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ACCORDING TO BANK OF MONGOLIA ON OCTOBER 28, 2011

e Asof Q3 2011 YTD external trade turnover of Mongolia has increased 92.4% yoy
and reached 8.2B USD, exports are up by 66.7% yoy and reached 3.3B USD, imports
are up by 114.7% yoy and reached 4.8B USD

e 59.9% of total turnover with PRC, 15% is with Russia

e Imports are rising fast. Rate of growth of imports is 2.1 times faster than that of exports.
Trade deficit reached 1.47B USD.
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Chart source: General agency of Customs

Legend of Chart of External Trade turnover by months, in millions of USD
Left axis - millions of USD

Black column — trade surplus/deficit

Blue line — exports

Red line — imports

Violet blue line — trade surplus/deficit
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e External trade condition index has increased for the first time YTD
Trade condition index is calculated using 2000 as a base year and comprises of 10 products that
occupy 90% of exports and 7 group products that occupy 88% of imports.
As of Q3 2011 the index reached 1.801 and grew 7.2% yoy primarily due to growth in index
price of coal and decline in index price of imported foodstuffs, machines, and electronics.
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Source: Bank of Mongolia

Legend of chart of external trade index by months
Grey area — trade condition

Blue line — exports price index

Red line — imports price index
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Ix cypearnc: Monzoabaux

Source: Bank of Mongolia

Legend of Chart of annual changes of external trade condition index
Grey area — annual change of trade condition index

Blue line — changes in export price index

Red line — changes in import price index

EXPORTS

e 41.8% of exports is coal, 22.3% is copper concentrate, 9.0% is iron ore and concentrate,
5.3% is crude. Boroo Gold LLC (Centerra) exported 1655.9 kg of gold to Canada,
Savings Bank 150.8 kg to Korea, 397.8kg to Switzerland, Bank of Mongolia 684.7 kg to
UK.

e Growth in exports is primarily due to
1) increase in volume of exports of coal, iron ore, crude, fluorspar and other related
minerals
2) price growth of these and other minerals and despite
1) decline in volume of copper concentrate, non-monetized gold, moly and cashmere

Average border price of main 10 export products has increased by 57.9% yoy
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Ixunii 9 cap Mouren
2010 2011 AyHrHiin
Hap Tepea _

Xomaas /m, Meuren Xomm33 /tH,  Meuren  00PWIBAT

bappens/ TYH bappems/ JyH /XyBHap/
I Yyayyn uyype 10981 156 5506 13758309 13986  154.0% 1
2 3acuim Hagmman 429 672 5633 425 116 745,0 32.2% 1t
3 Tewmpuim xya3p Ga Oaskman 2336 695 1652 4110323 300,5 81.9% 1t
4 bBonoscpyynaaryi Hedrh 1 550319 1134 1760096 176.6 55.7% 1
5 Menrexeeryit ant 4213 1451 2 889 134.5 27.3%
6 Smaannl yraacan HOOTYYP 2976 1034 2623 123,7 19.6% T
7 Uaiipein xya3p 6a dasmman 86 777 039 91 936 112,1 19.4% T
& Kommn, nefumr, nedemnr Ga 282 ROR 456 296 934 71.3 56.3% T
9 SmaanHs! caMHACAH HOOTYYP 543 359 389 40.8 13.6% T
10 Monub aenmii xya3p 6a Gasxman 35699 38,8 29708 M8 -103% ¥
bycan 1703 2102 23.5% T
HuiiT 3xcnopr 2 025.6 33480 653% 1T

Ix cypeanne: TED
Source: Customs

Legend of the table of export products execution
1. Coal 2.copper concentrate 3.iron ore and concentrate 4. Crude.5. non-monetized gold 6.
Washed cashmere.7. Zinc ore and concentrate 8.Fluorspar.9. Combed cashmere.10 Moly
ore and concentrate.
2. Columns from left to right- Name a type of export product, 2010 amount, 2010 value,
2011 amount, 2011 value, change in value
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Ix cypeaane: FET

Source: Customs

Legend of the chart of impact of price and volumes on changes in exports
Left axis — in millions of USD

Light blue column — impact of change in volume

White column — impact of change in price

Dark blue column - total change

Columns from left to right - Coal, copper concentrate, iron ore and concentrate, Crude, non-

monetized gold, Washed cashmere, Zinc ore and concentrate, Fluorspar, Combed cashmere,
Moly ore and concentrate.
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PRICES OF COMMODITIES HAVE BEEN VOLATILE
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Ix cypeansc: Bloomberg

Source: Bloomberg

Legend of chart of price of copper and zinc on LME and world market price of gold (in USD)
Green line — gold

Light blue-zinc

Dark blue-copper (right axis)

Average price of coal in Inner Mongolian market has increased 1.4 times YTD and reached 103

USD. Price of Mongolian export coal has increased 2 times YTD and 1.1 times mom and
reached 118.1USD.
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Source: Customs, Ministry of Mineral Resources and Energy
Legend of chart of market price of coal

Dark blue line - Mongolian export coal price
Light blue line - Inner Mongolian coal price

IMPORTS TO MONGOLIA HAVE RISEN 2.1 TIMES

This growth was primarily due to
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Ix cypeaanc: TEL, I53IXHA

1) increase in imports of heavy machinery and mechanisms, equipment and spare parts of

133.5% or by 860M USD

2) increase in imports of petroleum products by 75% or by 799M USD
3) increase in imports of transportation vehicles by 214% or by 800M USD

78.4% of imports have been settled by foreign exchange, 18.9% of imports or 912M USD worth

of goods settled by investment.
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XycHarT 3. UMnopTeIH 0apaaHbl rYHUITIrI /cad aMm.aouuiap/

Hap Topes IxHUii 9 cap Oepuiear

2010 2011 /xysuap/
| XyHI MeXaHi3M, TOHOT TeXeapeMiK CAT03r X3p3rcin 369,5 8609 133,0% 1
2 T33BpuilH X3p3rcan 2549 8008 2142% 4
3 Hedruita Oy T33r13Xy yH 4564 7994 732% 1
4 Odpuceis GonoH rap axyilH TABWITa, X3p3rc3n 75,8 1433 &89.1% 1
6 XyHCHMI OYT33rI3xXyyH 16,0 1336 152% 1
7 Owm 00I0H XiM U OHOMOTHEH 0y T33r 13Xy VH, Oop1oo 433 642 483% 1
5 Tewmep xuifl, MeTaLT Oy TIIIAIXYYH 16,0 46,3 1889% 1
8 Tepen 6y puilH Taasyy 1,1 14 26,1% 1
9 bycaza roa1 H3puiH 0yTI3rA3XYYH 87.9 56,1  77.6% 1
Bvcan 827.5 18203 12000
HuiiT umnopr 2 248,3 4 826.3 114,7% 4

Ix cypeaanc: F'ED
Source: Customs

Legend of the table of import products execution, in millions of USD

1. Heavy machinery, mechanisms, equipment, spare parts 2.transportation vehicles 3.petroleum
products 4. Office and home furniture and items. 5. Food products 6. Pharmaceutical, chemical
and biological products, fertilizers. 7. Steel structures and products 8.various textiles. 9. other
main imports. Rest. Total Imports

2. Columns from left to right-Name a type of import product, 2010 Q3 value, 2011 Q3 value,
change in value

PETROLEUM PRODUCTS IMPORTS KEEP ON RISING

Imports of petroleum imports have risen 75.2% yoy reaching 799M USD as of Q3 2011.
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Ix cypeannc: F'EI
Source: Customs

Legend of chart of Mongolian petroleum products by months
Left axis — thousands of tons

Right axis — change in percent

Grey area — imports of petroleum imports in Mongolia (left axis)
Dark blue line — growth yoy

Average price of Russia’s Ural crude has increased 13.3% YTD and declined 4.2% mom and

reached 104.6USD per barrel. Average petroleum product import price at the border increased
32.8% YTD and 1.9% mom and reached 1228.9USD per ton.
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Source: Energy Information Agency of the USA

Legend of
Black line
Orange lin

the chart market price of crude and petroleum products
— Russia, Ural’s crude price index
e — Average price index of petroleum products imported to Mongolia

Price of Brent crude has increased 9% mom and reached 106.3USD as of September 30, 2011
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Source: Bloomberg

Legend of chart of world market price of crude
Left axis — USD/barrel

CONCLUSION:

Based on data by Bank of Mongolia we believe:

e External trade turnover almost doubled yoy in sharply rebounding and overheating
economy

e Mongolia benefited virtually from all commodity price increases but the most from both
from steep rally in coal prices YTD following Chinese coal market and rapid increase in
export coal output. And with the ramp up by all coal exporters and new coal mines
coming onboard and especially the TT, the coal is there stay until OT comes online.

e Copper volume declined but value increased 32% YTD nonetheless due to recovery in
copper price YTD

e import bill shot up 2.1 times as a result of higher spending by the private sector—
producers and consumers alike—:
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e A booming mining industry, especially the OT ramp up, spurred these imports, especially
of transport equipment and machinery. The mining and manufacturing sectors recorded
respectable growth rates of 8.3 and 12.9 percent yoy in the second quarter, respectively.
Transportation and construction grew at 39.9 percent and 38.4 percent, respectively,
while retail and wholesale trade grew at 24.7 percent. Mongolians are also spending more
on consumption as a result of higher incomes

e Data shows that Mongolia is becoming more and more as a mining powerhouse with
large amounts of heavy machinery to export large amounts of commodities and spending
a lot of its income on fuel to keep all this machinery moving and Mongolians spending
more and more on bigger and fancier cars, office and home furniture and the like.

e All of this pushed Mongolia’s trade deficit to record US$ 1.4 billion as of Q3 2011.

e Mongolia’s economic outlook depends heavily on global macroeconomic factors in the
context of commodity prices and Chinese demand. Should commaodity prices fall sharply
Mongolia’s exports and budget revenues would both be hit hard and Mongolia’s small,
open economy will be affected.

e However, as PRC accounts for 60% of Mongolia’s trade turnover, China’s response to

any possible global weakness and recession will be decisive for Mongolia. Nevertheless

we are optimistic that Mongolia will overcome most challenges since the country should
be able to deliver coal and copper more cost efficiently than any other producer to China.

The current reliance on China forces Mongolia to sell coal at a 40% discount; while this

is obviously a disadvantage it means current revenues are coming from a low base with

more upside in the long run. For this reason, market diversification is the way and hence
railways will be crucial;
Beyond this, it is up to Mongolia to capitalize on its excellent long term prospects

CHIEF INVESTMENT STRATEGIST

Dale Choi

 kler

Frontier Securities

Ulaanbaatar, MONGOLIA

staff@frontier.mn

(T) 976-7011-9999
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(F) 976-7011-1991
About Frontier Securities

Frontier Securities, based in Ulaanbaatar, Mongolia is a Mongolia’s pioneer boutique
international investment bank with a seat on Mongolian Stock Exchange working to provide
clients with best of both worlds: investment bank with on-the-ground presence and expertise in
frontier markets with full cross border service capabilities and international financial markets
experience/know-how with particular strengths in Asian financial markets of Hong Kong, Tokyo
and Singapore. Information about the firm is available at www.frontier.mn .

Authorized and regulated by the Financial Regulatory Committee

Reduce your environmental footprint. Print only if necessary.

Frontier Securities Limited Disclaimer and Confidentiality Note

This e-mail and its attachments and any rights attaching hereto (collectively called
"Information™) are for informational purposes only. The Information has been given in good faith
but without guarantee and unless the context clearly indicates otherwise is the property of
Frontier Securities, a company incorporated in Mongolia. As Frontier Securities cannot
guarantee the genuineness or completeness of the Information, the Information is not legally
binding.

The Information is confidential, may be legally privileged and is intended solely for the use of
the individual or entity to whom it is addressed. Unauthorized disclosure, copying or distribution
of the Information is strictly prohibited and the recipient of the Information shall not redistribute

the Information in any form to a third party. If you received this Information in error please tell
Frontier Securities by reply (or telephone the sender) and delete all copies on your system.

The Information is not intended as an offer or solicitation for the purchase or sale of any
financial instrument or as an official confirmation of any transaction. All market prices, data and
other information are not warranted as to completeness or accuracy and are subject to change
without notice. Any comments or statements made herein do not necessarily reflect those of
Frontier Securities, its subsidiaries and affiliates.

Frontier Securities has taken precautions to minimize the risk of transmitting software viruses,

but advises you to carry out your own virus checks on any attachment to this message. Frontier
Securities cannot accept liability for any loss or damage caused by software viruses.
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