PETROLEUM POTENTIAL OF MONGOLIA AND GOVERNMENT
POLICY ON PETROLEUM EXPLORATION

On behalf of Petroleum Authority of Mongolia, I would like to express today’s pleasure
to all participants of this event.

I will present “Petroleum Potential of Mongolia and Government Policy on Petroleum
Exploration”. My speech is divided into three sections:
1. The Petroleum Potential
— Brief History
2. Government Policy on Petroleum Exploration
— Favorable Legal Environment
3. The Current Operation

1. Petroleum Potential

- Brief History

Petroleum exploration in Mongolia began with the classification of Mesozoic and
Tertiary sediments and the discovery of outcrop of oil-shale related to petroleum genesis
during the geological research by American geologists H.Berkley and C. Morris in 1922-1923
in the Gobi region of the country. The existence of oil in Mongolia was presumed by American
geologist D. Tenner in 1931, and the Zuunbayan oilfield in East Gobi was discovered by
Mongolian geologist J. Dugersuren and Soviet geologist Yu.S.Jelubovsky in 1940.

Between 1947 and 1963, two small oilfields and 80 buried structures with possible oil
potential, were discovered during the petroleum exploration by former Soviet geologists in the
southern, southeastern and eastern parts of the country.

In 1947, "Mongolnefti” trust was established and an oil refinery with a processing
capacity of about 0.4 million barrels per year was built in Zuunbayan in 1950. Between 1950
and 1969, over 4 million barrels of oil were produced from the Zuunbayan oilfield and a total
of 7 million barrels of oil (including lighter oil imported from Russia to be mixed with
Zuunbayan oil) were processed at the refinery, which supplied more than 20% of the country’s
fuel and lubricants demand at that period. However, due to several factors such as well
pressure decrease, the fire accident that destroyed the refinery, and discoveries of giant oil
fields in western Siberia, Russia, petroleum operations in Mongolia was ceased in 1969.

In 1991, the Petroleum Law of Mongolia was ratified by the Parliament and the
Regulation for implementing the Petroleum Law was adopted by the Government of Mongolia.
The Law established a legal foundation for new development of petroleum exploration in
Mongolia. The Petroleum Law of Mongolia was ranked to be within the Top 10 favorable
petroleum laws in the world, according to the Van Meurs rates in 1995.

The Petroleum Authority of Mongolia (PAM) is a Government agency, authorized by
the Government of Mongolia to enter into contracts on the matters of oil and gas exploration,
development, production and supply of petroleum products in Mongolia, and to exercise
supervision and assistance towards the implementation of such contracts.



- Mongolian Sedimantary Basin
Mongolia’s sedimentary basins, prospects for petroleum, were divided into 25
exploration blocks (with a total area of over 614,000 square kilometers) for which
Mongolia carried out two international exploration promotion biddings.

2. Government Policy

The Government policy in the petroleum sector is aimed at developing exploration of
the petroleum potential of Mongolia, increasing production and fully supplying oil products
from a domestic oil refining industry based on domestic resources to the country’s needs
through mutually beneficial cooperation with potential international oil companies.

The Government of Mongolia approved 2 programs which are “Guidelines for
Petroleum Sector until 2010” and “Liquefied Gas”. In order to implement these programs, the
government policy is aimed at intensifying petroleum exploration, development and production
operations in Mongolia and developing natural gas and coalbed methane gas exploration,
development and production.

- Favorable Legal Environment

The main form of petroleum exploration contracts is considered to be Production
Sharing Contracts (PSC). A contractor shall submit an application to the PAM, an authorized
organization of Mongolian Government, and PAM shall sign in PSC with the contractor in
basis of recommendation of the National Security Council and permission of the Mongolian
Government.

In accordance with the Petroleum Law of Mongolia the term of exploration period
might be up to five (5) years and may extend two (2) times, by two (2) year extension terms,
each. According to the Resolution of the Government of Mongolia of 2004, investors have new
possibility an additional agreement on an extension of the exploration terms for 5 years with
regard to the Contract Areas. The term of Development Operations might be up to twenty (20)
years and may extend for two (2) times, by not more than five (5) year extension terms, each.

In order to develop a favorable investment climate for the industry and to reduce

investors’ risks,

= all materials and equipment necessary to conduct petroleum operations, imported by
contractors, are exempt from all customs taxes, value added taxes and excise
taxes.

= The earnings of contractors from their share of petroleum are also exempt from
income taxes.

In addition, according to the Foreign Investment Law of Mongolia, at the request of the
investor intending to undertake a project of not less than US$2 million and US$10 million in



Mongolia, the Cabinet Member responsible for taxation policy may sign either one of two
kinds of Stability Agreement, depending on amount of investment, with the investor as a legal
guarantee for a stable fiscal environment for 10 to 15 years. This protects the contractor from
any changes of taxation policy.

3. Current Operations

At present, Daqing Oilfield, China is, in Contract Areas XIX, XXI and XXII,
Tamtsag basin, and Dongsheng, China is, in parts of Contract Areas XIII and XIV,
conducting petroleum exploration activities in basis of a Production Sharing Contract.

End of last year, the Production Sharing Contract on coal bed methane gas operations in
the exploration area of Nemegt-VVI and Borzon-VII signed by StormCat Co., Ltd, Canada. Its
exploration activities have begun this year.

Since 1993, 13.8 thousand straight kilometers of 2D seismic and 1791 square
kilometers of 3D seismic were acquired, 100 petroleum exploration wells were drilled. 210.3
million USD has being invested in petroleum exploration operations.

By the end of 2005, Petrochina Daging Tamtsag Mongolia, LLC and Dongsheng
Jinggong Petroleum Mongolia produced totally 1.2 million barrels of the crude oil from their
contract areas and 1.1 million barrels were exported by railway and trucks to China.

In March 23, 2004, a Joint Exploration Agreement (JEA) was signed between the
MRPAM and Dongsheng Jinggong Petroleum Mongolia, China on exploration areas Block 11
and Ill for research activities on petroleum potentials. According to this Agreement, the
company had spent USD 262,000.00 for this project.

Thank you for your kind attention.

Detailed information is available at our website: http://www.mrpam.gov.mn



http://www.mrpam.gov.mn/

MOHI'OJ1 VJICbIH I'A3PbIH TOCHbI CAJIBAPBIH QHGOFHFIH BAWJIAJL,
3ACTUHMH I'AZPAAC BAPUMTIJIAK BYU BOAJIOI'O

AMITXOI'-pIH HIpUIH 6OMHOOC 3HD apra Xd3MXKIH]I OPOJILIOXK Oairaa Ta OyXaH.
9H? ©JIPUIH MIHJIMHIT IIBIITYYJIXK OaifHa.

MuHuii eHeeApUIH UITT 3IUNHH C319B “MOHTO0JT YJICBIH Ta3phIH TOCHBI Cal0aphIH
eHeeruiiH Oaiigasn, 3acruiin razpaac 6apumTiiax Oyl 00JI0r0”. DH 3 WITIAJ YHACH 3
X acrac Oypak Oaiiraa oM. Harayraapr, ['a3pbiH TOCHBI caji0apblH TOBY TYYXUHH
TyxXxail Xo€payraapr, Tra3pblH TOCHBI cai0apT MoHron yiChlH 3acruifH raspaac
OGapuMmTiax Oy 6ommoro Oy [0y Xyyib, O3pX3YiH TaaTail OpuuH, rypaBayraapr, [ a3pbix
TOCHBI Xalryys oJIOOPIOITHIH OHOOTUIH Oaiiial.

1. ToBu TYYX

1922-1923 onyynman Awmepuxuiin reojmornu H. Bepxmsit, C. Moppuc Hap reoyioruitH
cyganraaHel axiaapaa Me3o30iiH 6osion [ypaBmarywifH XypAcCyynbIH aHTHIA XWIDK, MOH
ra3pplH TOCHBI Tapaj YYCAIT3M XoJIOOOTOW IIATHAr 3aHapblH WI3PL T[OBb HYTarT OJIK
TOTTOOCHOOP MOHIONBIH Ta3pblH TOCHBI Cyaaiaraa 3Xd9JICOH TYYXT3M. XapuH Tra3pblH TOC
aryynargax Oaiiraar Amepukuiin reojiorud Jl. Tennep 1931 oHm TOrToocoH Oereep yiMmaap
Monroaesin reonornu K. JdyrapcypsH, 3enentuitn reonoruuy 0. C. XemyboBckuit Hap
JIopHOTOBHUIiH caB razapt 3yYYHOASIHTUIH ra3pblH TOCHBI OpABIT 1940 OHT H33CHH.

1947-1963 onyynan 36BIeATUIHH ra3pblH TOCHBI re0IOTUYU] MOHIOJl OPHBI ©MHO/, 3YYH-
OMHO/I, 3YYH HYTI'yyJdaap ra3pblH TOCHBI 33T XaWTYYJIbIH aXW sIByyJicHaap 3YYHOAsSHTUIH caB
razapT 6ara XaMX33HUN 2 Op[I, Ta3pbIH TOC aryyiax 6oox 80 opuum gajg OyTa1] WIPYYJICOH.

1947 onn “MonroHedTh” TpecT balryynaraax i 55 Msara opuum ToHH (400 MsHTaH
Oappenb) Ta3pblH TOC OOJOBCPYyJIaxX XYUMH dYadaiaTail OonoBcpyyiax YHmmBi3p 3yyHOasHT
aluIIanTaH opyyJicaH Oereenm sHA YHIABIp Hb 1950-1969 onyyman 3yyHOasHTHIH opmooc
onbopnocon 538,7 msaHran ToHH (4 cast rapyil 6appenb) ra3pblH TOCHIT 3XY-aac UMIOPTOOP
OPYYJDK UPCAH IIMHTIH Ta3pblH TOCTON XOIbX HUUTA? 956,7 MsiuraH ToHH (7 cas rapyi 6appenb)
ra3pbiH TOC OOJIOBCPYYIDK TyXalH YEUHH IIaTaX, TOCIOX MAaTePHATIbIH YICHIH X3PIrudsHuit 20%-
uir xaHrax OaiicaH. ['IBY 1OOHOTHIH Japant OyypcaH, OOJIOBCpyyjax YWIABIPT raji rapu
marcad, O6apyyH CHOMPBT Tra3pblH TOCHBI TOM OPAYYJ HOI3TJICOH 33p3r XYUMH 3YHIYYI93C
manaTraajiad yr OOJIOBCpyyiax YHWIABIP Xaargaxk, MOHTOJJ ra3pblH TOCTOH XOJIOOTJCOH Y
axuiutaraa 1969 oH1 30rccoH.

1991 ong Monron YiaceiH "l'a3pblH TOCHBI TyXxail" XyyJb, 3aCTMIH Tra3paac yr
XYYJUHUT X3PIrKYYIdX KYPMBIT TyC Tyc OatiiaH rapracaH Hb MOHroi YJChIH HyTar
JIBCIIPT Ta3pblH TOCHBI XaUTYyJl XUKX, Ta3pbIH TOC OJIOOPIIOX, 9HI cabapT ramaaj yic
OPOH, ITYYC KOMITAHUTAN XaMTpaH aXujutax 3pX 3YWH YHACUIT TaBbX 6TCOH OUIII.

l"a3pbIH TOCHBI TEOJTOTUYIUITH AMEPUKUITH HUUTOIMIIATUIH “DKcriopep” caTryyauida 1995
OHbI 8-p capbiH ayraaptT Monron YiceH “['a3peia TocHbI Tyxail” Xyynb Hb “[lenpo Ban Maitepc”
KOMITAHUIH YHAJITI399p IRIXUNH T 10 XyyIuyaslH HATI9p MaIrapcaH.

Mownroin ViceiH ['a3pblH TOCHBI XyYJIUHH J1aryy Ta3pblH TOCTOM XOJOOTJICOH YHI
aXWIaraaHbl Tajlaap rapad 6alryynax, rapadHUNi XIpArKWITIH XSIHAJIT TaBUX YYPIrUHT



Monron ViceiH 3acTUiH Ta3pbhlH XIPITXKYYJIATd areHTiIar AIMIUTT MajlTMall, Ta3pbiH
TOCHBI X3P3Tr 3PXJI3X ra3ap Xapuylaar.

- Cas raspyya
Momnroaa ra3psiH ToC Oaibk 60mox Marasian oyxuit 614,000 MsHTraH XaBTTall 1OPBOIDKIH
KM. HyTar J3BCTIPHIT XamapcaH 25 Taidaif sraxk OJIOH YJICHIH TEHIEP 3apiiacaH oM.

2. I"'a3pbIH TOCHBI canbapT 3acruiid razpaac 6GapumTask Oyl 6011010

Mounron VYiceiH 3acruiiH ra3pblH OOJJIOr0 Hb Ta3pblH TOCHBI HOOI[ OasuIrUir
XaK, 0JIOOPI0X, JOTOOJBIH TYYXUH 3J19]1 TYUIUIJIAICOH OOJIOBCpYYJaxX YHIABIP Oaphbik
OaifryymnaxaJ Ydrjasrak OaifHa.

- Xyyab, 3IpX3YHH TaaTail OpuMH

[Ma3pblH TOCHBI XaWryyn, OJOOPJIONT SBYYJIaX XaMTbhIH aXWLIaraaHbl YHICOH
HexX1eN Hb ByTa3rasxyyH XyBaax rapa33 oM. [ 3p337151r4 ra3pblH TOCTONU XOJI000TOM Yl
axxuiiaraa ssyynax epremiee AMI'TXOI-T raprana. AMI'TXOI' up 3acruiin ra3pbiH
36BIlIOOPOJ, YHJI 3CHUU aroyiaryl OalIbIH 36BIOMKUMH Aaryy [apa33isruyraid rapad
OaifryymHa.

["a3pbIH TOCHBI TyXall XyyJIuWH JAryy 3paj, XauryyJIblH aXWI SIByYyJax Xyramaar
KU XYpTan Oaiix 6a sHA Xyramaar 2 ygaa Tyc Oyp 2 kwidp cyHrax oosmgor. CasixaH
o6atnaracad 2003 onsl YUX-biH Xyynb, 2004 oHbl 3acTMiiH Ta3pblH TOTTOOJBIH J1aryy
XOPOHre OpyyJiard Hap IIpiadT TalbalH XaWTyylblH Xyrauaar JaXdH 5 5KWIIIp CyHTrax
HAMOJIT X3J13J1139p Oalryyiax muH? 00JI0MXKTOH 00JicoH. On0opnonTeiH xyramaa 20 Kui
XypTaa Oaiix 6ereen 2 ynaa S5-aac I33IITYH KW 33p CYHIaxX OOJIOMKTOMN IOM.

Tyc canbapt xepeHre opyyjiax TaaTail opuuH OYpPAYYJIdIX, XOPOHT® OpYyyIardyabiH
IPCIIHMIT Oaracrax 30pHIroop:

= Ta3pblH TOCTOM XOJOOTICOH YW a)KWjularaaHi 30pUyJIaH OPYYJDK UPIX TOHOT
TOXOOPOMXK, 3] MATCPUAIUNI raajauilH TAaTBap, HAIMIIACIH OPTIHilH aj0aH
TAaTBap, OHUIOi TaTBapaac

= HPIIBrYU HOTA0X Fa3pblH TOCHOOC OJIOX AlTHIT OPJIOrbIH aJI0aH TaTBapaac
TyC TyC 4eJ106JIK Oairaa Omids.

Men Monron YiaceiH "["agaagplH XepeHre opyyaalThlH TyXail" XyyJIuH] 3aacHaap
Monrona 2 cas aMm.aoJjiapaac 3311 XOMKIIHUU XOPOHre OpyyJalT XUMCIH XOPOHTe
OpyyJIaryMiiH YW axwularaaraa siByyJiax OPYHBIIT TOITBOPTOM Oaiirax 3px 3YHH
Oatanraa 60arox TorrBopToii 6aiiabIH P33 OalryyiDk 600X 66ereea 3H? Hb XOPOHTO
OpyyJlarduir ajquBaa TaTBapblH eepuwienTeec 10-15 g xamraaaHa racoH YT IOM.

3. I'a3pbIH TOCHBI XaHryyJ1 0100P/10JITHIH OHOOTHIiH Oaiinan

Onoorniin 6atimmaap BHXAY-bH Jlaunn Tamcar Monron komnanu JlopHOA aiMIuiiH
Tamcaruiin caB ra3pbiH XIX, XXI, XXII Tan6aiin, BHXAVY-bn "lonmen JXKuHryx



ITerponeym I'pynn" xommanu JlopHoroBuitH caB ra3pein XIII, XIV (BXTI'-97)ran6aiin
ra3pblH TOCTOM XOJIOOTACOH Yl akusuiaraar ByTaarmoxyyH xyBaax 1ap33 (BXI)-nuit
3apuMaap TyHIPTr»K OaiiHa. 2006 OHI MOHTOJBIH YHI 3CHUM KOMIIAHM 00J0X
“TaoioTla0aa éniiaié anx ymaa AMI'TXDI-tait ByT 33ra3xyyH XyBaax rapas 6aiiryyicaH.

1993 oHOOC 3XJI9H Ta3pblH TOCHBI XAWTYYJIbIH 2 X3MX33CT UYMYUPXUNIUIANH
cynanraa 13.8 Tyymr kM, 3 XaMXK33CT UMIUPXUHUIUMNH cynaiaraa 100 xaB. Aep. KM HyTarT
XMIK TYHIPTrICOH 0a xauryynsiH HUHT 100 mooHor epemmeen GaitHa. ['a3pbiH TOCHBI
XaUryyJbiH axuig HUAT 210,3 cas aM. JoUIapblH XOPOHT® OPYYIalT XUNUT 133/ OaifHa.

Opnooruiin Oalijymaap MaHal yicaj Xauryyn, OJOOPJIONTBIH aXWJ TYHIDTIIK
baiiraa BHXAY-piH “launa Tamcar Monron” XXK 0Oosmon "JloHIIEHB" KOMITAHWYT
Tamcar, JlopHOTOBHMITH caB ra3paac HUUT 1.2 cas Oappeib ra3pbiH Toc 0a0opiox, 1,1 cas
OGappenpb ra3pbiH Tochir BHXAY-pyy aBrOMammH 00OJIOH TeMep 3amaap 3KCIIOPTIIOON
OaiiHa.

AHxaapan TaBbcaH Oasprianaa.



