation;

(8) any translation gains or losses due solely to fluctuations in currency values and related tax
effects; and

(9) any net after-tax extraordinary or non-recurring gains or (solely for the purposes of calculating
Consolidated EBITDA) losses.

“Credit Facilities” means one or more debt facilities or commercial paper facilities or indentures or
trust deeds or note purchase agreements or Capitalized Lease Obligations, in each case, with banks or other
institutional lenders or investors providing for revolving credit loans, term loans, receivables financing
(including through the sale of receivables to such lenders or to other entities formed to borrow from such
lenders against such receivables), letters of credit, bonds, notes, debentures or other corporate debt
instruments or other financing, in each case, as amended, extended, restated, modified, supplemented,
renewed, refunded, replaced or refinanced (whether upon or after termination or otherwise) (including by
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means of sales of debt securities to institutional investors) in whole or in part from time to time by one or
more credit agreements, debt facilities or other agreement without limitation as to the identity of the lenders
or investors, or the maturity, terms, conditions, covenants or other provisions thereof.

“Currency Agreement” means any foreign exchange forward contract, currency swap agreement,
currency hedge agreement, currency option agreement or other similar agreement or arrangement designed to
protect against fluctuations in foreign exchange rates.

“Default” means any event that is, or after notice or passage of time or both would be, an Event of
Default.

“Disqualified Stock” means any class or series of Capital Stock of any Person that by its terms or
otherwise is (1) required to be redeemed prior to the Stated Maturity of the Notes, (2) redeemable at the
option of the holder of such class or series of Capital Stock at any time prior to the Stated Maturity of the
Notes or (3) convertible into or exchangeable for Capital Stock referred to in clause (1) or (2) above or
Indebtedness having a scheduled maturity prior to the Stated Maturity of the Notes; provided that any
Capital Stock that would not constitute Disqualified Stock but for provisions thereof giving holders thereof
the right to require such Person to repurchase or redeem such Capital Stock upon the occurrence of an “asset
sale” or “change of control” occurring prior to the Stated Maturity of the Notes shall not constitute
Disqualified Stock if (a) the “asset sale” or “change of control” provisions applicable to such Capital Stock
are no more favorable to the holders of such Capital Stock than the provisions contained in “– Certain
Covenants – Limitation on Asset Sales” and “Repurchase of Notes upon a Change of Control Triggering
Event” covenants and such Capital Stock specifically provides that such Person will not repurchase or
redeem any such stock pursuant to such provision prior to the Issuers’ repurchase of the Notes as are
required to be repurchased pursuant to the “– Certain Covenants – Limitation on Asset Sales” and
“Repurchase of Notes upon a Change of Control Triggering Event” covenants or (b) if the terms of such
Capital Stock provide that such Person may not repurchase or redeem such Capital Stock pursuant to such
provision unless such repurchase or redemption complies with the covenant described under “– Certain
Covenants – Limitation on Restricted Payments.”

“Dollar Equivalent” means, with respect to any monetary amount in a currency other than U.S.
dollars, at any time for the determination thereof, the amount of U.S. dollars obtained by converting such
foreign currency involved in such computation into U.S. dollars at the base rate for the purchase of U.S.
dollars with the applicable foreign currency as quoted by the Federal Reserve Bank of New York on the date
of determination.

“DTC” means The Depository Trust Company and its successors.

“Equity Offering” means (i) any underwritten primary public offering or private placement of
Common Stock of the Company after the Original Issue Date to any Person other than a Wholly Owned
Restricted Subsidiary or any Permitted Holder or (ii) any secondary public offering or secondary private
placement of Common Stock of the Company beneficially owned by a Permitted Holder after the Original
Issue Date, the net proceeds therefrom are contributed to the common equity capital of the Company;
provided that the aggregate gross cash proceeds received by the Company from such transaction shall be no
less than US$20.0 million (or the Dollar Equivalent thereof).

“Euroclear” means Euroclear Bank S.A./N.V., as operator of the Euroclear System.

“Existing Perpetual Securities” means the subordinated perpetual securities issued by the Company
pursuant to an indenture dated May 4, 2017 and entered into between, among others, the Company and The
Bank of New York Mellon as trustee.

“Fair Market Value” means the price that would be paid in an arm’s-length transaction between an
informed and willing seller under no compulsion to sell and an informed and willing buyer under no
compulsion to buy, as determined in good faith by the Board of Directors, whose determination shall be
conclusive if evidenced by a Board Resolution.
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“Finance Subsidiary” means any Person who is Wholly Owned by the Company and who does not
engage in any business activity except (1) the Incurrence of Indebtedness to Persons other than the Company
or any Restricted Subsidiary from time to time to finance the operations of the Company and/or any
Restricted Subsidiary, (2) the ownership of shares of another Finance Subsidiary, (3) activity related to the
establishment or maintenance of that Person’s corporate existence, and (4) any other activity in connection
with or incidental to activities referred to in clauses (1), (2) or (3).

“Fitch” means Fitch Ratings Ltd. or any successor to the rating agency business thereof.

“guarantee” means any obligation, contingent or otherwise, of any Person directly or indirectly
guaranteeing any Indebtedness or other obligation of any other Person and, without limiting the generality of
the foregoing, any obligation, direct or indirect, contingent or otherwise, of such Person (1) to purchase or
pay (or advance or supply funds for the purchase or payment of) such Indebtedness or other obligation of
such other Person (whether arising by virtue of partnership arrangements, or by agreements to keep-well, to
purchase assets, goods, securities or services, to take-or-pay, or to maintain financial statement conditions or
otherwise) or (2) entered into for purposes of assuring in any other manner the obligee of such Indebtedness
or other obligation of the payment thereof or to protect such obligee against loss in respect thereof (in whole
or in part); provided that the term “guarantee” shall not include endorsements for collection or deposit in the
ordinary course of business. The term “guarantee” used as a verb has a corresponding meaning.

“Hedging Obligation” of any Person means the obligations of such Person pursuant to any
Commodity Agreement, Currency Agreement or Interest Rate Agreement.

“Holder” means the Person in whose name a Note is registered in the Note register.

“IFRS” means International Financial Reporting Standards as in effect from time to time. All
computations contained or referred to in the Indenture, to the extent applicable, shall be computed in
conformity with IFRS applied on a consistent basis.

“Incur” means, with respect to any Indebtedness or Capital Stock, to incur, create, issue, assume,
guarantee or otherwise become liable for or with respect to, or become responsible for, the payment of,
contingently or otherwise, such Indebtedness or Capital Stock; provided that (1) any Indebtedness and
Capital Stock of a Person existing at the time such Person becomes a Restricted Subsidiary (or fails to meet
the qualifications necessary to remain an Unrestricted Subsidiary) will be deemed to be Incurred by such
Restricted Subsidiary at the time it becomes a Restricted Subsidiary and (2) the accretion of original issue
discount, the accrual of interest, the accrual of dividends, the payment of interest in the form of additional
Indebtedness and the payment of dividends on Preferred Stock in the form of additional shares of Preferred
Stock (to the extent provided for when the Indebtedness or Preferred Stock on which such interest or
dividend is paid was originally issued) shall not be considered an Incurrence of Indebtedness. The terms
“Incurrence,” “Incurred” and “Incurring” have meanings correlative with the foregoing.

“Indebtedness” means, with respect to any Person at any date of determination (without duplication):

(1) all indebtedness of such Person for borrowed money;

(2) all obligations of such Person evidenced by bonds, debentures, notes or other similar
instruments;

(3) all obligations of such Person in respect of letters of credit, bankers’ acceptances or other similar
instruments;

(4) all obligations of such Person to pay the deferred and unpaid purchase price of property or
services, except Trade Payables;

(5) all Capitalized Lease Obligations and Attributable Indebtedness;

(6) all Indebtedness of other Persons secured by a Lien on any asset of such Person, whether or not
such Indebtedness is assumed by such Person; provided that the amount of such Indebtedness
shall be the lesser of (A) the Fair Market Value of such asset at such date of determination and
(B) the amount of such Indebtedness;
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(7) all Indebtedness of other Persons guaranteed by such Person to the extent such Indebtedness is
guaranteed by such Person;

(8) to the extent not otherwise included in this definition, Hedging Obligations;

(9) all Disqualified Stock issued by such Person valued at the greater of its voluntary or involuntary
liquidation preference and its maximum fixed repurchase price plus accrued dividends (to the
extent not included therein); and

(10) any Preferred Stock issued by (i) such Person, if such Person is a Restricted Subsidiary or (ii)
any Restricted Subsidiary of such Person, valued at the greater of its voluntary or involuntary
liquidation preference and its maximum fixed repurchase price plus (to the extent not included
therein) accrued dividends.

Notwithstanding the foregoing, “Indebtedness” will not include (i) any capital commitments, pre-sale
receipts, deposits or advances from customers or any contingent obligations to refund payments (including
deposits) to customers (or any guarantee thereof) in connection with mandatory obligations under or pending
completion of a customer contract, or (ii) obligations of the Company or a Restricted Subsidiary to pay the
deferred and unpaid purchase price of property or services due to suppliers of equipment or other assets
(including parts thereof) not more than one year after such property is acquired or such services are
completed and the amount of unpaid purchase price retained by the Company or any Restricted Subsidiary in
the ordinary course of business in connection with an acquisition of equipment or other assets (including
parts thereof) pending full operation or contingent on certain conditions during a warranty period of such
equipment or assets in accordance with the terms of the acquisition; provided that, in each case, such
Indebtedness is not reflected as borrowings on the consolidated balance sheet of the Company (contingent
obligations and commitments referred to in a footnote to financial statements and not otherwise reflected as
borrowings on the balance sheet will not be deemed to be reflected on such balance sheet). For the
avoidance of doubt, “Indebtedness” will include the Existing Perpetual Securities.

Notwithstanding the foregoing, in connection with the purchase by the Company or any Restricted
Subsidiary of any asset or property to be used in the ordinary course of business by the Company or any
Restricted Subsidiary in the Permitted Business (including any such purchase through the acquisition of
Capital Stock of any Person that owns such asset or property, which will, upon such acquisition, become a
Restricted Subsidiary), the term “Indebtedness” will not include post-closing payment obligations of the
Company or such Restricted Subsidiary to which the seller may become entitled to the extent the amount of
such payment is determined by a final closing balance sheet, final reserve assessment or a similar report or
document or such payment depends on the performance of such asset or property after the closing; provided,
however, that, at the time of closing, the amount of any such payment obligation is not determinable and, to
the extent such payment thereafter becomes fixed and determined, the amount is paid within 360 days
thereafter.

The amount of Indebtedness of any Person at any time shall be the outstanding balance at such time
of all unconditional obligations as described above and, with respect to contingent obligations, the maximum
liability upon the occurrence of the contingency giving rise to the obligation; provided that:

(A) the amount outstanding at any time of any Indebtedness issued with original issue discount is the
face amount of such Indebtedness less the remaining unamortized portion of the original issue
discount of such Indebtedness at such time as determined in conformity with IFRS;

(B) money borrowed and set aside at the time of the Incurrence of any Indebtedness in order to
prefund the payment of the interest on such Indebtedness shall not be deemed to be
“Indebtedness” so long as such money is held to secure the payment of such interest; and

(C) that the amount of or the principal amount of Indebtedness with respect to any Hedging
Obligation shall be equal to the net amount payable if such Hedging Obligation terminated at or
prior to that time due to a default by such Person.
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“Interest Rate Agreement” means any interest rate protection agreement, interest rate future
agreement, interest rate option agreement, interest rate swap agreement, interest rate cap agreement, interest
rate collar agreement, interest rate hedge agreement, option or future contract or other similar agreement or
arrangement designed to protect against fluctuations in interest rates.

“Investment” means:

(i) any direct or indirect advance, loan or other extension of credit to another Person,

(ii) any capital contribution to another Person (by means of any transfer of cash or other property to
others or any payment for property or services for the account or use of others),

(iii) any purchase or acquisition of Capital Stock, Indebtedness, bonds, notes, debentures or other
similar instruments or securities issued by another Person, or

(iv) any guarantee of any obligation of another Person to the extent such obligation is outstanding
and to the extent guaranteed by such Person.

For the purposes of the provisions of the “– Certain Covenants – Designation of Restricted and
Unrestricted Subsidiaries” and “– Certain Covenants – Limitation on Restricted Payments” covenants: (i) the
Company will be deemed to have made an Investment in an Unrestricted Subsidiary in an amount equal to
the Company’s proportional interest in the Fair Market Value of the assets (net of liabilities owed to any
Person other than the Company or a Restricted Subsidiary and that are not guaranteed by the Company or a
Restricted Subsidiary) of a Restricted Subsidiary that is designated an Unrestricted Subsidiary at the time of
such designation representing the percentage ownership of such Unrestricted Subsidiary at such time and (ii)
any property transferred to or from any Person shall be valued at its Fair Market Value at the time of such
transfer, as determined in good faith by the Board of Directors.

“Investment Grade” means a rating of “AAA,” “AA,” “A” or “BBB,” as modified by a “+” or “-”
indication, or an equivalent rating representing one of the four highest Rating Categories, by S&P, Fitch or
any of its successors or assigns or the equivalent ratings of any internationally recognized rating agency or
agencies, as the case may be, which shall have been designated by the Issuers as having been substituted for
S&P or Fitch or both, as the case may be.

“Leverage Ratio” means, as of any Transaction Date, the ratio of (i) the aggregate amount of
Indebtedness of the Company and its Restricted Subsidiaries on a consolidated basis outstanding on such
Transaction Date to (ii) the aggregate amount of Consolidated EBITDA for the Two Semi-annual Periods
with respect to such Transaction Date. In making the foregoing calculation:

(A) pro forma effect will be given to any Indebtedness Incurred, repaid or redeemed during the
Reference Period relating to such Two Semi-annual Periods (other than Indebtedness Incurred or
repaid under a revolving credit or similar arrangement (or any predecessor revolving credit or
similar arrangement) in effect on the last day of such Two Semi-annual Periods), in each case as
if such Indebtedness had been Incurred, repaid or redeemed on the first day of such Reference
Period; provided that, in the event of any such repayment or redemption, Consolidated EBITDA
for such Two Semi-annual Periods will not include any interest income actually earned by the
Company or such Restricted Subsidiary during such Two Semi-annual Periods in respect of the
funds used to repay or redeem such Indebtedness;

(B) pro forma effect will be given to Asset Dispositions and Asset Acquisitions (including giving pro
forma effect to the application of proceeds of any Asset Disposition) that occur during such
Reference Period as if they had occurred and such proceeds had been applied on the first day of
such Reference Period;
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(C) pro forma effect will be given to asset dispositions and asset acquisitions (including giving pro
forma effect to the application of proceeds of any asset disposition) that have been made by any
Person that has become a Restricted Subsidiary or has been merged with or into the Company or
any Restricted Subsidiary during such Reference Period and that would have constituted Asset
Dispositions or Asset Acquisitions had such transactions occurred when such Person was a
Restricted Subsidiary as if such asset dispositions or asset acquisitions were Asset Dispositions
or Asset Acquisitions that occurred on the first day of such Reference Period; and

(D) pro forma effect will be given to the creation, designation or re-designation of Restricted
Subsidiaries and Unrestricted Subsidiaries as if such creation, designation or re-designation had
occurred on the first day of such Reference Period;

provided that to the extent that clause (B) or (C) of this paragraph requires that pro forma effect be given to an
Asset Acquisition or Asset Disposition (or asset acquisition or asset disposition), such pro forma calculation will
be based upon the two full semi-annual fiscal periods immediately preceding the Transaction Date of the Person,
or division or line of business of the Person, that is acquired or disposed for which financial information is
available.

“Liabilities” means, with respect to a Luxembourg Subsidiary Guarantor, all existing liabilities (other
than any liabilities owed to the direct or indirect shareholders of such Luxembourg Subsidiary Guarantor)
incurred by such Luxembourg Subsidiary Guarantor and as reflected in the books of such Luxembourg
Subsidiary Guarantor.

“Lien” means any mortgage, pledge, security interest, encumbrance, lien or charge of any kind
(including, without limitation, any conditional sale or other title retention agreement or lease in the nature
thereof or any agreement to create any mortgage, pledge, security interest, lien, charge, easement or
encumbrance of any kind).

“Material Acquisitions or Dispositions” means any transaction that would require the preparation of
pro forma financial information pursuant to Rule 11-01(a) or (b) of Regulation S-X promulgated under the
Securities Act, assuming that such Rule is applicable to the Company.

“Maximum Amount” means, with respect to a Luxembourg Subsidiary Guarantor, an amount equal to
90% of the Luxembourg Subsidiary Guarantor’s own funds (capitaux propres), as referred to in annex I to
the grand-ducal regulation dated 18 December 2015 defining the form and content of the presentation of
balance sheet and profit and loss account, and enforcing the Luxembourg law dated 19 December 2002
concerning the trade and companies register and the accounting and annual accounts of undertakings less the
Liabilities at the time the guarantee or the indemnity is called.”

“Measurement Date” means July 1, 2018.

“Net Cash Proceeds” means:

(a) with respect to any Asset Sale (other than the issuance or sale of Capital Stock), the proceeds of
such Asset Sale in the form of cash or Temporary Cash Investments, including payments in
respect of deferred payment obligations (to the extent corresponding to the principal, but not
interest, component thereof) when received in the form of cash or Temporary Cash Investments
and proceeds from the conversion of other property received when converted to cash or
Temporary Cash Investments, net of

(1) brokerage commissions and other fees and expenses (including fees and expenses of counsel
and investment banks) related to such Asset Sale;

(2) provisions for all taxes (whether or not such taxes will actually be paid or are payable) as a
result of such Asset Sale without regard to the consolidated results of operations of the
Company and its Restricted Subsidiaries, taken as a whole;

(3) payments made to repay Indebtedness or any other obligation outstanding at the time of such
Asset Sale that either (x) is secured by a Lien on the property or assets sold or (y) is
required to be paid as a result of such sale;
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(4) appropriate amounts to be provided by the Company or any Restricted Subsidiary as a
reserve against any liabilities associated with such Asset Sale, including, without limitation,
pension and other post-employment benefit liabilities, liabilities related to environmental
matters and liabilities under any indemnification obligations associated with such Asset Sale,
all as determined in conformity with IFRS; and

(5) all distributions and other payments required to be made to minority interest holders in
Subsidiaries or joint ventures as a result of such Asset Sale or the distribution of proceeds
from such Asset Sale; and

(b) with respect to any Asset Sale consisting of the issuance or sale of Capital Stock, the proceeds
of such issuance or sale in the form of cash or Temporary Cash Investments, including payments
in respect of deferred payment obligations (to the extent corresponding to the principal, but not
interest, component thereof) when received in the form of cash or Temporary Cash Investments
and proceeds from the conversion of other property received when converted to cash or
Temporary Cash Investments, net of attorneys’ fees, accountants’ fees, underwriters’ or
placement agents’ fees, discounts or commissions and brokerage, consultant and other fees
incurred in connection with such issuance or sale and net of taxes paid or payable as a result
thereof.

“Offer to Purchase” means an offer to purchase the Notes by the Issuers from the Holders
commenced by the Issuers mailing a notice by first class mail, postage prepaid, to the Trustee and each
Holder at its last address appearing in the Note register stating:

(1) the provision of the Indenture pursuant to which the offer is being made and that all Notes
validly tendered will be accepted for payment on a pro rata basis;

(2) the purchase price and the date of purchase (which shall be a Business Day no earlier than 30
days nor later than 60 days from the date such notice is mailed) (the “Offer to Purchase Payment
Date”);

(3) that any Note not tendered will continue to accrue interest pursuant to its terms;

(4) that, unless the Issuers default in the payment of the purchase price, any Note accepted for
payment pursuant to the Offer to Purchase shall cease to accrue interest on and after the Offer to
Purchase Payment Date;

(5) that Holders electing to have a Note purchased pursuant to the Offer to Purchase will be
required to surrender the Note, together with the form entitled “Option of the Holder to Elect
Purchase” on the reverse side of the Note completed, to the Paying Agent at the address
specified in the notice prior to the close of business on the Business Day immediately preceding
the Offer to Purchase Payment Date;

(6) that Holders will be entitled to withdraw their election if the Paying Agent receives, not later
than the close of business on the third Business Day immediately preceding the Offer to
Purchase Payment Date, a facsimile transmission or letter setting forth the name of such Holder,
the principal amount of Notes delivered for purchase and a statement that such Holder is
withdrawing his election to have such Notes purchased; and

(7) that Holders whose Notes are being purchased only in part will be issued new Notes equal in
principal amount to the unpurchased portion of the Notes surrendered; provided that each Note
purchased and each new Note issued shall be in a principal amount of US$200,000 or integral
multiples of US$1,000 in excess thereof.
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One Business Day prior to the Offer to Purchase Payment Date, the Issuers will deposit with the
Paying Agent money sufficient to pay the purchase price of all Notes or portions thereof to be accepted by
the Issuers for payment on the Offer to Purchase Payment Date. On the Offer to Purchase Payment Date, the
Issuers shall (a) accept for payment on a pro rata basis Notes or portions thereof tendered pursuant to an
Offer to Purchase; and (b) deliver, or cause to be delivered, to the Trustee all Notes or portions thereof so
accepted together with an Officers’ Certificate specifying the Notes or portions thereof accepted for payment
by the Issuers. In the case of Certificated Notes, the Paying Agent shall promptly mail to the Holders of
Notes so accepted payment in an amount equal to the purchase price, and the Trustee shall promptly
authenticate and mail to such Holders a new Note equal in principal amount to any unpurchased portion of
the Note surrendered; provided that each Note purchased and each new Note issued shall be in a principal
amount of US$200,000 or integral multiples of US$1,000 in excess thereof. The Issuers will publicly
announce the results of an Offer to Purchase as soon as practicable after the Offer to Purchase Payment
Date. The Issuers will comply with Rule 14e-1 under the Exchange Act and any other securities laws and
regulations to the extent such laws and regulations are applicable, in the event that the Issuers are required
to repurchase Notes pursuant to an Offer to Purchase.

To the extent that the provisions of any securities laws or regulations of any jurisdiction conflict
with the provisions of the Indenture governing any Offer to Purchase, the Issuers will comply with the
applicable securities laws and regulations and will not be deemed to have breached its obligations under the
Indenture by virtue of such compliance.

The materials used in connection with an Offer to Purchase are required to contain or incorporate by
reference information concerning the business of the Issuers and their Subsidiaries which the Issuers in good
faith believe will assist such Holders to make an informed decision with respect to the Offer to Purchase,
including a brief description of the events requiring the Issuers to make the Offer to Purchase, and any other
information required by applicable law to be included therein. The offer is required to contain all
instructions and materials necessary to enable such Holders to tender Notes pursuant to the Offer to
Purchase.

“Officer” means one of the executive officers of the Company and/or the Co-Issuer (as the case may
be) or, in the case of a Subsidiary Guarantor, one of the directors or executive officers of such Subsidiary
Guarantor.

“Officers’ Certificate” means a certificate signed by two Officers; provided that, with respect to any
Subsidiary Guarantor having only one Officer, an “Officers’ Certificate” means a certificate signed by such
Officer.

“Opinion of Counsel” means a written opinion from legal counsel which is acceptable to the Trustee
that meets the requirements of the Indenture; provided that legal counsel shall be entitled to rely on
certificates of the Company and any Subsidiary of the Company as to matters of fact.

“Original Issue Date” means the date on which the Notes are originally issued under the Indenture.

“Payment Default” means (i) any default in the payment of interest on any Note when the same
becomes due and payable, (ii) any default in the payment of principal of (or premium, if any, on) the Notes
when the same becomes due and payable at maturity, upon acceleration, redemption or otherwise, (iii) the
failure by the Issuers to make or consummate a Change of Control Offer in the manner described under the
caption “– Repurchase of Notes upon a Change of Control Triggering Event,” or an Offer to Purchase in the
manner described under the caption “– Certain Covenants – Limitation on Asset Sales” or (iv) any Event of
Default specified in clause (e) of the definition of Events of Default.

“Permitted Business” means any business conducted by the Company and its Restricted Subsidiaries
on the Original Issue Date as described in this offering memorandum, any other natural resources extraction,
processing, transportation or marketing business and other businesses reasonably related or ancillary thereto.
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“Permitted Holders” means any or all of the following:

(1) Mr. Odjargal Jambaljamts and Mr. Od Jambaljamts;

(2) the estate, trust and spouse or any immediate family member of the Person specified in clause
(1) or the legal representative of any of the foregoing;

(3) any Affiliate (other than an Affiliate as defined in clause (ii) or (iii) of the definition of
“Affiliate”) of either of the Persons specified in clause (1) of this definition; and

(4) any Person both the Capital Stock and the Voting Stock of which (or in the case of a trust, the
beneficial interests in which) are more than 80% owned by Persons specified in clauses (1) and
(2) of this definition.

“Permitted Investment” means:

(1) any Investment in (a) the Company or a Restricted Subsidiary that is, directly or indirectly
primarily engaged in a Permitted Business or (b) a Person which will, upon the making of such
Investment, become a Restricted Subsidiary that is, directly or indirectly primarily engaged in a
Permitted Business or be merged or consolidated with or into or to transfer or convey all or
substantially all its assets to the Company or a Restricted Subsidiary that is, directly or
indirectly primarily engaged in a Permitted Business;

(2) cash or Temporary Cash Investments;

(3) payroll, travel and similar advances to cover matters that are expected at the time of such
advances ultimately to be treated as expenses in accordance with IFRS;

(4) stock, obligations or securities received in satisfaction of judgments;

(5) an Investment in an Unrestricted Subsidiary consisting solely of an Investment in another
Unrestricted Subsidiary;

(6) any Investment pursuant to a Hedging Obligation designed solely to protect the Company or any
Restricted Subsidiary against fluctuations in commodity prices, interest rates or foreign currency
exchange rates and not for speculation;

(7) receivables, trade credits or other current assets owing to the Company or any Restricted
Subsidiary, if created or acquired in the ordinary course of business and payable or
dischargeable in accordance with customary trade terms, including such concessionary trade
terms as the Company or any Restricted Subsidiary considers reasonable under the
circumstances;

(8) any securities or other Investments received as consideration in, or retained in connection with,
sales or other dispositions of property or assets, including Asset Dispositions made in
compliance with the covenant described under the caption “– Certain Covenants – Limitation on
Asset Sales”;

(9) pledges or deposits (x) with respect to leases or utilities provided to third parties in the ordinary
course of business or (y) otherwise described in the definition of “Permitted Liens” or made in
connection with Liens permitted under the covenant described under the caption “– Certain
Covenants – Limitation on Liens”;

(10) Investments in securities or other obligations of trade creditors, trade debtors or customers
received in compromise or settlement of debts created in the ordinary course of business, or
pursuant to any plan of reorganization or similar arrangement upon the bankruptcy or insolvency
of such trade creditor, trade debtor or customer, or as a result of foreclosure of or transfer of
title with respect to any secured investment;
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(11) loans or advances to contractors, vendors, suppliers or distributors for the acquisition of assets
or consumables or services in the ordinary course of business that are recorded as deposits or
prepaid expenses on the Company’s consolidated balance sheet;

(12) loans or advances to employees made in the ordinary course of business in an aggregate
principal amount not to exceed $5.0 million at any one time outstanding;

(13) deposits made in order to comply with statutory or regulatory obligations to maintain deposits
for workers, compensation claims and other purposes specified by statute or regulation from time
to time in the ordinary course of business;

(14) deposits made in order to secure the performance of the Company or any of its Restricted
Subsidiaries and prepayments made in connection with the acquisition of real property or land
use rights by the Company or any Restricted Subsidiary, in each case, in the ordinary course of
a Permitted Business;

(15) any guarantee of Indebtedness Incurred in accordance with the covenant “– Limitation on
Indebtedness”;

(16) repurchases of the Notes;

(17) an acquisition of assets, Capital Stock or other securities by the Company or its Subsidiary for
consideration to the extent such consideration consists solely of Common Stock of the Company;

(18) Investments (including binding commitments to make Investments) in existence on the Original
Issue Date and as described in this offering memorandum; or

(19) other Investments in any Person having an aggregate Fair Market Value (measured on the date
each such Investment was made and without giving effect to subsequent changes in value), when
taken together with all other Investments (minus to the extent that an Investment made after the
Original Issue Date under this clause (19) is sold or otherwise liquidated or repaid for cash, the
lesser of (x) the net cash proceeds from the return of capital with respect to such Investment
(less the cost of disposition, if any) and (y) the initial amount of such Investment, not to exceed,
in each case, the amount of Investments made by the Company or a Restricted Subsidiary after
the Original Issue Date in any such Person under this clause) made pursuant to this clause (19)
since the Original Issue Date, not to exceed 1% of Total Assets.

“Permitted Liens” means:

(1) Liens for taxes, assessments, governmental charges or claims that are being contested in good
faith by appropriate legal or administrative proceedings promptly instituted and diligently
conducted and for which a reserve or other appropriate provision, if any, as shall be required in
conformity with IFRS shall have been made;

(2) statutory and common law Liens of landlords and carriers, warehousemen, mechanics, suppliers,
repairmen or other similar Liens arising in the ordinary course of business and with respect to
amounts not yet delinquent or being contested in good faith by appropriate legal or
administrative proceedings promptly instituted and diligently conducted and for which a reserve
or other appropriate provision, if any, as shall be required in conformity with IFRS shall have
been made;

(3) Liens incurred or deposits made to secure the performance of tenders, bids, leases, statutory or
regulatory obligations, bankers’ acceptances, surety and appeal bonds, government contracts,
performance and return-of-money bonds and other obligations of a similar nature incurred in the
ordinary course of business (exclusive of obligations for the payment of borrowed money);

(4) leases or subleases granted to others that do not materially interfere with the ordinary course of
business of the Company and its Restricted Subsidiaries, taken as a whole;
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(5) Liens encumbering property or assets under construction arising from progress or partial
payments by a customer of the Company or its Restricted Subsidiaries relating to such property
or assets;

(6) any interest or title of a lessor in the property subject to any operating lease;

(7) Liens on property of, or on shares of Capital Stock or Indebtedness of, any Person existing at
the time such Person becomes, or becomes a part of, any Restricted Subsidiary; provided that
such Liens do not extend to or cover any property or assets of the Company or any Restricted
Subsidiary other than the property or assets acquired; provided further that such Liens were not
created in contemplation of or in connection with the transactions or series of transactions
pursuant to which such Person became a Restricted Subsidiary;

(8) Liens in favor of the Company or any Restricted Subsidiary;

(9) Liens arising from attachment or the rendering of a final judgment or order against the Company
or any Restricted Subsidiary that does not give rise to an Event of Default;

(10) (a) Liens securing reimbursement obligations with respect to letters of credit or trade guarantees,
performance and surety bonds and similar instruments that encumber documents and other
property relating to such letters of credit or trade guarantees, performance and surety bonds and
similar instruments and the products and proceeds thereof, in each case exclusive of obligations
for the payment of borrowed money or (b) Liens in favor of any bank having a right of setoff,
revocation, refund or chargeback with respect to money or instruments of the Company or any
Restricted Subsidiary on deposit with or in the possession of such bank;

(11) Liens existing on the Original Issue Date;

(12) Liens securing Indebtedness which is Incurred to refinance secured Indebtedness which is
permitted to be Incurred under clause (b)(4) of the covenant described under the caption “–
Limitation on Indebtedness”; provided that such Liens do not extend to or cover any property or
assets of the Company or any Restricted Subsidiary other than the property or assets securing
the Indebtedness being refinanced;

(13) Liens (including extensions and renewals thereof) upon real or personal property, asset or
equipment acquired after the Original Issue Date of the Company or any Restricted Subsidiary;
provided that (a) such Lien is created solely for the purpose of securing Indebtedness Incurred
under clause (b)(6)(B) of the covenant described under the caption “– Limitation on
Indebtedness,” (b) such Lien is created prior to, at the time of or within 180 days after the later
of the acquisition or the completion of development, construction or improvement of such
property, (c) the principal amount of Indebtedness secured by such Lien does not exceed 100%
of the cost of such property, development, construction or improvement and (d) such Lien shall
not extend to or cover any property or assets other than such item of property and any
improvements on such item;

(14) easements, rights-of-way, municipal and zoning ordinances or other restrictions as to the use of
properties in favor of governmental agencies or utility companies that do not materially
adversely affect the value of such properties or materially impair the use for the purposes of
which such properties are held by the Company or any Restricted Subsidiary;

(15) Liens securing Indebtedness under any Hedging Obligation permitted to be Incurred under clause
(b)(5) of the covenant described under the caption “– Certain Covenants – Limitation on
Indebtedness”; provided that (i) Indebtedness relating to any such Hedging Obligations is, and is
permitted under the covenant described under the caption “– Certain Covenants – Limitation on
Liens” to be, secured by a Lien on the same property securing such Hedging Obligation or (ii)
such Lien is encumbering customary initial deposits or margin deposits or are otherwise within
the general parameters customary in the industry;
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(16) any interest or title of a lessor under any Capitalized Lease Obligation permitted to be Incurred
under the Indenture; provided, however, that the Liens do not extend to any property or assets
which is not leased property subject to such Capitalized Lease Obligation;

(17) Liens on pledges or deposits under worker’s compensation laws, unemployment insurance laws
or similar legislation, or good faith deposits in connection with bids, tenders, contracts or leases,
or to secure public or statutory obligations, and other purposes specified by statute made in the
ordinary course of business and not securing Indebtedness of the Company or any Restricted
Subsidiary;

(18) Liens on deposits made in order to secure the performance of the Company or any of its
Restricted Subsidiaries in connection with the acquisition of real property or land use rights by
the Company or any of its Restricted Subsidiaries in the ordinary course of business and not
securing Indebtedness of the Company or any Restricted Subsidiary;

(19) Liens to secure Indebtedness permitted under clause (b)(12) under the caption “Limitation on
Indebtedness”;

(20) Liens on assets of a Non-Guarantor Restricted Subsidiary securing any Permitted Subsidiary
Indebtedness of such Non-Guarantor Restricted Subsidiary permitted to be Incurred under clause
(a) of the covenant “– Limitation on Indebtedness”;

(21) Liens in favor of customs and revenue authorities arising by operation of law to secure payment
of customs duties in connection with importation or exportation of goods in the ordinary course
of business;

(22) retention of title reserved by any seller of goods or any Lien imposed, reserved or granted over
goods supplied by such seller, in each case in the ordinary course of business;

(23) Liens on the Capital Stock of Unrestricted Subsidiaries or any Person that is not a Subsidiary of
the Company solely to secure Indebtedness of Unrestricted Subsidiaries or such Person, in each
case that is non-recourse to the Company or any Restricted Subsidiary, unless the Company or
such Restricted Subsidiary could have incurred such Indebtedness under the Indenture on the
date of incurrence of such Lien;

(24) Liens with respect to minor survey exceptions, minor encumbrances, easements or reservations
of, or rights of others for, licenses, rights of way, sewers, electric lines, telegraph and telephone
lines and other similar purposes, or zoning or other restrictions as to the use of real property, not
interfering in any material respect with the conduct of the business of the Company and its
Restricted Subsidiaries;

(25) Liens with respect to licenses or leases or subleases as licensor, lessor or sublessor of any of the
Company’s or its Restricted Subsidiaries property, including intellectual property, in the ordinary
course of business;

(26) Liens on the Capital Stock of any Finance Subsidiary or any loan extended by a Finance
Subsidiary to the Company or any other Restricted Subsidiary; provided such Lien is for the
benefit of the lenders relating to, or interests in, such Indebtedness Incurred by such Finance
Subsidiary in compliance with the covenant “– Limitation on Indebtedness”;

(27) Liens to secure Indebtedness permitted to be Incurred by the Company or any Restricted
Subsidiary under clause (b)(14), (b)(15) or (b)(16) of the covenant described under “Limitation
on Indebtedness”; and

(28) Liens with respect to obligations of the Company or any Restricted Subsidiary that do not
exceed US$5.0 million (or the Dollar Equivalent thereof using the Original Issue Date as the
date of determination) at any one time outstanding,
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provided that Permitted Liens shall not include any Liens on the mining license for the Ukhaa Khudag mine or
the Capital Stock of the entity holding the mining license for the Ukhaa Khudag mine.

“Permitted Subsidiary Indebtedness” means any Indebtedness of any Non-Guarantor Restricted
Subsidiary; provided that, on the date of the Incurrence of such Indebtedness and after giving effect thereto
and the application of the proceeds thereof, the aggregate principal amount outstanding of all Indebtedness of
all Non-Guarantor Restricted Subsidiaries (but excluding the amount of any Indebtedness of any Non-
Guarantor Restricted Subsidiary permitted under clauses (b)(3), (b)(5), (b)(7), (b)(8), (b)(9), (b)(10), (b)(11)
and (b)(13) of the covenant described under the caption “– Certain Covenants – Limitation on Indebtedness”)
does not exceed an amount equal to 15% of Total Assets.

“Person” means any individual, corporation, partnership, limited liability company, joint venture,
trust, unincorporated organization or government or any agency or political subdivision thereof.

“Preferred Stock” as applied to the Capital Stock of any Person means Capital Stock of any class or
classes that by its term is preferred as to the payment of dividends, or as to the distribution of assets upon
any voluntary or involuntary liquidation or dissolution of such Person, over any other class of Capital Stock
of such Person.

“Rating Agencies” means (i) S&P, (ii) Fitch and (iii) if S&P or Fitch or both shall not make a rating
of the Notes publicly available, one or more “nationally recognized statistical rating organizations,” as the
case may be, within the meaning of Rule 15c3-I(c)(2)(iv)(F) under the Exchange Act, selected by the Issuers,
which shall be substituted for S&P or Fitch or both, as the case may be.

“Rating Category” means (i) with respect to S&P, any of the following categories: “BB,” “B,”
“CCC,” “CC,” “C” and “D” (or equivalent successor categories); (ii) with respect to Fitch, any of the
following categories: “BB,” “B,” “CCC,” “CC,” “C” and “D” (or equivalent successor categories); and (iii)
the equivalent of any such category of S&P or Fitch used by another Rating Agency. In determining whether
the rating of the Notes has decreased by one or more gradations, gradations within Rating Categories (“+”
and “-” for S&P and Fitch; or the equivalent gradations for another Rating Agency) shall be taken into
account (e.g., with respect to S&P, a decline in a rating from “BB+” to “BB,” as well as from “BB-” to
“B+,” will constitute a decrease of one gradation).

“Rating Date” means, (i) in connection with a Change of Control Triggering Event, that date which
is 90 days prior to the earlier of (x) a Change of Control and (y) a public notice of the occurrence of a
Change of Control or of the intention by any Issuer or any other Person or Persons to effect a Change of
Control or (ii) in connection with actions contemplated under the caption “– Consolidation, Merger and Sale
of Assets,” that date which is 90 days prior to the earlier of (x) the occurrence of any such actions as set
forth therein and (y) a public notice of the occurrence of any such actions.

“Rating Decline” means, (i) in connection with a Change of Control Triggering Event, the
occurrence on, or within 90 days after, the date, or public notice of the occurrence of, a Change of Control
or the intention by any Issuer or any other Person or Persons to effect a Change of Control (which period
will be extended so long as the rating of the Notes is under publicly announced consideration for possible
downgrade by any of the Rating Agencies) of any of the events listed below or (ii) in connection with
actions contemplated under the caption “– Consolidation, Merger and Sale of Assets,” the notification by any
of the Rating Agencies that such proposed actions will result in any of the events listed below:

(a) in the event the Notes are rated by both S&P and Fitch on the Rating Date as Investment Grade,
the rating of the Notes by either Rating Agency shall be below Investment Grade;

(b) in the event the Notes are rated by either, but not both, of the Rating Agencies on the Rating
Date as Investment Grade, the rating of the Notes by such Rating Agency shall be below
Investment Grade; or

(c) in the event the Notes are rated below Investment Grade by both Rating Agencies on the Rating
Date, the rating of the Notes by either Rating Agency shall be decreased by one or more
gradations (including gradations within Rating Categories as well as between Rating Categories).
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“Reference Period” means, as of any Transaction Date, the period commencing on and including the
first day of the Two Semi-annual Periods with respect to such Transaction Date and ending on and including
the Transaction Date.

“Reference Treasury Dealer” means each of any three investment banks of recognized standing that
is a primary U.S. Government securities dealer in The City of New York, selected by the Issuers in good
faith.

“Reference Treasury Dealer Quotations” means, with respect to each Reference Treasury Dealer and
any redemption date, the average as determined by an investment banking firm of recognized international
standing selected by the Issuers, of the bid and asked prices for the Comparable Treasury Issue (expressed in
each case as a percentage of its principal amount) quoted in writing to such investment banking firm by such
Reference Treasury Dealer at 5:00 p.m. on the fifth Business Day preceding such redemption date.

“Replacement Assets” means, on any date, property or assets (other than current assets) of a nature
or type or that are used in a Permitted Business, including the Capital Stock of any Person holding such
property or assets that is, directly or indirectly, primarily engaged in a Permitted Business and is or will
become, upon the acquisition by the Company or any of its Restricted Subsidiaries of such Capital Stock, a
Restricted Subsidiary.

“Restricted Subsidiary” means any Subsidiary of the Company other than an Unrestricted Subsidiary.

“S&P” means Standard & Poor’s Ratings Services and its affiliates.

“Sale and Leaseback Transaction” means any direct or indirect arrangement relating to property
(whether real, personal or mixed), now owned or hereafter acquired whereby the Company or any Restricted
Subsidiary transfers such property to another Person and the Company or any Restricted Subsidiary leases it
from such Person.

“Senior Indebtedness” of the Company or any Restricted Subsidiary, as the case may be, means all
Indebtedness of the Company or such Restricted Subsidiary, as relevant, whether outstanding on the Original
Issue Date or thereafter created, except for Indebtedness which, in the instrument creating or evidencing the
same, is expressly stated to be subordinated in right of payment to (a) in respect of the Issuers, the Notes or
(b) in respect of any Restricted Subsidiary that is a Subsidiary Guarantor, its Subsidiary Guarantee; provided
that Senior Indebtedness does not include (i) any obligation to the Company or any Restricted Subsidiary,
(ii) trade payables or (iii) Indebtedness Incurred in violation of the Indenture.

“Significant Subsidiary” means any Restricted Subsidiary that would constitute a “significant
subsidiary” as defined in Article 1, Rule 1-02 of Regulation S-X, promulgated pursuant to the United States
Securities Act of 1933, as such Regulation is in effect on the date of the Indenture.

“Stated Maturity” means, (1) with respect to any Indebtedness, the date specified in such debt
security as the fixed date on which the final installment of principal of such Indebtedness is due and payable
as set forth in the documentation governing such Indebtedness and (2) with respect to any scheduled
installment of principal of or interest on any Indebtedness, the date specified as the fixed date on which such
installment is due and payable as set forth in the documentation governing such Indebtedness, and shall not
include any contingent obligations to repay, redeem or repurchase any such interest or principal prior to the
date originally scheduled for the payment thereof.

“Subordinated Indebtedness” means any Indebtedness of the Company, the Co-Issuer or any
Subsidiary Guarantor which is contractually subordinated or junior in right of payment to the Notes or any
Subsidiary Guarantee, as applicable, pursuant to a written agreement to such effect.

“Subordinated Shareholder Loan” means any unsecured Indebtedness for borrowed money Incurred
by the Company, the Co-Issuer or any Subsidiary Guarantor but only so long as such Indebtedness is owed
to any direct or indirect holder of the Common Stock of the Company that, at such time, is an Affiliate of
the Company which (i) is expressly made subordinate to the prior payment in full of the Notes or such
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Subsidiary Guarantor’s Subsidiary Guarantee, as the case may be, by its terms or by the terms of any
agreement or instrument pursuant to which such Indebtedness is issued, created or remains outstanding, with
respect to the payment of principal and any other payment obligations in respect of such Indebtedness, (ii)
by its terms (and by the terms of any security into which it is convertible or for which it is exchangeable)
does not mature and is not required to be repaid, redeemed, repurchased or otherwise retired, pursuant to a
sinking fund obligation, event of default or otherwise, in whole or in part, on or prior to the date that is one
year after the Stated Maturity of the Notes and (iii) by its terms, does not provide for any cash payment of
interest (or premium).

“Subsidiary” means, with respect to any Person, any corporation, association or other business entity
(i) of which more than 50% of the voting power of the outstanding Voting Stock is owned, directly or
indirectly, by such Person and one or more other Subsidiaries of such Person or (ii) of which 50% of the
outstanding Voting Stock is owned, directly or indirectly, by such Person and which is “controlled” and
consolidated by such Person in accordance with IFRS; provided, however, that with respect to clause (ii) the
occurrence of any event (other than the issuance or sale of Capital Stock) as a result of which such
corporation, association or other business entity ceases to be “controlled” by such Person under IFRS and to
constitute a Subsidiary of such Person shall be deemed to be a designation of such corporation, association
or other business entity as an Unrestricted Subsidiary by such Person and be subject to the requirements
under the first paragraph of “– Designation of Restricted and Unrestricted Subsidiaries” covenant.

“Subsidiary Guarantee” means any guarantee of the obligations of the Issuers under the Indenture
and the Notes by any Subsidiary Guarantor, subject to the limitations set forth therein.

“Subsidiary Guarantor” means any initial Subsidiary Guarantor named herein and any other
Restricted Subsidiary which guarantees the payment of the Notes pursuant to the Indenture and the Notes;
provided that Subsidiary Guarantor will not include any Person whose Subsidiary Guarantee has been
released in accordance with the Indenture and the Notes.

“Temporary Cash Investment” means any of the following:

(1) direct obligations of the United States of America, any state of the European Economic Area, the
United Kingdom, Japan, the People’s Republic of China, Singapore and Hong Kong or any
agency of the foregoing; provided that such country or state is rated “AA” (or such similar
equivalent rating) or higher by at least two nationally recognized statistical rating organization
(as defined in Rule 436 under the Securities Act) (each such country or state a “Rated
Country/State”), or obligations fully and unconditionally guaranteed by any Rated Country/State,
in each case maturing within one year;

(2) demand or time deposit accounts, certificates of deposit and money market deposits maturing
within 180 days of the date of acquisition thereof issued by a bank or trust company which is
organized under the laws of the United States of America or any state thereof, any state of the
European Economic Area that is rated “AA” (or such similar equivalent rating) or higher by at
least two nationally recognized statistical rating organization (as defined in Rule 436 under the
Securities Act), the United Kingdom, Japan, Singapore or Hong Kong, and which bank or trust
company has capital, surplus and undivided profits aggregating in excess of US$500.0 million
(or the Dollar Equivalent thereof) and has outstanding debt which is rated “A” (or such similar
equivalent rating) or higher by at least one nationally recognized statistical rating organization
(as defined in Rule 436 under the Securities Act) or any money market fund sponsored by a
registered broker dealer or mutual fund distributor;

(3) repurchase obligations with a term of not more than 30 days for underlying securities of the
types described in clause (1) above entered into with a bank or trust company meeting the
qualifications described in clause (2) above;

(4) commercial paper, maturing within one year of the date of acquisition thereof, issued by a
corporation (other than an Affiliate of the Company) organized and in existence under the laws
of the United States of America, any state thereof or any foreign country recognized by the
United States of America with a rating at the time as of which any investment therein is made of
“P-1” (or higher) according to Moody’s or “A-1” (or higher) according to S&P;
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(5) securities, maturing within 180 days of the date of acquisition thereof, issued or fully and
unconditionally guaranteed by any state, commonwealth or territory of the United States of
America, or by any political subdivision or taxing authority thereof and rated at least “A” by
S&P or Moody’s;

(6) any mutual or money market fund that has at least 95% of its assets continuously invested in
investments of the types described in clauses (1) through (5) above; and

(7) demand or time deposit accounts, certificates of deposit, overnight or call deposits and money
market deposits with (i) Standard Chartered Bank, Citibank, N.A., Hong Kong Branch, The Bank
of East Asia Limited, Standard Bank Plc, Trade and Development Bank of Mongolia, Golomt
Bank, Khan Bank, Xac Bank, Industrial and Commercial Bank of China, Bank of China, China
Construction Bank, ING, HSBC and Deutsche Bank (or, in each case, any successor), (ii) any
other bank or trust company organized under the laws of the People’s Republic of China, Hong
Kong, Mongolia or the United Kingdom, whose long-term debt rating by Moody’s or S&P is
“A2” or “A” or higher, respectively, or (iii) any other bank organized under the laws of the
People’s Republic of China, Hong Kong, Mongolia or the United Kingdom, provided that, in the
case of clause (iii), such deposits do not exceed US$30.0 million (or the Dollar Equivalent
thereof) in the aggregate on any date of determination.

“Total Assets” means, as of any date, the total consolidated assets of the Company and its Restricted
Subsidiaries measured in accordance with IFRS as of the last day of the most recent semi-annual fiscal
period for which consolidated financial statements of the Company (which the Company shall use its
reasonable best efforts to compile in a timely manner) are available(which may be internal consolidated
financial statements); provided that only with respect to clause (b)(6) of the covenant described under the
caption “– Certain Covenants – Limitation on Indebtedness” and the definition of “Permitted Subsidiary
Indebtedness,” Total Assets shall be calculated after giving pro forma effect to include the cumulative value
of all of the real or personal property, asset or equipment the acquisition, development, construction or
improvement of which requires or required the Incurrence of Indebtedness and calculation of Total Assets
thereunder, as measured by the purchase price or cost therefor or budgeted cost provided in good faith by the
Company or any of its Restricted Subsidiaries to the bank or other similar financial institutional lender
providing such Indebtedness.

“Trade Payables” means, with respect to any Person, any accounts payable or any other indebtedness
or monetary obligation to trade creditors created, assumed or guaranteed by such Person or any of its
Subsidiaries arising in the ordinary course of business in connection with the acquisition of goods or services
and payable within 180 days.

“Transaction Date” means, with respect to the Incurrence of any Indebtedness, the date such
Indebtedness is to be Incurred and, with respect to any Restricted Payment, the date such Restricted Payment
is to be made.

“Two Semi-annual Periods” means, as of any Transaction Date, the then most recent two semi-annual
fiscal periods prior to such Transaction Date for which consolidated financial statements of the Company
(which the Company will use its reasonable best efforts to compile in a timely manner) are available (which
may include internal consolidated financial statements).

“Unrestricted Subsidiary” means (1) any Subsidiary of the Company that at the time of
determination shall be designated an Unrestricted Subsidiary by the Board of Directors in the manner
provided in the Indenture and (2) any Subsidiary of an Unrestricted Subsidiary.

“U.S. Government Obligations” means securities that are (1) direct obligations of the United States
of America for the payment of which its full faith and credit is pledged or (2) obligations of a Person
controlled or supervised by and acting as an agency or instrumentality of the United States of America the
payment of which is unconditionally guaranteed as a full faith and credit obligation by the United States of
America, which, in either case, are not callable or redeemable at the option of the issuer thereof at any time
prior to the Stated Maturity of the Notes, and shall also include a depository receipt issued by a bank or
trust company as custodian with respect to any such U.S. Government Obligation or a specific payment of

224



interest on or principal of any such U.S. Government Obligation held by such custodian for the account of
the holder of a depository receipt; provided that (except as required by law) such custodian is not authorized
to make any deduction from the amount payable to the holder of such depository receipt from any amount
received by the custodian in respect of the U.S. Government Obligation or the specific payment of interest
on or principal of the U.S. Government Obligation evidenced by such depository receipt.

“Voting Stock” means, with respect to any Person, Capital Stock of any class or kind ordinarily
having the power to vote for the election of directors, managers or other voting members of the governing
body of such Person.

“Wholly Owned” means, with respect to any Subsidiary of any Person, the ownership of 100% of the
outstanding Capital Stock of such Subsidiary (other than any director’s qualifying shares or Investments by
foreign nationals mandated by applicable law or a minimum number of shares owned by a second
shareholder as mandated by applicable law) by such Person or one or more Wholly Owned Subsidiaries of
such Person.
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TRANSFER RESTRICTIONS

Because of the following restrictions, purchasers are advised to consult legal counsel prior to
making any offer, sale, resale, pledge or other transfer of the Notes.

We have not registered the Notes under the Securities Act and the Notes may only be offered or sold
(i) within the United States to “qualified institutional buyers” in reliance on Rule 144A under the Securities
Act or (ii) outside the United States in offshore transactions in reliance on Regulation S under the Securities
Act. Terms used above and otherwise in this section of this Offering Memorandum have the meanings given
to them by Regulation S and Rule 144A.

Each purchaser of Notes will be deemed to have represented and agreed as follows:

(1) You understand and acknowledge that the Notes have not been and will not be registered under
the Securities Act or any other applicable securities laws and that the Notes are being offered for
resale in transactions not requiring registration under the Securities Act or any other securities
laws, including resales pursuant to Rule 144A, and, unless so registered, may not be offered,
sold or otherwise transferred except in compliance with the registration requirements of the
Securities Act or any other applicable securities laws, pursuant to an exemption therefrom, or in
a transaction not subject thereto, and in each case in compliance with the conditions for transfer
set forth in paragraph (3) below.

You are not our “affiliate” (as defined in Rule 144 under the Securities Act), you are not acting
on our behalf and you are either:

(a) a qualified institutional buyer and are aware that any sale of these Notes to you will be
made in reliance on Rule 144A and such acquisition will be for your own account or for the
account of another qualified institutional buyer; or

(b) purchasing Notes in an offshore transaction in accordance with Regulation S.

(2) You acknowledge that none of us, the Initial Purchasers or any person representing us or the
Initial Purchasers has made any representation to you with respect to us or the offer or sale of
any of the Notes, other than the information contained in this Offering Memorandum, which
Offering Memorandum has been delivered to you. You represent that you are only relying on this
Offering Memorandum in making your investment decision with respect to the Notes. You
acknowledge that the Initial Purchasers make no representation or warranty as to the accuracy or
completeness of this Offering Memorandum. You have had access to such financial and other
information concerning us and the Notes, including an opportunity to ask questions of, and
request information from, us and the Initial Purchasers.

(3) You are purchasing Notes for your own account, or for one or more investor accounts for which
you are acting as a fiduciary or agent, in each case for investment, and not with a view to, or
for offer or sale in connection with, any distribution thereof in violation of the Securities Act,
subject to any requirement of law that the disposition of your property or the property of such
investor account or accounts be at all times within your or their control and subject to your or
their ability to resell such Notes pursuant to Rule 144A, Regulation S or any other available
exemption from registration available under the Securities Act. You agree on your own behalf
and on behalf of any investor account for which you are purchasing the Notes, and each
subsequent holder of these Notes by its acceptance thereof will agree, to offer, sell or otherwise
transfer such Notes prior to (x) the date which is one year (or such shorter period of time as
permitted by Rule 144(d) under the Securities Act or any successor provision thereunder) after
the later of the date of the original issue of these Notes and the last date on which we or any of
our affiliates were the owner of such Notes (or any predecessor thereto) or (y) such later date, if
any, as may be required by applicable law (the “Resale Restriction Termination Date”) only:

(a) to us or any of our affiliates;
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(b) pursuant to a registration statement which has been declared effective under the Securities
Act;

(c) for so long as the Notes are eligible for resale pursuant to Rule 144A, to a person you
reasonably believe is a qualified institutional buyer that purchases for its own account or for
the account of another qualified institutional buyer to whom you give notice that the transfer
is being made in reliance on Rule 144A;

(d) outside the United States in offshore transactions meeting the requirements of Rule 904
under the Securities Act; or

(e) pursuant to any other available exemption from the registration requirements of the
Securities Act;

subject in each of the foregoing cases to any requirement of law that the disposition of the
seller’s property or the property of an investor account or accounts be within the seller or
account’s control, and in compliance with any applicable state securities laws.

You acknowledge that we, the Trustee and the Registrar reserve the right prior to any offer, sale
or other transfer of the Notes pursuant to clause (e) above prior to the Resale Restriction
Termination Date of the Notes to require the delivery of an opinion of counsel, certifications
and/or other information satisfactory to us, the trustee and the registrar.

(4) You acknowledge that each Note will contain a legend substantially in the following form:

(a) In the case of Notes initially sold in reliance on Rule 144A:

“THIS NOTE AND THE GUARANTEE RELATED TO THIS NOTE HAVE NOT BEEN
REGISTERED UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE
“SECURITIES ACT”) AND, ACCORDINGLY, THIS NOTE MAY NOT BE OFFERED,
SOLD, PLEDGED OR OTHERWISE TRANSFERRED WITHIN THE UNITED
STATES, EXCEPT AS SET FORTH IN THE FOLLOWING SENTENCE. BY ITS
ACQUISITION HEREOF OR OF A BENEFICIAL INTEREST HEREIN, THE
HOLDER (1) REPRESENTS THAT IT IS A “QUALIFIED INSTITUTIONAL BUYER”
(AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) (A “QIB”), (2)
AGREES THAT IT WILL NOT, PRIOR TO THE DATE THAT IS ONE YEAR (OR
SUCH SHORTER PERIOD AS MAY BE PERMITTED BY RULE 144 UNDER THE
SECURITIES ACT AS IN EFFECT ON THE DATE OF THE TRANSFER OF THIS
NOTE) AFTER THE LATER OF THE ORIGINAL ISSUE DATE HEREOF AND THE
LAST DATE THAT THE ISSUERS OR ANY OF THEIR RESPECTIVE AFFILIATES
WAS THE OWNER OF THIS NOTE OR ANY PREDECESSOR OF THIS NOTE,
RESELL OR OTHERWISE TRANSFER THIS NOTE EXCEPT (A) TO THE ISSUERS
OR ANY OF THEIR RESPECTIVE AFFILIATES, (B) TO A PERSON WHOM THE
HOLDER REASONABLY BELIEVES IS A QIB PURCHASING FOR ITS OWN
ACCOUNT OR FOR THE ACCOUNT OF A QIB IN COMPLIANCE WITH RULE
144A UNDER THE SECURITIES ACT, (C) OUTSIDE THE UNITED STATES IN AN
OFFSHORE TRANSACTION IN COMPLIANCE WITH RULES 903 OR 904 UNDER
THE SECURITIES ACT, (D) PURSUANT TO THE EXEMPTION FROM
REGISTRATION PROVIDED BY RULE 144 UNDER THE SECURITIES ACT (IF
AVAILABLE), OR (E) PURSUANT TO AN EFFECTIVE REGISTRATION
STATEMENT UNDER THE SECURITIES ACT AND, IN EACH CASE, IN
ACCORDANCE WITH APPLICABLE STATE SECURITIES LAWS, AND (3) AGREES
THAT IT WILL DELIVER TO EACH PERSON TO WHOM THIS NOTE OR AN
INTEREST HEREIN IS TRANSFERRED A NOTICE SUBSTANTIALLY TO THE
EFFECT OF THIS LEGEND. IN CONNECTION WITH ANY TRANSFER OF THIS
NOTE OR ANY INTEREST HEREIN WITHIN THE TIME PERIOD REFERRED TO
ABOVE, THE HOLDER MUST CHECK THE APPROPRIATE BOX SET FORTH ON
THE REVERSE HEREOF RELATING TO THE MANNER OF SUCH TRANSFER AND
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SUBMIT THIS CERTIFICATE TO THE TRUSTEE. AS USED HEREIN, THE TERMS
“OFFSHORE TRANSACTION” AND “UNITED STATES” HAVE THE MEANINGS
GIVEN TO THEM BY RULE 902 OF REGULATION S UNDER THE SECURITIES
ACT. THE INDENTURE CONTAINS A PROVISION REQUIRING THE TRUSTEE TO
REFUSE TO REGISTER ANY TRANSFER OF THIS NOTE IN VIOLATION OF THE
FOREGOING RESTRICTIONS. THIS LEGEND WILL BE REMOVED UPON THE
REQUEST OF THE HOLDER AFTER THE DATE THE APPLICABLE RESALE
RESTRICTIONS TERMINATE.”

(b) In the case of Notes initially sold in reliance on Regulation S:

“THIS NOTE AND THE GUARANTEE RELATED TO THIS NOTE HAVE NOT BEEN
REGISTERED UNDER THE UNITED STATES SECURITIES ACT OF 1933, AS
AMENDED (THE “SECURITIES ACT”), OR THE SECURITIES LAWS OF ANY
STATE OR OTHER JURISDICTION. NEITHER THIS NOTE, THE GUARANTEE
NOR ANY INTEREST OR PARTICIPATION HEREIN MAY BE OFFERED, SOLD,
PLEDGED OR OTHERWISE TRANSFERRED WITHIN THE UNITED STATES IN
THE ABSENCE OF SUCH REGISTRATION OR UNLESS SUCH TRANSACTION IS
EXEMPT FROM, OR NOT SUBJECT TO, SUCH REGISTRATION.”

If you purchase Notes, you will also be deemed to acknowledge that the foregoing restrictions
apply to holders of beneficial interests in these Notes as well as to holders of these Notes.

(5) You acknowledge that the registrar will not be required to accept for registration or transfer any
Notes acquired by you, except upon presentation of evidence satisfactory to us and the registrar
that the restrictions set forth herein have been complied with.

(6) You acknowledge that:

(a) the Issuers and their subsidiaries, the Initial Purchasers and others will rely upon the truth
and accuracy of your acknowledgements, representations and agreements set forth herein and
you agree that, if any of your acknowledgements, representations or agreements herein cease
to be accurate and complete, you will notify us and the Initial Purchasers promptly in
writing; and

(b) if you are acquiring any Notes as fiduciary or agent for one or more investor accounts, you
represent with respect to each such account that:

(i) you have sole investment discretion; and

(ii) you have full power to make the foregoing acknowledgements, representations and
agreements.

(7) You agree that you will give to each person to whom you transfer these Notes notice of any
restrictions on the transfer of the Notes.

(8) You understand that no action has been taken in any jurisdiction (including the United States) by
us or the Initial Purchasers that would permit a public offering of the Notes or the possession,
circulation or distribution of this Offering Memorandum or any other material relating to us or
the Notes in any jurisdiction where action for that purpose is required. Consequently, any
transfer of the Notes will be subject to the selling restrictions set forth under “Plan of
Distribution.”

(9) The Notes may not be sold or transferred to, and you as a purchaser, by your purchase and
holding of the Notes, shall be deemed to have represented and covenanted that you are not
acquiring the Notes for or on behalf of, and will not transfer the Notes to, any employee benefit
plan that is subject to Title I of the United States Employee Retirement Income Security Act of
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1974, as amended (“ERISA”), plans, individual retirement accounts and other arrangements that
are subject to Section 4975 of the Internal Revenue Code of 1986, as amended (the “Code”), and
entities whose underlying assets are considered to include “plan assets” of such employee benefit
plans, plans accounts or arrangements (pursuant to Section 3(42) of ERISA and regulations
promulgated under ERISA by the U.S. Department of Labor), unless such purchase and holding
will not constitute a non-exempt prohibited transaction under Title I of ERISA and the Code.

For further discussion of the requirements (including the presentation of transfer certificates) under
the relevant Indenture to effect exchanges of transfer of interests in Notes represented by a global certificate
and of Notes in certificated form, see “Description of the Notes – Book-Entry; Delivery and Form”.
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PLAN OF DISTRIBUTION

J.P. Morgan Securities plc and Morgan Stanley & Co International plc are acting as the Initial
Purchasers. Subject to the terms and conditions stated in the purchase agreement dated the date of this
Offering Memorandum (the “Purchase Agreement”), each Initial Purchaser named below has severally and
not jointly agreed to purchase, and each of the Issuers has jointly and severally agreed to issue and sell to
each such Initial Purchaser, the principal amount of the Notes set forth opposite the name of such Initial
Purchaser.

Initial Purchaser Principal Amount

J.P. Morgan Securities plc............................................................................... US$220,000,000
Morgan Stanley & Co. International plc ......................................................... US$220,000,000

Total ............................................................................................................. US$440,000,000

The Purchase Agreement provides that the several and not joint obligations of the Initial Purchasers
to purchase the Notes are subject to approval of certain legal matter s by counsel and to certain other
conditions. The Initial Purchasers must purchase all of the Notes if they purchase any of the Notes. The
initial offering price is set forth on the cover page of this Offering Memorandum. After the Notes are
released for sale, the Initial Purchasers may change the offering price and other selling terms. The Initial
Purchasers reserve the right to withdraw, cancel or modify offers to investors and to reject orders in whole
or in part. Delivery of the Notes is expected to occur on or about April 15, 2019.

The Issuers and the Subsidiary Guarantors have agreed to indemnify the Initial Purchasers against
certain liabilities, including liabilities under the Securities Act, or to contribute to payments that the Initial
Purchasers may be required to make in respect of any of such liabilities.

None of the Issuers or the Subsidiary Guarantors will, for a period of 90 days following the date
hereof, without first obtaining the prior written consent of the Initial Purchasers, directly or indirectly, offer,
sell, contract to sell, pledge, otherwise dispose of, or enter into any transaction which is designed to, or
might reasonably be expected to, result in the disposition of any debt securities or securities exchangeable
for or convertible into debt securities, issued or guaranteed by the Issuers, the Subsidiary Guarantors or their
subsidiaries, except for the Notes sold to the Initial Purchasers pursuant to the Purchase Agreement. The
Notes have not been registered under the Securities Act and, unless so registered, may not be offered or sold
within the United States except in certain transactions exempt from, or not subject to, the registration
requirements of the Securities Act.

The Notes will constitute a new class of securities with no established trading market. We have
received approval in-principle for the listing and quotation of the Notes on the SGX-ST. The Issuers does not
intend to apply for listing or quotation of the Notes on any national securities exchange in the United States.
However, there can be no assurance that the prices at which the Notes will sell in the market after the
offering of the Notes will not be lower than the initial offering price or that an active trading market for the
Notes after the completion of the offering of the Notes will develop and continue after the offering. The
Initial Purchasers have advised us that they currently intend to make a market in the Notes. However, they
are not obligated to do so and may discontinue any market-making activities with respect to the Notes at any
time without notice. In addition, market-making activity will be subject to the limits imposed by applicable
law. Accordingly, there can be no assurance that the trading market for the Notes will have any liquidity.

In connection with the offering, J.P. Morgan Securities plc (the “Stabilizing Manager”) (or persons
acting on its behalf) may over-allot Notes or effect transactions with a view to supporting the market price
of the Notes during the stabilization period at a level higher than that which might otherwise prevail.
However, stabilization may not necessarily occur. Any stabilization action may begin on or after the date of
adequate public disclosure of the terms of the offer of the Notes and, if begun, may cease at any time, but it
must end no later than 30 calendar days after the date on which the Issuers receive the proceeds of the issue,
or no later than 60 calendar days after the date of allotment of the Notes, whichever is the earlier. Any
stabilization action or over-allotment must be conducted by the Stabilizing Manager (or persons acting on its
behalf) in accordance with all applicable laws and rules and will be undertaken at the offices of the
Stabilizing Manager (or persons acting on its behalf) and on the SGX-ST.
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Certain of the Initial Purchasers and their respective affiliates have, from time to time, performed,
and may in the future perform, certain commercial banking and lending, investment banking and advisory
and other banking services for us, and/or our affiliates for which they have received or will receive
customary fees and expenses. The Initial Purchasers are acting as dealer managers and consent solicitation
agents in connection with the Tender Offers, for which they may receive customary and usual fees. The
Initial Purchasers and their respective affiliates are full service financial institutions engaged in various
activities, which may include securities trading, commercial and investment banking, financial advice,
investment management, principal investment, hedging, financing and brokerage activities. In the ordinary
course of their various business activities, the Initial Purchasers and their respective affiliates may make or
hold a broad array of investments and actively trade debt and equity securities (or related derivative
securities) and financial instruments (including bank loans) for their own account and for the accounts of
their customers and may at any time hold long and short positions in such securities and instruments. Such
investments and securities activities may involve securities and instruments of the Issuers or the Subsidiary
Guarantors, and may also tender into the Tender Offers the relevant securities that they may hold or acquire.

If a jurisdiction requires that the offering of the Notes be made by a licensed broker or dealer and
the Initial Purchasers or any affiliate of the Initial Purchasers is a licensed broker or dealer in that
jurisdiction, the offering shall be deemed to be made by that Initial Purchaser or its affiliate on behalf of the
Issuer in such jurisdiction.

Delivery of the Notes is expected on or about April 15, 2019 which is the eighth business day
following the date of this Offering Memorandum (such settlement cycle being referred to as “T+8”). Under
Rule 15c6-1 under the Exchange Act, trades in the secondary market generally are required to settle in two
business days, unless the parties to any such trade expressly agree otherwise. Accordingly, purchasers who
wish to trade the Notes on the date of pricing or the next succeeding business day will be required, because
the Notes initially will settle in T+8, to specify an alternate settlement cycle at the time of any such trade to
prevent a failed settlement. Purchasers who wish to trade the Notes on the pricing date or the next
succeeding business day should consult their own advisers.

Selling Restrictions

General

No action has been taken or will be taken in any jurisdiction by the Issuers, the Subsidiary
Guarantors or the Initial Purchasers that would permit a public offering of Notes, or the possession,
circulation or distribution of this Offering Memorandum or any other material relating to the Notes or the
offering of the Notes, in any jurisdiction where action for that purpose is required.

Accordingly, the Notes may not be offered or sold, directly or indirectly, and neither this Offering
Memorandum nor such other material may be distributed or published, in or from any country or jurisdiction
except in compliance with any applicable rules and regulations of such country or jurisdiction.

Cayman Islands

No offer or invitation, whether directly or indirectly, may be made to the public in the Cayman
Islands to subscribe for the Notes. This offering circular does not constitute, and will not be, an offering of
the Notes to any person in the Cayman Islands.
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France

This Offering Memorandum has not been and will not be submitted to the clearance procedure (visa)
nor approved by the Autorite des marches financiers (the “AMF”). The Notes have not been and will not be,
directly or indirectly, offered or sold to the public in France. This offering memorandum and any other
documents or offering materials relating to the offering of the Notes may only be distributed or caused to
distributed to: (i) qualified investors (investisseurs qualifies) acting for their own account and/or (ii)
providers of investment services relating to portfolio management for the account of third parties (personnes
fournissant le service d’investissement de gestion de portefeuille pour compte de tiers), all as defined in, and
in accordance with, Articles L. 411-2 and D. 411-1 of the French Financial and Monetary Code (Code
monetaire et financier).

The Notes so purchased may not be offered or resold, directly or indirectly, to the public in France
other than in compliance with Articles L. 411-1, L. 411-2, L. 412-1 and L. 621-8 to L. 621-8-3 of the French
Financial and Monetary Code (Code monetaire et financier).

Hong Kong

The Notes may not be offered or sold in Hong Kong, by means of any document, other than (i) to
“professional investors” within the meaning of the Securities and Futures Ordinance (Cap. 571) of Hong
Kong (the “SFO”) and any rules made under the SFO, or (ii) in other circumstances which do not result in
the document being a “prospectus” as defined in the Companies (Winding Up and Miscellaneous Provisions)
Ordinance (Cap. 32) of Hong Kong) (“CWUMPO”) or which do not constitute an offer to the public within
the meaning of CWUMPO.

No person may issue or have in its possession for the purposes of issue, whether in Hong Kong or
elsewhere, any advertisement, invitation or document relating to the Notes, which is directed at, or the
contents of which are likely to be accessed or read by, the public in Hong Kong (except if permitted to do
so under the laws of Hong Kong) other than with respect to Notes which are or are intended to be disposed
of only to persons outside Hong Kong or only to “professional investors” as defined in the SFO and any
rules made under the SFO.

Luxembourg

This Offering Memorandum has not been approved by, and will not be submitted for approval to, the
Luxembourg Financial Services Authority (Commission de Surveillance du Secteur Financier, the “CSSF”) or
a competent authority of another EU Member State for notification to the CSSF, where applicable, for
purposes of a public offering or sale in the Grand Duchy of Luxembourg. Accordingly, the Notes may not be
offered or sold to the public in Luxembourg, directly or indirectly, and neither this offering memorandum nor
any other offering circular, prospectus, form of application, advertisement or other material may be
distributed, or otherwise made available in, from or published in, Luxembourg, except in circumstances
which do not constitute an offer of securities to the public requiring the publication of a prospectus in
accordance with the Luxembourg Act of July 10, 2005 on prospectuses for securities, as amended (the
“Prospectus Act”) and implementing the Prospectus Directive.

Mongolia

Each Initial Purchaser has represented and agreed that neither it nor any of its affiliates has offered
or sold or will offer or sell any of the Notes in the territory of Mongolia.

People’s Republic of China

Each Initial Purchaser has represented, undertaken, warranted and agreed that the Notes are not
being offered or sold and may not be offered or sold, directly or indirectly, in the People’s Republic of
China (for such purposes, not including Hong Kong and Macau Special Administrative Regions or Taiwan),
except as permitted by the applicable laws of the People’s Republic of China.
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Republic of Italy

The offering of the Notes has not been registered pursuant to Italian securities legislation and,
accordingly, no Notes may be offered, sold or delivered, nor may copies of the offering memorandum or of
any other document relating to the Notes be distributed in the Republic of Italy, except:

(a) to qualified investors (investitori qualificati), as defined pursuant to Article 100 of Legislative
Decree No. 58 of February 24, 1998, as amended (the “Financial Services Act”) and Article 34-
ter, first paragraph, letter b) of CONSOB Regulation No. 11971 of May 14, 1999, as amended
from time to time (“Regulation No. 11971”); or

(b) in other circumstances which are exempted from the rules on public offerings pursuant to Article
100 of the Financial Services Act and Article 34-ter of Regulation No. 11971.

Any offer, sale or delivery of the Notes or distribution of copies of the offering memorandum or any
other document relating to the Notes in the Republic of Italy under (a) or (b) above must:

(1) be made by an investment firm, bank or financial intermediary permitted to conduct such
activities in the Republic of Italy in accordance with the Financial Services Act, CONSOB
Regulation No. 20307 of February 15, 2018 (as amended from time to time) and Legislative
Decree No. 385 of September 1, 1993, as amended (the “Banking Act”); and

(2) comply with any other applicable laws and regulations or requirement imposed by CONSOB, the
Bank of Italy (including the reporting requirements, where applicable, pursuant to Article 129 of
the Banking Act and the implementing guidelines of the Bank of Italy, as amended from time to
time) and/or any other Italian authority.

Singapore

This Offering Memorandum has not been and will not be registered as a prospectus with the
Monetary Authority of Singapore (the “MAS”) under the Securities and Futures Act, Chapter 289 of
Singapore (the “SFA”). As such, each of the Initial Purchasers has represented, warranted and agreed, that it
has not offered or sold any Notes or caused the Notes to be made the subject of an invitation for
subscription or purchase and will not offer or sell any Notes or cause the Notes to be made the subject of an
invitation for subscription or purchase, and has not circulated or distributed, nor will it circulate or
distribute, this Offering Memorandum or any other document or material in connection with the offer or sale,
or invitation for subscription or purchase, of the Notes,, whether directly or indirectly, to any person in
Singapore other than (i) to an institutional investor (as defined in Section 4A of the SFA) pursuant to under
Section 274 of the SFA, (ii) to a relevant person (as defined in Section 275(2) of the SFA) pursuant to
Section 275(1) of the SFA, or any person pursuant to Section 275(1A) of the SFA, and in accordance with
the conditions specified in Section 275, of the SFA or (iii) otherwise pursuant to, and in accordance with the
conditions of, any other applicable provision of the SFA.

Where the Notes are subscribed or purchased in reliance of an exemption under Section 274 or 275
of the SFA, the Notes shall not be sold within the period of six (6) months from the date of the initial
acquisition of the Notes, except to any of the following persons:

(i) an institutional investor;

(ii) a relevant person as defined in Section 275(2) of the SFA; or

(iii) any person pursuant to an offer referred to in Section 275(1A) of the SFA,

unless expressly specified otherwise in Section 276(7) of the SFA or Regulation 37A of the Securities and Futures
(Offers of Investments) (Securities and Securities-based Derivatives Contracts) Regulations 2018 of Singapore.
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Where the Notes are subscribed or purchased under Section 275 of the SFA by a relevant person
which is:

(a) a corporation (which is not an accredited investor (as defined in Section 4A of the SFA)) the
sole business of which is to hold investments and the entire share capital of which is owned by
one or more individuals, each of whom is an accredited investor; or

(b) a trust (where the trustee is not an accredited investor) whose sole purpose is to hold
investments and each beneficiary of the trust is an individual who is an accredited investor,

securities or securities-based derivatives contracts (each term as defined in Section 2(1) of the SFA) of that
corporation or the beneficiaries’ rights and interests (howsoever described) in that trust shall not be transferred
within six (6) months after that corporation or that trust has acquired the Notes pursuant to an offer made under
Section 275 of the SFA except:

(1) to an institutional investor or to a relevant person defined in Section 275(2) of the SFA, or (in
the case of such corporation) where the transfer arises from an offer referred to in Section
276(3)(i)(B) of the SFA, or (in the case of such trust) where the transfer arises from an offer
referred to in Section 275(1A) or Section 276(4)(i)(B) of the SFA;

(2) where no consideration is or will be given for the transfer;

(3) where the transfer is by operation of law;

(4) as specified in Section 276(7) of the SFA; or

(5) as specified in Regulation 37A of the Securities and Futures (Offers of Investments) (Securities
and Securities-based Derivatives Contracts) Regulations 2018 of Singapore.

Any reference to the SFA is a reference to the Securities and Futures Act, Chapter 289 of Singapore
and a reference to any term as defined in the SFA or any provision in the SFA is a reference to that term as
modified or amended from time to time including by such of its subsidiary legislation as may be applicable
at the relevant time.

Switzerland

This Offering Memorandum does not constitute an issue prospectus pursuant to Article 652a or
Article 1156 of the Swiss Code of Obligations and the notes will not be listed on the SIX Swiss Exchange.
Therefore, this offering memorandum may not comply with the disclosure standards of the listing rules
(including any additional listing rules or prospectus schemes) of the SIX Swiss Exchange. Accordingly, the
notes may not be offered to the public in or from Switzerland, but only to a selected and limited circle of
investors who do not subscribe to the notes with a view to distribution. Any such investors will be
individually approached by the Initial Purchasers from time to time.

Neither this document nor any other offering or marketing material relating to the offering, the
Issuers or the Notes have been or will be filed with or approved by any Swiss regulatory authority. In
particular, this document will not be filed with, and the offer of the Notes will not be supervised by, the
Swiss Financial Market Supervisory Authority (“FINMA”), and the offer of the Notes has not been and will
not be authorized under the Swiss Federal Act on Collective Investment Schemes (“CISA”). The investor
protection afforded to acquirers of interests in collective investment schemes under the CISA does not extend
to acquirers of the Notes.

The Netherlands

The Notes have not been and will not be offered in The Netherlands other than to persons or entities
which are qualified investors (gekwalificeerde belegger) as defined in article 1:1 of the Dutch Financial
Supervision Act (Wet op het financieel toezicht).
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European Economic Area

In relation to each Member State of the European Economic Area which has implemented the
Prospectus Directive (each, a “Relevant Member State”), each Initial Purchaser has represented and agreed
that with effect from and including the date on which the Prospectus Directive is implemented in that
Relevant Member State it has not made and will not make an offer of Notes which are the subject of the
offering contemplated by this Offering Memorandum to the public in that Relevant Member State other than:

• to any legal entity which is a qualified investor as defined in the Prospectus Directive;

• to fewer than 150 natural or legal persons (other than qualified investors as defined in the
Prospectus Directive), as permitted under the Prospectus Directive, subject to obtaining the prior
consent of the Initial Purchasers for any such offer; or

• in any other circumstances falling within Article 3(2) of the Prospectus Directive, provided that
no such offer of Notes shall require the Issuers or any Initial Purchaser to publish a prospectus
pursuant to Article 3 of the Prospectus Directive.

For the purposes of this provision, the expression “an offer of Notes to the public” in relation to any
Notes in any Relevant Member State means the communication in any form and by any means of sufficient
information on the terms of the offer and the Notes to be offered so as to enable an investor to decide to
purchase or subscribe for the Notes, as the same may be varied in that Member State by any measure
implementing the Prospectus Directive in that Member State; the expression Prospectus Directive means
Directive 2003/71/EC (as amended, including by Directive 2010/73/EU), and includes any relevant
implementing measure in the Relevant Member State.

EEA Retail Investors

Each Initial Purchaser has represented and agreed that it has not offered, sold or otherwise made
available and will not offer, sell or otherwise make available any Notes to any retail investor in the
European Economic Area. For the purposes of this provision the expression “retail investor” means a person
who is one (or more) of the following:

(i) a retail client as defined in point (11) of Article 4(1) of Directive 2014/65/EU (as amended,
“MiFID II”); or

(ii) a customer within the meaning of Directive 2002/92/EC (as amended, the “Insurance Mediation
Directive”), where that customer would not qualify as a professional client as defined in point
(10) of Article 4(1) of MiFID II.

United Kingdom

Each Initial Purchaser has represented and agreed that:

(a) it has only communicated or caused to be communicated, and will only communicate or cause to
be communicated, an invitation or inducement to engage in investment activity (within the
meaning of section 21 of the Financial Services and Markets Act 2000 (the “FSMA”)) received
by it in connection with the issue or sale of any Notes in circumstances in which section 21(1)
of the FSMA does not apply to the Issuer; and

(b) it has complied with, and will comply with, all applicable provisions of the FSMA with respect
to anything done by it in relation to the Notes in, from or otherwise involving the United
Kingdom.
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United States

The Notes have not been, and will not be, registered under the Securities Act or any state securities
laws and, unless so registered, may not be offered or sold within the United States except pursuant to an
exemption from, or in a transaction not subject to, the registration requirements of the Securities Act and
applicable state securities laws. See “Transfer Restrictions” for a description of other restrictions on the
transfer of the Notes. Accordingly, the Notes are being offered and sold only (1) in the United States to
“qualified institutional buyers” in reliance on Rule 144A and (2) outside the United States in offshore
transactions in reliance on Regulation S. Resales of the Notes are restricted as described under “Transfer
Restrictions.”

As used herein, the term “United States” has the meaning given to it in Regulation S.
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RATINGS

The Notes are expected to be rated “B” by Fitch Ratings and “B-” by S&P. The ratings reflect the
rating agencies’ assessment of the likelihood of timely payment of the principal of and the interest on the
Notes. The credit ratings accorded the Notes are not a recommendation to purchase, hold or sell the Notes in
as much as such ratings do not comment as to market price or suitability for a particular investor. There can
be no assurance that the ratings will remain in effect for any given period or that the ratings will not be
revised by the rating agencies in the future if, in their judgment, circumstances so warrant. Each such rating
should be evaluated independently of any other rating on the Notes, on any of our other securities, or on us.
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LEGAL MATTERS

Certain legal matters will be passed upon for us by Davis Polk & Wardwell as to United States
federal and New York law and Hong Kong law. Certain legal matters as to Mongolian law will be passed on
for us by ELC LLP Advocates. Certain legal matters as to Cayman Islands law will be passed on for us by
Walkers (Hong Kong). Certain legal matters as to Luxembourg law will be passed on for us by Loyens &
Loeff Luxembourg S.à r.l.

Certain legal matters will be passed upon for the Initial Purchasers by Shearman & Sterling as to
matters of United States federal securities and New York State laws and Minter Ellison as to Mongolian law.
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INDEPENDENT ACCOUNTANTS

The published consolidated financial statements of the Group as of and for the years ended
December 31, 2017 and 2018, included in this Offering Memorandum, have been audited by KPMG, certified
public accountants, Hong Kong, as stated in their reports appearing herein.

For the purposes of the offers and sales outside the United States under the Regulation S of the
Securities Act in reliance on Regulation S and within the United States to “qualified institutional buyers” in
reliance on Rule 144A under the Securities Act, KPMG has acknowledged the issue of this Offering
Memorandum with the inclusion herein of and all references to (i) its name and (ii) its reports dated March
22, 2018 and March 15, 2019 on the consolidated financial statements for the years ended December 31,
2017 and 2018 in the form and context in which they are respectively included in this Offering
Memorandum.

239



INDEPENDENT MINING AND GEOLOGICAL EXPERT

The coal reserve estimates provided for our UHG and BN deposits presented in this Offering
Memorandum are estimates that have been prepared by Glogex Consulting LLC (“Glogex”), a provider of
consulting services to the mining industry. Glogex has given and has not withdrawn its written consent to the
issue of this Offering Memorandum with inclusion of information from its independent technical review
report and the references to its name included herein in the form and context in which it is respectively
included.
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LISTING AND GENERAL INFORMATION

Consents

We have each obtained all necessary consents, approvals and authorizations in the Cayman Islands in
connection with the issue and performance of the Notes. The entering into of the Indenture and the issue of
the Notes have been authorized by a resolution of the Board dated March 16, 2019.

Documents Available

For so long as any of the Notes are outstanding, copies of the Indenture may be inspected free of
charge following prior written request and satisfactory proof of holding during normal business hours
(between 9:00 a.m. and 3:00 p.m.) on any weekday (except public holidays) at the corporate trust office of
the Trustee. For so long as any of the Notes are outstanding, copies of our audited financial statements for
the last two financial years may be inspected following prior written request and satisfactory proof of
holding during normal business hours on any weekday (except public holidays) at the corporate trust office
of the Trustee.

Clearing System and Settlement

The Notes have been accepted for clearance through the facilities of DTC and Euroclear and
Clearstream as participant in DTC. Certain trading information with respect to the Notes is set forth below:

CUSIP ISIN

Restricted Global Note ...................................................................... 60938LAA2 US60938LAA26
Regulation S Global Note .................................................................. G61759AA7 USG61759AA70

Only Notes evidenced by either a Restricted Global Note or a Regulation S Global Note have been
accepted for clearance through DTC and Euroclear and Clearstream as participants in DTC.

Listing of the Notes

We have received approval in-principle for the listing and quotation of the Notes on the Official List
of the SGX-ST. The SGX-ST assumes no responsibility for the correctness of any of the statements made, or
opinions expressed or reports contained in this Offering Memorandum. Approval in-principle for the listing
and quotation of the Notes and admission of the Notes to the Official List of the SGX-ST are not to be taken
as an indication of the merits of the Company, the Group, the Subsidiary Guarantors (if any), any of their
respective subsidiaries and/or associated companies, the Notes or the Subsidiary Guarantees.

Subject to the approval of the SGX-ST, the Notes will be traded on the SGX-ST in a minimum
board lot size of US$200,000 for so long as any of the Notes are listed on the SGX-ST and the rules of the
SGX-ST so require.

For so long as the Notes are listed on the SGX-ST and the rules of the SGX-ST so require, we shall
appoint and maintain a paying agent in Singapore, where the Notes may be presented or surrendered for
payment or redemption, in the event that a Global Note is exchanged for Notes in definitive form. In
addition, in the event that a Global Note is exchanged for Notes in definitive form, announcement of such
exchange shall be made by us or on our behalf through the SGX-ST and such announcement will include all
material information with respect to the delivery of the Notes in definitive form, including details of the
paying agent in Singapore, for so long as the Notes are listed on the SGX-ST and the rules of the SGX-ST
so require.
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