Development Bank of Mongolia (DBM) and its
contribution to regional development: using
mining as an engine of development
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Mongolia Overview

Large land per capita, abundant natural resources, well positioned for rapid economic expansion

Close Proximity to the Largest Global Resource Markets Mongolia's Key Advantages
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Key factors for growth:
dynamic stability of democracy

e yet dynamic political system
« Parliamentary republic since 1992, first in Central Asia,

e most recent parliament elections in 2016, next president’s elections in
2017

e Consensus based decision making
e Coalitions (formal and informal)

 The Long term Sustainable Development Vision of Mongolia (2016):
example of consensus building

Constitution 1992
1993 1996 1997 1998 2000 2001 2002 2004 2005 2006 2008 2009 2010 2012 2016

President e Ts.Elbegdorj

Government DP Coalitions

Parliament DP 50/76 no majority 37/76 oF Ju.s.tlce
Coalition




Natural Resource Base That Can be Leveraged for Industrialization
Up to 1.3 trillion dollars of potential assets

(cont’'d)
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Some other reserves

Oil: 332 million tonnes
Coal bed methan gas: 3.2 billion m3

Oil shale: 788 billion ton

Uranium: 11 deposits, 75 thousand tonnes




Strong cultural heritage:
Mongolian nomads

Mongolian nomads are one
of main nomad civilizations
in the world




Enter strong agriculture
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A leading worlo
cashmere
oroaucer

e More than 30 companies
o Exports to many world destinations

 |talian design, Japanese technology, Mongolia
products



Private farms

e Using modern technology as
John Deere

* use about 380 thousands of

hectares producing 470
thousands tons of grain, 250
thousand tons of potato, 100
thousand tons of vegetables
and fully supply domestic
market

* new tecnologies, 80% of
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High literacy rate

Tabla 5. Primary school enrolmant. pupils in 1-5 grades, literacy rate
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Diversification and innovations needs

= Heavy reliance on commodity prices - significant revenue
volatility. - one function 1s to create additional investment
opportunities

= The diversification of the narrow base of the economy
requires substantial investments in real sectors - real
sector support

= Poverty reduction in rural areas and regional integration
require significant investments in infrastructure.

= Direct foreign investments in critical industries, particularly
in non-mining heavy industries, are often constrained by
uncertainty about potential risks.

» Underdeveloped domestic capital markets and absence of
medium to long term debt instruments constrain
financial sector growth.



Background needs

 Mongolia in 2008: limited financing options, high
need for infrastructure and heavy industry

* Reliance only on budget




Share of mining products in total export




THE DEVELOPMENT BANK OF
MONGOLIA: BACKGROUND

The creation of the Development Bank of Mongolia (DBM) under
the Action Plan of the Government of Mongolia for 2008-2012
(clause 2.1.31) 1s vital for Mongolia’s economic development

The DBM will address current challenges that Mongolia 1s facing
and will provide long term solutions for a sustainable economic
development with appropriate policies and actions on real economic
sector’s reform.

The vision of the Development Bank of Mongolia /hereinafter
referred as DBM/ shall be to finance Mongolia’s priority economic
sectors promoting national economic competitiveness 1n a global
arena.



First board of directors created in 2010
Capital infusion : initial 16 billion MNT, later 32
billion MNT (approximately 25 million dollars)

Raised in total 0.580 billion US dollars in
DBM bonds,1.5 billion dollars of sovereign
bonds, 0.3 billion dollars of Samurai bonds

usiness Model of the Development Bank of Mongolia (2010):
Ing assets and revenue for transformation of economy

Bank structure

Main assistance from
JICA (Development
Bank of Japan, JERI)

Assistance from
Germany KFW
(development

financing) and joint
international team with
Korea Development
Bank
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Key projects — Building for the Future

The Bank has provided USD200m for the major coking coal project, Erdenes
Mining Tavan Tolgoi. Another USD14m has been disbursed for a thermal coal producer
' and supplier to Ulaanbaatar city

Auto road The Bank has financed the construction work of 1,800 km highway

USD75.3m was disbursed lo a major cement producer for an expansion of
Construction material capacity from 0.4 million tons per annum (tpa) to 1 million tpa
Provided USD105mm facility for Combined Heating & Power Plant # 4 and # 3 of

Energy Ulaanbaatar City for expansion of 100MW1t and S0MW!1 respectively. Started an
IPP project in Tavan Tolgoi, with a mezzanine facility

Initial funding of USD55m was disbursed for funding of design and survey of
Railway 1,800 km "New Railway' project, and construction work of TT-GS 243km rail is
expected to commence with an additional USD200m funding

The Bank has disbursed USD83.9m to MIAT Mongolian Airlines for the purchase

Alr transportation of aircraft

USD16.5m has been disbursed to engineering utilities projects in Ulaanbaatar

Eng_maanng utifity city, including clean & sewage water distribution systems

LOPMENT BANK OF MONGOLIA



DBM: Financing of national airline carrier
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Huge infrastructure needs: Mongolia’s territory larger than France three times
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INfrastructure
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DBM supports urban development
(more than 60% of population lives In




Government HOUSING PROJECT
of Mongolia

Simultaneous expansion of urban infrastructure is to support the affordable housing program.

75,000 household housing in ¢ Govgrnment Of. Mongoha

Ulaanbaatar city considers housing and urban
. ' ._ infrastructure to be a high
R ' / priority area.
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Railways projects: DBM is solving the crucial bottleneck In

national railways
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materla\s

 Production of cement has
iINncreased 4 times since
ore-DBM days

e now domestic needs are
fully met by DBM financed
domestic industrial
projects

* Jotal capacity is about 4
million tonnes per annum
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One of top 10 world copper enrichment plants OT




Top 15 producing copper mines (2020)("
$3.00

World largest 15 deposits of copper

2020E C1 Cash Cost ($/Ib)
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Future phases

* Hugo North Deposit : * Hugo North (Lift 2)
v 0.5bt reserve * Hugo South Deposit:
v 0.8bt Inferred resource
v 0.9bt M&I resource » Heruga Deposit:
v 1.2bt Inferred resource v 2.0bt Inferred resource
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Tavantolgol coal mine

* One of largest in the world

* coking coal deposit

* iIncoming power plant
project with

Marubeni, 1 billion dollar



Increasing Connectivity with Foreign Governments

< DBM has signed a number of Memorandums of Understandings and Cooperation Agreements with various foreign and

international developmental agencies and financial institutions, highlighting the Development Bank's additional value-add in
promoting Mongolia’s foreign economic relations

< These agreements also allow DBM to gain valuable knowledge on international best practices from the international development
and policy bank community

w

! Expart-Import Bank of tha

uU.S. (2072) g

Euler Hermas (2013)
Commerzbank (2013)

Kuwait = S iu g
Kuwalt Investmant Corporation (2012)
Autharity (2011) China Deveiopment Banik  Japan Bank for

o — Kuwail Fund for Arab (2012) |ﬂlﬂ1mmm3 al Cooperation

International  ° Economic Devalopmant Lot S r (2013)

NE Asian EXIM Banks Associalion - (2011) China t!ﬂmm'l 1:|I.

Greater Tumen Initlative [2012)

- Expart-import Bank of China

- Export-import Bank of Korea

- Bank of Development and Foraign

Economic Affairs, Russia
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Total Public investment

Total public investment:

4500 From 30 million USD to 3 billion USD in 10 years
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MONGOLIA’S SUSTAINABLE
DEVELOPMENT VISION (SDV) 2016-2030
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Legally binding by Development Planning Law (approved in 2015, traced
back to JICA Midterm Development Strategy and PIP project, 1996-1999)

SDV is legally binding as a platform for elections platforms for all
participating parties in the Parliament elections 2016

The new government formed in 2016 and its 4 year midterm program is
also based on the SDV

Mining is very important for SDV and its planned further diversification
DBM is a major contributor to the strategy
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Renewable Energy

GE, Newcom project,
110 million dollars

Softbank, Newcom plan
additional renewable

energy
ations INn Gobi



Tourism: new international airport of Ulaanbaatar
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new international airport of UB is being built - - :
by Mitsubishi, Japan as a development loan &
from Japan
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Chile: US-Chile free trade agreement was a key

For Mongolia: Japan: free trade agreement
(Economic Partnership Agreement) 2014, ratified i
2015, in full force since 2016

Shin Mongol Technical Institute (Japan)
Japanese technical schools: Kohsen network (TVE)

Japan-financed 1000 engineers program for
Mongolia's industry

2000 students are studying in Japan;

Leading Japanese banks opened their
representative offices in Ulaanbaatar and JICA
provided TSL loans to hundreds of Mongolian SME
projects

Japanese experts are consulting Mongolia on
mining and heavy industry, public private
partnership PPP, development financing and
Samurai bonds, PIP

LR .




SUMMARY

 DBM has invested more than 2 billion US dollars in crucial time in
various economic sectors such as heavy industry, infrastructure,
railways and others. JICA had a crucial assistance in setting up the
BI1\Y

e |t took 1.5 years from initial concept to opening ceremony and fund
raising and it greatly increased public investment in infrastructure

« DBM's net interest margin registered only 2.66% as it generally offers
concessionary lending rates for policy-favored industries and projects.




