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DEFINITIONS AND OTHER INFORMATION

Currency and Exchange Rates

In this Annual Information Form, all funds are quoted in United States dollars unless otherwise indicated.
References to “$” and “US$” are to United States dollars, references to “Cdn$” are to Canadian dollars,
references to “HK$” are to Hong Kong dollars and references to “MNT” are to the Mongolian Tugrik.

The following table reflects the closing, high, low and average rates of exchange for the purchase of one
United States dollar using Canadian dollars for the indicated periods below, based upon the noon buying
rates published by the Bank of Canada:

(Stated in Canadian dollars)

Year Ended December 31
2019 2018 2017

End of period 1.2988 1.3642  1.2545
High for the period 1.3600 1.3642 1.3743
Low for the period 1.2988 1.2288 1.2128
Average for the period 1.3269 1.2957  1.2986

The Bank of Canada noon buying rate as of December 16, 2020 for the purchase of one United States dollar
using Canadian dollars was Cdn$1.2753 (one Canadian dollar on the same date equalled US$0.7841).

The following table reflects the closing, high, low and average rates of exchange for the purchase of one
Hong Kong dollar using Canadian dollars for the indicated periods below, based upon the noon buying
rates published by the Bank of Canada:

(Stated in Canadian dollars)

Year Ended December 31

2019 2018 2017
End of period 0.1668 0.1742  0.1605
High for the period 0.1736 0.1742  0.1766
Low for the period 0.1665 0.1571  0.1552
Average for the period 0.1694 0.1653  0.1667

The Bank of Canada noon buying rate as of December 16, 2020 for the purchase of one Hong Kong dollar
using Canadian dollars was Cdn$0.1645 (one Canadian dollar on the same date equalled HK$6.0785).

Defined Terms and Abbreviations

In this Annual Information Circular, unless the subject matter or context is inconsistent therewith, the
following terms shall have the meanings set forth below:



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

“2012 Technical Report” means the preliminary feasibility study and technical report on the Ovoot Tolgoi
Deposit dated March 19, 2012, prepared by RungePincockMinarco.

“2016 Technical Report” means the technical report on the Ovoot Tolgoi Deposit dated May 6, 2016,
prepared by RungePincockMinarco.

“2018 Bank Loan” means a credit facility granted by a Mongolian bank to SGS in the principal amount of
$2.8 million in May 2018.

“Addendum” means the March 2007 addendum to the EIA for the Ovoot Tolgoi Deposit.
“Articles” means the Articles of Continuation of the Company dated May 29, 2007.
“ASTM” means American Society for Testing Materials.

“Audit Committee” means a committee of the Board formed for the purpose of overseeing the accounting
and financial reporting processes of the Company and audits of the financial statements of the Company.

“BDO” means BDO Limited, the Company’s external auditors.

“BCBCA” means the Business Corporations Act (British Columbia), as the same may be amended or
supplemented from time to time.

“Biluut” means the area delineated and identified as the Biluut coal field in the Soumber Deposit.
“Board” means the board of directors of the Company.

“Canadian Securities Administrators” means the securities regulators of each province and territory of
Canada.

“CDIA” means the Court Decision Implementing Agency of Mongolia.
“Ceke” means the PRC coal distribution terminal at the Shivee Khuren Border Crossing.

“Central Soumber” means the area delineated and identified as the Central Soumber coal field in the
Soumber Deposit.

“CIC” means China Investment Corporation, together with its wholly owned subsidiaries and affiliates.
“CIM” means the Canadian Institute of Mining, Metallurgy and Petroleum.

“Cinda” means China Cinda (HK) Investments Management Company Limited, a wholly owned
subsidiary of China Cinda Asset Management Corporation Limited.

“Class Action” means the class action lawsuit in Canada filed against the Company, certain of its former
senior officers and directors, and the Company’s former auditor relating to the Restatement.

“CNAS” means China National Accreditation Service for Conformity Assessment.



“Common Shares” means common shares without par value in the capital of the Company.

“Company” or “SouthGobi” means SouthGobi Resources Ltd. and includes, as the context requires, one
or more of its subsidiaries.

“Compensation and Benefits Committee” means a committee of the Board formed to discharge the
Board’s responsibilities relating to compensation and benefits of directors and executive officers of the
Company.

“Convertible Debenture” means the convertible debenture issued by the Company to CIC on October 26,
2009 and assigned by CIC to CIC Subco on November 19, 20009.

“CSR” means corporate social responsibility.

“DC Court” means the Khan-Uul District Civil Court of First Instance in Mongolia.

“District Court” means the First Instance Second District Criminal Court of Justice of Mongolia.
“DMCL” means Dragon Mining Consulting Limited.

“East Soumber” means the area delineated and identified as the East Soumber coal field in the Soumber
Deposit.

“Ejin Jinda” means Ejinagi Jinda Coal Industry Co. Ltd.
“EIA” means Environmental Impact Assessment.
“EMP” means Environmental Management Plan.
“EPP” means Environmental Protection Plan.

“FIL” means Foreign Investment Law of Mongolia.
“First Concept” means First Industrial Group Limited.

“Former Employees” means the three former employees of SGS named as defendants in the Tax Evasion
Case.

“Government of Mongolia” or “Mongolian Government” means the executive branch of the government
of Mongolia, whether state, regional or local, and any agency, authority, branch, department, regulatory
body or other entity exercising executive, taxing, regulatory or administrative powers of or pertaining to
the government of Mongolia, and all officials, agents and representatives of each of the foregoing.

“GSC Paper 88-21” means Paper 88-21 of the Geological Survey of Canada titled “A Standardized Coal
Resource/Reserve Reporting System for Canada”, dated 1989, as amended.

“HKEX” means The Stock Exchange of Hong Kong Limited.
“lAAC” means the Mongolian Independent Authority Against Corruption.

“I1SO” means the International Organization for Standardization.



“IVN” means lIvanhoe Mines Limited.
“Jargalant” means the area delineated and identified as the Jargalant coal field in the Soumber Deposit.

“Land Law of Mongolia” means Law on Land of Mongolia enacted on June 7, 2002, as the same may be
amended or supplemented from time to time.

“LIBOR” means the London Interbank Offered Rate, the rate charged by one bank to another for lending
money.

“MAK” means Mongolyn Alt MAK LLC.

“MAK-Qinghua” means the joint venture between MAK and Qinghua.

“MBGS” or “McElroy Bryan” means McElroy Bryan Geological Services.

“MEL” means a Mongolian mineral exploration licence.

“Mineral Deposit of Strategic Importance” means, under the 2006 Minerals Law, a deposit that may
have the potential to impact national security, or the economic and social development of Mongolia at the
national and regional levels, or that is generating, or has the potential to generate, more than 5% of

Mongolia’s gross domestic product in any given year.

“Mining Prohibition in Specified Areas Law” means the Law on Prohibition against Exploration and
Mining in Headwater Areas, Protected Zones for Water Reserves and Forest Lands of July 16, 2009, as the
same may be amended or supplemented from time to time.

“MNT” means togrog or tugrik, the legal currency of Mongolia.
“MRAM” means the Mineral Resources and Petroleum Authority of Mongolia.
“MT LLC” means Magnai Trade LLC, a supplier of fuel to SGS.

“Nariin Sukhait Mine” means the coal mine operated by Mak-Qinghua located immediately north of the
Sunrise Field of the Ovoot Tolgoi Mine.

“NI 43-101” means National Instrument 43-101 - Standards of Disclosure for Mineral Projects of the
Canadian Securities Administrators.

“NI 51-102” means National Instrument 51-102 - Continuous Disclosure of Obligations of the Canadian
Securities Administrators.

“Nominating and Corporate Governance Committee” means a committee of the Board formed to assist
the Board in fulfilling its oversight responsibilities with respect to appointment and election of individuals
to the Board and developing corporate governance guidelines for the Company.

“Norwest” means Norwest Corporation of Salt Lake City, Utah.
“Novel Private Placement” means the two tranche private placement with Novel Sunrise pursuant to the

terms of a private placement agreement entered into between the Company and Novel Sunrise on February
24, 2015.



“Novel Sunrise” means Novel Sunrise Investments Limited, an investment holding company registered in
the British Virgin Islands.

“Ontario Court” means the Ontario Superior Court of Justice in Canada.

“OT LLC” means Oyu Tolgoi LLC (formerly Ivanhoe Mines Mongolia Inc. LLC), a company incorporated
under the laws of Mongolia and a subsidiary of Turquoise Hill.

“Ovoot Tolgoi Deposit” means the Company’s coal exploration, development and production projects at
Ovoot Tolgoi, including the Ovoot Tolgoi Mine and the Ovoot Tolgoi Underground Deposit.

“Ovoot Tolgoi Mine” means the Company’s open pit coal mine at Ovoot Tolgoi, which is comprised of
the Sunrise and Sunset open pit coal mines.

“Qvoot Tolgoi Technical Report” means the technical report on the Ovoot Tolgoi Mine dated May 15,
2017, prepared by DMCL.

“Ovoot Tolgoi Underground Deposit” means the Company’s underground development project at Ovoot
Tolgoi.

“Parliament of Mongolia” means the State Great Khural of Mongolia.
“PMA” means a pre-mining agreement.

“PRC” or “China” means the People’s Republic of China, and references in this Annual Information Form
to the PRC or China exclude Hong Kong, the Macau Special Administrative Region of the PRC and Taiwan.

“Preferred Shares” means preferred shares without par value in the capital of the Company.
“PwC” means PricewaterhouseCoopers, LLP (Vancouver).

“gualified person” or “QP” means a “qualified person” as such term is defined in NI 43-101.
“Renminbi” or “RMB” means the lawful currency of the PRC.

“Restatement” means the decision by the Board in November 2013 to restate the Company’s 2011 and
2012 financial statements.

“Rio Tinto” means Rio Tinto plc, together with its direct and indirect subsidiaries.
“RungePincockMinarco” means RungePincockMinarco, formerly known under the trade name “Minarco-
MineConsult” including the times during which it published the 2012 Technical Report, the 2016 Technical
Report and the Zag Suuj Technical Report.

“Sapphire” means Sapphire Geo Ltd., a company established under the laws of Mongolia.

“SGS” means SouthGobi Sands LLC, a wholly owned subsidiary of the Company.

“Shareholders” means holders of the Common Shares, and “Shareholder” means any one holder of the
Common Shares.



“Shivee Khuren Border Crossing” means the Shivee Khuren-Ceke crossing at the Mongolia-PRC border.
“SGQ Coal” means SGQ Coal Investment Pte. Ltd., a wholly owned subsidiary of the Company.

“Strategic Deposits List” means a list of 15 deposits designated by the Parliament of Mongolia to be
Mineral Deposits of Strategic Importance.

“Soumber” means, together, the areas delineated and identified as the Central Soumber and East Soumber
coal fields in the Soumber Deposit.

“Soumber Deposit” means the Company’s coal exploration project located approximately 20km east of
the Sunrise Pit comprised of the Central Soumber, East Soumber, South Biluut, Biluut and Jargalant fields.

“South Biluut” means the area delineated and identified as the South Biluut coal field in the Soumber
Deposit.

“Sunrise Field” means the area of the coal deposit that comprises both the surface and underground
resources in the area delineated and identified as the Sunrise Field in the Ovoot Tolgoi Technical Report.

“Sunrise Pit” means the area of the coal deposit delineated and identified as the Sunrise Pit in the Ovoot
Tolgoi Deposit.

“Sunset Field” means the area of the coal deposit that comprises both the surface and underground
resources in the area delineated and identified as the Sunset Field in the Ovoot Tolgoi Technical Report.

“Sunset Pit” means the area of the coal deposit delineated and identified as the Sunset Pit in the Ovoot
Tolgoi Deposit.

“TAG” means The Americas Group.
“Tanan Impex” means Tanan Impex Co. Ltd.

“Tax Evasion Case” means the investigations by IAAC regarding allegations of tax evasion and money
laundering by the Former Employees and SGS.

“Tax Penalty” means, with respect to the Tax Verdict, liability of the Company as civil defendant with
respect to the Tax Evasion Case for a monetary penalty of approximately US$18.2 million.

“Tax Verdict” means the January 30, 2015 verdict of the District Court finding (i) the Former Employees
guilty of tax evasion and imposed sentences on the Former Employees ranging from 5 years and 6 months
to 5 years and 10 months of imprisonment in the correctional facilities of strict regimen in Mongolia, and
(i) the Tax Penalty.

“Tier 2 Deposits List” means the list of 39 deposits designated by the Parliament of Mongolia as subject
to further investigation by the Government of Mongolia in order to determine if one or more of such deposits
should be designated as a Mineral Deposit of Strategic Importance.

“TRQ” or “Turquoise Hill” means Turquoise Hill Resources Ltd., a corporation incorporated under the
laws of the Yukon.



“TRQ Loan” means the shareholder loan provided by TRQ to SGS and SGQ Coal as borrowers in the
principal amount of $10 million.

“TSX” means the Toronto Stock Exchange.

“United States” means the United States of America, its territories, its possessions and all areas subject to
its jurisdiction.

“VAT” means value added tax.
“Voyage Wisdom” means Voyage Wisdom Limited, a company owned by the VWL Shareholders.

“VWL Shareholders” means Messrs. Ninggiao Li, Aminbuhe and Yulan Guo, each a former director
and/or officer of the Company.

“Water Law of Mongolia” means the Law of Mongolia on Water enacted on May 17, 2012, as the same
may be amended or supplemented from time to time.

“Zag Suuj Deposit” means the Company’s coal exploration project located approximately 150km east of
the Ovoot Tolgoi Deposit.

“Zag Suuj Technical Report” means the technical report on the Zag Suuj Deposit dated March 25, 2013,
prepared by RungePincockMinarco (known as Minarco-MineConsult as of the date of such report).
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Conversion Factors

For ease of reference, the following conversion factors are provided:

Imperial Measure = Metric Unit Metric Unit =  Imperial Measure
2.47 acres 1 hectare 0.4047 hectares 1 acre

3.28 feet 1m 0.3048 m 1 foot

0.62 miles 1 km 1.609 km 1 mile

0.032 ounces (troy) 1 gram 31.1 grams 1 ounce (troy)
2.205 pounds 1 kilogram 0.454 kilograms 1 pound

1.102 tons (short) 1 tonne 0.907 tonnes 1 ton

0.029 ounces 1 gram/tonne 34.28 1 ounce (troy)/ton
(troy)/ton grams/tonne

Glossary of Geological and Mining Terms

ad: air dried basis (in reference to the moisture content of coal samples).

ar: as received basis (in reference to the moisture content of coal samples).

cv: means calorific value.

fault: a fracture in rock along which the adjacent rock surfaces are differentially displaced.

FSI: free swelling index (as a measure of coking properties of coal).

ha: hectares.

indicated mineral resource: 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 and is sufficient to assume geological and grade or quality continuity between points of observation.
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 mineral reserve.

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

kcal: kilocalorie.

km: kilometres.
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km?: square kilometres.

Ib: pound.

logged: measured and described.
m: metres.

measured mineral resource: 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 and is
sufficient to confirm geological and grade or quality continuity between points of observation. 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 proven mineral reserve or to a probable mineral
reserve.

metallurgic coal: various grades of coal suitable for making steel, such as coking coal.

mineral reserve: the economically mineable part of a measured or indicated mineral 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. The reference point at which mineral reserves are defined, usually the point where the ore is
delivered to the processing plant, must be stated.

mineral resource: is 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.

mm: millimetres.
Mt: million tonnes.
PCD: polycrystalline.

preliminary feasibility study, pre-feasibility study or PFS: a comprehensive study of a range of options
for the technical and economic viability of a mineral project that has advanced to a stage where a preferred
mining method, in the case of underground mining, or the pit configuration, in the case of an open pit, is
established and an effective method of mineral processing is determined. It includes a financial analysis
based on reasonable assumptions on the modifying factors and the evaluation of any other relevant factors
which are sufficient for a qualified person, acting reasonably, to determine if all or part of the mineral
resource may be converted to a mineral reserve at the time of reporting. A pre-feasibility study is at a lower
confidence level than a feasibility study.

probable mineral reserve: 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 mineral reserve
is lower than that applying to a proven mineral reserve.
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proven mineral reserve: the economically mineable part of a measured mineral resource. A proven mineral
reserve implies a high degree of confidence in the modifying factors.

RC: reverse circulation.

ROM: run-of-mine.

seam: a stratum or bed of coal or other mineral; generally applied to large deposits of coal.

splits: the division of a bed of coal into two or more horizontal sections by intervening rock strata.
strike: the direction, or course or bearing, of a vein or rock formation measured on a level surface.

thermal coal: coal that is used primarily for its heating value and that tends not to have the carbonization
properties possessed by metallurgic coal.
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FORWARD LOOKING STATEMENTS

Except for statements of fact relating to the Company and its subsidiaries, certain information contained
herein constitutes forward-looking statements. Forward-looking statements are frequently characterized by
words such as “plan”, “expect”, “project”, “intend”, “believe”, “anticipate”, “could”, “should”, “seek”,
“likely”, “estimate” and other similar words or statements that certain events or conditions “may” or “will”
occur. Forward-looking statements relate to management’s outlook and anticipated events or results and
are based on the opinions and estimates of management at the time the statements are made. Forward-
looking statements in this Annual Information Form include, but are not limited to, statements regarding:

the Company continuing as a going concern and its ability to realize its assets and discharge its
liabilities in the normal course of operations as they become due;

adjustments to the amounts and classifications of assets and liabilities in the Company’s
consolidated financial statements and the impact thereof;

the Company’s expectations of sufficient liquidity and capital resources to meet its ongoing
obligations and future contractual commitments, including the Company’s ability to settle its trade
payables, to secure additional funding and to meet its obligations under each of the Convertible
Debenture, the 2020 November Deferral Agreement (as defined below), the 2020 June Deferral
Agreement (as defined below), the 2020 May Deferral Agreement (as defined below), the 2020
April Deferral Agreement (as defined below), the 2020 March Deferral Agreement (as defined
below), the 2020 February Deferral Agreement (as defined below), the 2019 Deferral Agreement
(as defined below), the Amended and Restated Cooperation Agreement (as defined below) and the
2018 Bank Loan (as defined below), as the same become due;

the Company’s anticipated financing needs, development plans and future production levels;

the ability of the Company to successfully apply for a revocation of the CTO (as defined below);
the resumption of trading in the Common Shares on the TSX or HKEX;

the Company entering into discussions with CIC regarding a potential debt restructuring plan with
respect to the amounts owing to CIC;

the results and impact of the Class Action;

the impact of the internal investigation conducted by the Special Committee (as defined below) on
the Suspicious Transactions (as defined below);

the estimates and assumptions included in the Company’s impairment analysis and the possible
impact of changes thereof;

the agreement with Ejin Jinda and the payments thereunder;

the ability of the Company to successfully recover the balance of its doubtful trade and notes
receivables;

the ability of the Company to enhance the operational efficiency and output throughput of the
washing facilities at Ovoot Tolgoi;

the ability of the Company to enhance the product value by conducting coal processing and coal
washing;

the impact of the Company’s activities on the environment and actions taken for the purpose of
mitigation of potential environmental impacts and planned focus on health, safety and
environmental performance;

the impact of the delays in the custom clearance process at the Ceke border on the Company’s
operations and the restrictions established by Chinese authorities on the import of F-grade coal into
China;

the impact of the Coronavirus Disease 2019 (“COVID-19”) pandemic and closure of Mongolia’s
southern border with China on the Company’s business, financial condition and operations;
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o the ability of the Company to successfully appeal the decision of MRAM to terminate the Soumber
Licenses (as defined below) and the anticipated timing of the High Court of the Capital City’s (the
“High Court”) ruling on the appeal;

e the ability of the Company to successfully negotiate an extension of the agreement with the third

party contractor relating to the operation of the wash plant at the Ovoot Tolgoi mine site;

the ability of the Company to successfully reinstate the Soumber Licenses;

the future demand for coal in China;

future trends in the Chinese coal industry;

the Company’s outlook and objectives for 2020 and beyond; and

other statements that are not historical facts.

Forward-looking information is based on certain factors and assumptions described below and elsewhere
in this Annual Information Form including, among other things: the current mine plan for the Ovoot Tolgoi
mine; mining, production, construction and exploration activities at the Company’s mineral properties; the
costs relating to anticipated capital expenditures; the capacity and future toll rate of the paved highway;
plans for the progress of mining license application processes; mining methods; the Company’s anticipated
business activities, planned expenditures and corporate strategies; management’s business outlook,
including the outlook for 2020 and beyond; currency exchange rates; operating, labour and fuel costs; the
ability of the Company to successfully apply for a revocation of the CTO; the ability to remedy the Delisting
Criteria (as defined below) of the TSX and to satisfy the Resumption Guidance (as defined below) of the
HKEX; the ability of the Company to raise additional financing; the anticipated royalties payable under
Mongolia’s royalty regime; the future coal market conditions in China and the related impact on the
Company’s margins and liquidity; the anticipated impact of the COVID-19 pandemic; the assumption that
the border crossings with China will remain open for coal exports; the anticipated demand for the
Company’s coal products; future coal prices, and the level of worldwide coal production. While the
Company considers these assumptions to be reasonable based on the information currently available to it,
they may prove to be incorrect. Forward-looking statements are subject to a variety of risks and
uncertainties and other factors that could cause actual events or results to differ materially from those
projected in the forward-looking statements. These risks and uncertainties include, among other things: the
uncertain nature of mining activities, actual capital and operating costs exceeding management’s estimates;
variations in mineral resource and mineral reserve estimates; failure of plant, equipment or processes to
operate as anticipated; the possible impacts of changes in mine life, useful life or depreciation rates on
depreciation expenses; risks associated with, or changes to regulatory requirements (including
environmental regulations) and the ability to obtain all necessary regulatory approvals; the potential
expansion of the list of licenses published by the Government of Mongolia covering areas in which
exploration and mining are purportedly prohibited on certain of the Company’s mining licenses; the
Government of Mongolia designating any one or more of the Company’s mineral projects in Mongolia as
a Mineral Deposit of Strategic Importance; the risk that the Company is unable to successfully apply for a
revocation of the CTO; the risk that the Company is unable to remedy the Delisting Criteria within the
deadline established by the TSX and the Common Shares becoming delisted from the TSX; the risk that
the Company is unable to fulfill the conditions of the Resumption Guidance and the Common Shares
becoming delisted from the HKEX; the risk of continued delays in the custom clearance process at the Ceke
border; the restrictions established by Chinese authorities on the import of F-grade coal into China; the risk
that Mongolia’s southern borders with China will be the subject of further closures; the negative impact of
the COVID-19 pandemic on the demand for coal and the economy generally in China; the risk that the
COVID-19 pandemic is not effectively controlled in China and Mongolia; the risk that the Company’s
existing coal inventories are unable to sufficiently satisfy expected sales demand; the possible impact of
changes to the inputs to the valuation model used to value the embedded derivatives in the Convertible
Debenture; the risk of the Company failing to successfully negotiate favorable repayment terms on the TRQ
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Reimbursable Amount; the risk of CIC accelerating all amounts outstanding under the Convertible
Debenture and enforcing payment thereof; the risk of the Company or its subsidiaries defaulting under its
existing debt obligations, including the 2020 November Deferral Agreement, the 2020 June Deferral
Agreement, the 2020 May Deferral Agreement, the 2020 April Deferral Agreement, the 2020 March
Deferral Agreement, the 2020 February Deferral Agreement, the 2019 Deferral Agreement, the Amended
and Restated Cooperation Agreement and the 2018 Bank Loan; the impact of amendments to, or the
application of, the laws of Mongolia, China and other countries in which the Company carries on business;
modifications to existing practices so as to comply with any future permit conditions that may be imposed
by regulators; delays in obtaining approvals and lease renewals; the risk of fluctuations in coal prices and
changes in China and world economic conditions; the outcome of the Class Action and any damages
payable by the Company as a result; the impact of the internal investigation conducted by the Special
Committee; the risk that the Company is unable to successfully negotiate a debt restructuring plan with
respect to the amounts owing to CIC; the risk that the calculated sales price determined by the Company
for the purposes of determining the amount of royalties payable to the Mongolian government is deemed
as being “non-market” under Mongolian tax law; customer credit risk; cash flow and liquidity risks; risks
relating to the Company’s decision to suspend activities relating to the development of the Ceke Logistics
Park project, including the risk that its investment partner may initiate legal action against the Company for
failing to comply with the underlying agreements governing project development; risks relating to the
ability of the Company to enhance the operational efficiency and the output throughput of the washing
facilities at Ovoot Tolgoi; risks relating to the Company’s ability to successfully appeal MRAM?’s decision
to terminate the Soumber Licenses and delays in receiving the High Court’s ruling on the appeal; the risk
that the Company is unable to successfully negotiate an extension of the agreement with the third party
contractor relating to the operation of the wash plant at the Ovoot Tolgoi mine site and risks relating to the
Company’s ability to raise additional financing and to continue as a going concern. Please see the heading
entitled “Risk Factors” for a discussion of these and other risks and uncertainties relating to the Company
and its operations. This list is not exhaustive of the factors that may affect any of the Company’s forward-
looking statements.

Due to assumptions, risks and uncertainties, including the assumptions, risks and uncertainties identified
above and elsewhere in this Annual Information Form, actual events may differ materially from current
expectations. The Company uses forward-looking statements because it believes such statements provide
useful information with respect to the currently expected future operations and financial performance of the
Company, and cautions readers that the information may not be appropriate for other purposes. Except as
required by law, the Company undertakes no obligation to update forward-looking statements if
circumstances or management’s estimates or opinions should change. The reader is cautioned not to place
undue reliance on the forward-looking statements, which speak only as of the date of this Annual
Information Form; they should not rely upon this information as of any other date.
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CORPORATE STRUCTURE
Name, Address and Incorporation

The Company was incorporated on February 14, 2002, pursuant to the Company Act (British Columbia)
under the name 5119 Investments Ltd. The Company changed its name to MX Capital Corp. on March 28,
2002, and then continued under the Canada Business Corporations Act on November 4, 2002. On August
26, 2003, the Company changed its name to Asia Gold Corp. On September 22, 2003, the Company
consolidated its Common Shares on a six for one basis. On May 29, 2007, the Company was continued
under the BCBCA, changed its name to SouthGobi Energy Resources Ltd. and reorganized its authorized
capital to create a class of shares separate from the Common Shares, consisting of an unlimited number of
Preferred Shares. On January 1, 2008, the Company amalgamated with Ivanhoe Resources Ltd. under the
BCBCA and continued under the name SouthGobi Energy Resources Ltd. On May 11, 2010, the Company
changed its name to SouthGobi Resources Ltd.

The Company’s principal place of business is located at Unit 1208-10, Tower One, 193 Prince Edward
Road West, Grand Century Place, Mongkok, Kowloon, Hong Kong. The Company’s registered and records
office is located at 20" floor — 250 Howe Street, Vancouver, British Columbia, Canada, V6C 3R8.

Intercorporate Relationships

The following sets forth the name and jurisdiction of incorporation of the Company and its principal
subsidiaries:

SouthGobi Resources Ltd.

(Canada)
100% 100% 100%
. SGQ Coal SouthGobi Resources
TST Holdings Limited
gs L Investment Pte. Ltd. {Hong Kong) Limited
(Hong Kang) (Singapore) (Hong Kong)
100% 100% 100% 100%
i i SouthGobi Tradi
TST Coal Trans LLC SouthGobi Sands LLC Chongging SouthGobi outhtebl Tracing
Energy Co., Ltd. (Beijing) Co., Ltd.
Meongolia Mongolia .
(Mengolia) (Mongalia) (China) (China)
40% 100%
100% 100%
RDCC Mazaalai Resources LLC Inner Mongolia SouthGobi Inner Mongolia SouthGobi
Mining Devel, t Co.,
(Mongolia) (Mongolia) Energy Co., Ltd. ning EV&;DW\E" 0.
(China)
(China)
35% 35%

Inner Mongolia SouthGobi
Enterprise Co., Ltd.

(China)
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GENERAL DEVELOPMENT OF THE BUSINESS
Overview

The Company is an integrated coal mining, development and exploration company with 471 employees,
including 419 Mongolian employees, as at December 31, 2019. The Company owns the following
significant coal projects in Mongolia: (i) the Ovoot Tolgoi Mine; and (ii) the Zag Suuj Deposit, a
development project. These projects are located in the Umnugobi Aimag (South Gobi Province) of
Mongolia, within 150km of each other and in close proximity to the Mongolia-PRC border. The Company
holds a 100% interest in the Ovoot Tolgoi Mine.

The Common Shares are listed for trading on the TSX under the symbol “SGQ” and on the HKEX under
the stock code symbol “1878”.

The Company is authorized to issue an unlimited number of Common Shares and an unlimited number of
Preferred Shares. As at December 16, 2020, 272,702,835 Common Shares were issued and outstanding.
There are also incentive share options outstanding to acquire approximately 6,375,000 unissued Common
Shares with exercise prices ranging from CAD$0.11 to CAD$0.92. There are currently no Preferred Shares
issued and outstanding.

As at December 16, 2020, to the best of the Company’s knowledge:

e CIC holds approximately 64.8 million Common Shares representing approximately 23.8% of the
issued and outstanding Common Shares; and

e Novel Sunrise holds approximately 46.4 million Common Shares representing approximately 17%
of the issued and outstanding Common Shares.

e Voyage Wisdom holds approximately 25.8 million Common Shares representing approximately
9.5% of the issued and outstanding Common Shares.

Context

The Ovoot Tolgoi Mine, strategically located approximately 40km from the Shivee Khuren Border
Crossing, is the Company’s flagship asset.

The Ovoot Tolgoi Mine, together with the Ovoot Tolgoi Underground Deposit, forms the Ovoot Tolgoi
Deposit. The Ovoot Tolgoi Deposit is separated into two distinct areas, the Sunrise and Sunset Pits. The
Company commenced open pit mining at Ovoot Tolgoi’s Sunset Pit in April 2008 and commenced coal
sales in September 2008. In August 2011, the Company commenced open pit mining and sales at the Sunrise
Pit.

The Company commenced mining at the Ovoot Tolgoi Mine in 2008. The Company sells a portion of its
coal at the mine-gate to Chinese customers, while the remaining coal inventory is transported to China and
sold via its Chinese subsidiaries at the stockyards in Ceke (Ceke, on the Chinese side of the Shivee Khuren
Border Crossing, which is a major Chinese coal distribution terminal with rail connections to key coal
markets in China) or certain designated locations in China as requested by customers.

Saleable products from the Ovoot Tolgoi Mine primarily consists of SouthGobi standard (“Standard™) and
SouthGobi premium (“Premium”) semi-soft coking coal products. Some higher ash content product is
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washed and sold as semi-soft coking coal product while some of the unwashed product is sold as a thermal
coal product, as and when the market allows.

The Ovoot Tolgoi Mine is covered by the Ovoot Tolgoi Mining Licence (as defined herein), a single
9,282.76ha mining licence, and a corresponding permit to mine.

The Zag Suuj Deposit is located approximately 150km east of the Ovoot Tolgoi Mine and approximately
80km north of the Mongolia-PRC border. A mineral resource has been established for the Zag Suuj Deposit.
Exploration results indicate potential for coal seams and it is anticipated that the coals from the Zag Suuj
Deposit can be washed to produce a coking coal or coking coal blend product.

The Ovoot Tolgoi Underground Deposit is contiguous to, and located directly below, the Ovoot Tolgoi
Mine. In the context of current coal market conditions, and in particular, a significant decline in coal prices
in China, the Company’s principal market, underground mineralization is now assessed by the Company
as not having reasonable prospects for eventual economic extraction.

For a description of the Ovoot Tolgoi Mining Licence, refer to “Description of Material Properties — Ovoot
Tolgoi Deposit — Property Description and Location” in this Annual Information Form. Three Year History.

2017

In January 2017, SGS received a lawsuit notice from the DC Court in relation to a claim from MT LLC for
MNT 22.2 billion (approximately US$8.9 million) consisting of MNT 14.6 billion of outstanding fuel
supply payments and MNT 7.6 billion of late payment penalties and associated interest costs. Following
SGS’ successful challenge to the authority of the DC Court to hear the claim, the matter was referred to
arbitration. In February 2017, the Company signed a settlement agreement with MT LLC pursuant to which
SGS agreed to pay MT LLC $8.0 million in equal monthly installments from March 2017 to June 2017 in
full satisfaction of the debt outstanding. In June 2017, the Company signed a triparty settlement agreement
(the “Triparty Settlement Agreement”) with MT LLC and ICIC (an independent fuel supplier of the
Company), pursuant to which: (i) MT LLC transferred to ICIC its right to receive payment from the
Company of the outstanding balance of approximately $8.0 million owing under the settlement agreement
with the Company (the “Outstanding Amount™) and its right to enforce the arbitration award against the
Company; and (ii) the Company and ICIC agreed to a revised payment schedule for repayment of the
Outstanding Amount. Pursuant to the Triparty Settlement Agreement, the Company agreed to pay interest
on the Outstanding Amount, which accrues at a monthly rate of 1.8% and will be settled on a monthly basis.
The Company was required to repay, on average, $1.3 million monthly during the period from July 2017
to November 2017. As of the date of this Annual Information Form, the Company has fulfilled its
obligations under the Triparty Settlement Agreement and has fully repaid the Outstanding Amount.

In March 2017, the Company reported an updated mineral resource estimate and a new mineral reserve
estimate in respect of the Ovoot Tolgoi Mine, which are included in this Annual Information Form in the
section entitled “Description of Material Properties — Ovoot Tolgoi Deposit”. The Company filed the Ovoot
Tolgoi Technical in May 2017 under its profile on SEDAR at www.sedar.com in support of the same.

In May 2017, Messrs. Yingbin lan He (as an independent, non-executive director) and Wen Yao (as a hon-
executive direct) were appointed to the Board.

In June 2017, the Company announced that it had entered into a new deferral agreement (the “June 2017

Deferral Agreement”) with CIC in relation to a revised payment schedule on the $22.3 million of cash
interest and associated costs due under the Convertible Debenture on May 19, 2017.
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On June 30, 2017, at the Company’s 2017 annual general meeting, the following individuals were elected
to the Board: Messrs. Aminbuhe, Yulan Guo, Yingbin lan He, Zhu Liu, Mao Sun, Wen Yao, Huiyi Wang
and Ms. Jin Lan Quan. Following the reconstitution of the Board and appointment of new directors, the
strategic advisory board, which was formed in September 2016, was dissolved and Mr. Abraham Jonker’s
appointment to the strategic advisory board concluded.

In July 2017, Mr. Huiyi Wang, a non-executive director, resigned from the Board.

In August 2017, Inner Mongolia SouthGobi Energy Ltd. (“IMSGE”), a subsidiary of the Company, entered
into a $10 million loan agreement with Beijing Jin Rui Tian Chen Asset Management Co Ltd. (“JRTC”)
for financing the purchase of mining equipment to increase the production capacity of the Company. In
July 2018, the Company and JRTC entered into a supplementary agreement in respect of the equipment
loan pursuant to which the Company agreed to, among other things, repay the outstanding principal and
accrued interest owing under the equipment loan in accordance with the following repayment schedule: (i)
$0.5 million on July 9, 2018; (ii) $0.7 million on August 3, 2018 and (iii) $1.4 million on November 3,
2018. In November 2018, the Company and JRTC entered into an additional supplementary agreement in
respect of the equipment loan pursuant to which JRTC agreed to reduce the installment payment of $1.4
million due on November 3, 2018 to $1.2 million and the Company agreed to repay such amount by
November 22, 2018. The Company repaid $1.2 million to JRTC in November 2018 and, as of the date
hereof, the equipment loan with JRTC has been fully repaid.

In October 2017, the Company entered into an investment agreement with Beijing De Rong Tai Investment
Co., Ltd. (“BDRT?”) in connection with the Company’s development of the Ceke Port Eco-friendly Bonded
Logistics Park project (the “Ceke Logistic Park Project™). The proposal to develop the Ceke Logistics Park
Project was driven, in part, to address potential stricter requirements for coal storage facilities at the Ceke
border, which may be adopted by local government in the future. Pursuant to the investment agreement,
BDRT agreed, subject to fulfilment of certain conditions, to invest RMB 231 million in instalments by July
30, 2018 in return for a 30% interest in Inner Mongolia SouthGobi Enterprise Co. Ltd. (“IMSE”), while the
Company will hold the remaining 70% interest in IMSE. The investment agreement provided that proceeds
from BDRT’s equity investment will be used by IMSE for the construction of the Ceke Logistics Park
Project. IMSE is the project company that holds a 100% interest in the Ceke Logistics Park Project. As of
the date of this Annual Information Form and further to its focus on capital preservation, the Company
suspended indefinitely all further development activities relating to the previously announced Ceke
Logistics Park Project until further notice.

On November 17, 2017, the Company announced that Mr. Aminbuhe, the Chief Executive Officer, an
executive director and the Chairman of the board of directors of the Company, commenced leave from his
role as the Company’s Chief Executive Officer and that Mr. Bing Wang was appointed as the interim Chief
Executive Officer on a temporary basis while Mr. Aminbuhe is on leave. On November 17, 2017, the
Company reported that it learned that Mr. Aminbuhe was arrested on October 11, 2017 and was being
detained at Rizhao City Detention Center in China as a suspect in a fraudulent loan case. The Board formed
a Special Committee of independent non-executive directors, comprised of Mr. Mao Sun, Ms. Jin Lan Quan
and Mr. Yingbin lan He, to initiate a formal internal investigation into the charges against Mr. Aminbuhe
and the connection, if any, between those charges and the Company and his conduct as Chairman and Chief
Executive Officer of the Company. On November 22, 2017, the Board terminated the employment of Mr.
Aminbuhe due to his incapability to fulfil his daily duties and responsibilities as the Chief Executive Officer
of the Company and removed Mr. Aminbuhe as the Chairman of the Board.

On November 22, 2017, the Company provided an update on its interest payment obligations to CIC, stating
that the Company: (i) did not pay the $9.7 million of cash interest and associated costs due on November

20



19, 2017 to CIC under the June 2017 Deferral Agreement and the $8.1 million of anniversary cash interest
due on November 19, 2017 to CIC under the Convertible Debenture; and (ii) did not issue the $4.0 million
worth of PIK Interest Shares due on November 19, 2017 to CIC under the Convertible Debenture.

In 2017, the Company sold 4.65 Mt of coal and the Company coal production reached 6.38 Mt. Since 2016,
the Company has started, and expects to continue, to engage independent mining contractors to perform
some of the stripping and mining activities at the Ovoot Tolgoi Mine. In 2019, independent mining
contractors accounted for approximately 53% of the Company’s stripping and mining volume.

2018

In January 2018, the Company received a confidential partial award (final except as to costs) (the
“Arbitration Award”) with respect to the arbitration proceeding in Hong Kong related to the dispute
concerning a coal supply agreement between SGS and First Concept. Pursuant to the Arbitration Award,
SGS was ordered to repay the sum of $11.5 million (which SGS had received as a prepayment for the
purchase of coal) to First Concept, together with accrued interest at a simple interest rate of 6% per annum
from the date which the prepayment was made until the date of the Arbitration Award, and then at a simple
interest rate of 8% per annum until full payment. The Arbitration Award is final, except as to costs that
were reserved for a future award. In November 2018, the Company announced that SGS and First Concept
had executed a deed of settlement (the “Settlement Deed”) in respect of the Arbitration Award. Pursuant to
the Settlement Deed, which provides for the full and final satisfaction of the Arbitration Award as well as
the settlement of the issue of costs relating to the Arbitration and any other disputes arising out of the coal
supply agreement, SGS agreed to pay First Concept the sum of $13.9 million, together with simple interest
thereon at the rate of 6% per annum from November 1, 2018 until full payment, in 12 monthly installments
commencing in November 2018. Provided that SGS complies with the terms of the Settlement Deed, First
Concept agreed to waive its costs in connection with the Arbitration and Arbitration Award and interest for
the period from January 4, 2018 to October 31, 2018.

In February 2018, the Company announced that SGS was informed by the CDIA that the enforcement
procedure in relation to the Tax Verdict rendered against SGS in January 2015 has been terminated and no
party shall have any right to make any further claims in connection with the Tax Verdict. As of the date of
this Annual Information Form, SGS has fulfilled its obligations under the Tax Verdict.

The Company began construction of a coal wash plant at the Ovoot Tolgoi mine in 2016, as part of its plan
to change the existing product mix to higher value and higher margin outputs by commencing the washing
of certain grades of coal in order to produce more premium semi-soft coking coal. The commissioning of
the wash plant at the Ovoot Tolgoi mine was completed during the second quarter of 2019. The Company
entered into a wash plant operation contract in July 2019 and the wash plant has been operating since that
time.

In April 2018, Messrs. Zhiwei Chen and Xiaoxiao Li were appointed to the Board as non-executive
directors.

In May 2018, the Company announced that its principal place of business in Hong Kong would be changed
to Unit 1208-10, Tower One, 193 Prince Edward Road West, Grand Century Place, Mongkok, Kowloon,
Hong Kong with effect from May 7, 2018.

In May 2018, the Company provided an update on the status of its ongoing internal investigation into the
charges against Mr. Aminbuhe, and reported that, to the best of its knowledge, the Chinese authorities had
not laid charges against Mr. Aminbuhe, made any public statement of the basis for Mr. Aminbuhe’s arrest
or sought information from the Company in respect of this matter. The Company further reported that it
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was not aware of any definitive information that would suggest that Mr. Aminbuhe’s arrest is related to any
misconduct directly related to his position as Chairman and Chief Executive Officer of the Company. With
the assistance of its external legal counsel, the Special Committee conducted an extensive review of the
records involving or relating to Mr. Aminbuhe which are in the Company’s possession (including
communications to and from Mr. Aminbuhe’s email account with the Company, relevant public disclosure
and other internal documents), and interviewed several directors and senior officers of the Company who
had direct contact with Mr. Aminbuhe during his tenure as Chairman and Chief Executive Officer of the
Company.

On May 21, 2018, the Company provided an update on its interest payment obligations to CIC, stating that
the Company did not pay the US$30.3 million total interest payments and associated fees that were due and
payable to CIC on May 19, 2018. The outstanding interest payable consisted of: (i) cash interest payments
and associated fees in the aggregate amount of US$26.3 million; and (ii) US$4.0 million worth of PIK
Interest Shares, which the Company was obliged to issue to CIC pursuant to the Convertible Debenture.

On June 1, 2018, the Company announced the following changes to the senior Management team: (i) the
appointment of Mr. Shougao Wang as Chief Executive Officer, (ii) the appointment of Mr. Weiguo Zhang
as Chief Financial Officer, (iii) the appointment of Mr. Aiming Guo as Chief Operation Officer, (iv) Mr.
Bing Wang, the Company’s former interim Chief Executive Officer, returned to his prior position as
General Manager, Sales and Marketing of the Company, and (v) Mr. Yulan Guo, stepped down as the Chief
Financial Officer and left the Company to pursue other endeavours. Upon ceasing to be the Chief Financial
Officer, Mr. Guo’s director designation was changed from Executive Director to non-executive Director.

On June 28, 2018, at the Company’s 2018 annual general meeting, the following individuals were elected
to the Board: Messrs. Zhiwei Chen, Yingbin lan He, Xiaoxiao Li, Mao Sun, Wen Yao, Mses. Lan Cheng
and Jin Lan Quan.

In July 2018, Mr. Shougao Wang, the Company’s Chief Executive Officer, was appointed as an Executive
Director and Mr. Tao Zhang joined the Company as a Vice President.

In August 2018, the Company and Turquoise Hill entered into a deferral agreement (the “August 2018
Deferral Agreement”), whereby Turguoise Hill agreed to a limited deferral of repayment of all remaining
amounts and obligations owing under the TRQ Loan to February 28, 2019 in accordance with the schedule
of repayments set out below:

e The Company agreed to effect monthly repayments on the last business day of each month in an
amount of (i) $0.1 million per month from August 2018 to September 2018; (ii) $0.2 million per
month from October 2018 to January 2019; and (iii) the remaining balance on February 28, 2019
(the payments in (i), (ii) and (iii), the “Repayments”); and

o Interest shall continue to accrue on all outstanding obligations at the 12-month US dollar LIBOR
rate.

As of the date of this Annual Information Form, the principal and accrued interest owing to TRQ under the
August 2018 Deferral Agreement have been fully repaid.

In September 2018, the Company announced that IMSGE had received a court summons (the “Summons”)
from the Ejinaqi People’s Court of Inner Mongolia Autonomous Region of China (the “Ejinaqi Court”) in
relation to a dispute over certain coal sales contracts with Jiayuguan Xiyuan Trading Co., Ltd. (“Xiyuan”),
a former customer of IMSGE. According to the Summons, Xiyuan applied to the Ejinagi Court claiming
that IMSGE should repay a sum of RMB 19.4 million (or approximately USD $2.8 million) to Xiyuan,
comprised of RMB 19.1 million of coal prepayments and RMB 0.3 million of interest. Xiyuan also claimed
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against Ejinagi Fulemeng Energy Industry Co., Ltd. for joint liability of the above sums, as it alleged that
FLM acted as an agent for IMSGE to receive coal prepayment and deliver coal on behalf of IMSGE. In
January 2019, the Company received notice that the Ejinagi Court rendered a judgment allowing an
application by Xiyuan to voluntarily withdraw its lawsuit against IMSGE, and Ejinaqgi Fulemeng Energy
Industry Co., Ltd. Xiyuan’s application cited a lack of evidence.

On November 20, 2018, the Company provided an update on its interest payment obligations to CIC, stating
that the Company did not pay the US$41.8 million total interest payments and associated fees that were due
and payable to CIC on November 19, 2018 (the “Outstanding Interest Payable). The Outstanding Interest
Payable consisted of: (i) cash interest payments and associated fees in the aggregate amount of US$33.8
million; and (ii) US$8.0 million worth of PIK interest shares which the Company was obliged to issue to
CIC pursuant to the Convertible Debenture.

On December 17, 2018 the Company announced that that it had learned of certain information relating to
past conduct engaged in by former senior executive officers and employees of the Company (“Former
Management and Employees™) which raised suspicions of serious fraud, misappropriation of Company
assets and other criminal acts by the Former Management and Employees relating to prior transactions
(“Suspicious Transactions™) between 2016 and the first half of 2018 involving the Company, IMSGE and
certain coal trading and transportation companies, some of which are allegedly related to or controlled by
the Former Management and Employees or their related persons. The Company filed a report with local
police authorities in China in respect of certain of the Suspicious Transactions and, on December 17, 2018,
the Board expanded the mandate of the Special Committee to include a formal investigation (the “Formal
Investigation™) of the Suspicious Transactions, the implicated Former Management and Employees, and
their impact, if any, on the business and affairs of the Company. The Special Committee engaged Blake,
Cassels & Graydon LLP as independent Canadian legal counsel and Ernst & Young (China) Advisory
Limited (the “Forensic Accountant”), as forensic accountants, to assist in the formal investigation. The
Special Committee and the Forensic Accountant jointly engaged Zhong Lun Law Firm, as independent
Chinese legal counsel.

Subsequent to the announcement made by the Company on December 17, 2018 in relation to the Suspicious
Transactions, the Common Shares were suspended from trading on the TSX, and halted from trading on
the HKEX, in each case effective as of December 17, 2018 (the ““Trading Suspension”).

On December 23, 2018, the Company announced that it was in default under the terms of the Convertible
Debenture, as a result of the Company having been suspended from trading on the TSX, and halted from
trading on the HKEX, for a period of more than five trading days since December 17, 2018.

Due to the import restrictions established by Chinese authorities at the Ceke border, the Company has been
barred from transporting its F-grade coal products into China for sale since December 15, 2018. The
Company, together with other Mongolian coal companies, have been in discussions with Chinese
authorities regarding a potential amendment or withdrawal of these import restrictions to allow for the
importation of F-grade coal into China; however, there can be no assurance that a favorable outcome will
be reached.

In 2018, the Company sold 2.78Mt of coal and the Company coal production reached 4.34Mt.
2019
In January 2019, the HKEX provided the Company with certain resumption guidance, setting out the

conditions that the Company must satisfy in order for trading of the Common Shares to resume on the
HKEX. Pursuant to the resumption guidance, the Company was required to: (i) conduct a forensic
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investigation (the “Forensic Investigation”) of the Suspicious Transactions involving the Former
Management and Employees; (ii) disclose the findings of the Forensic Investigation and take appropriate
remedial actions; and (iii) inform the market of all material information in order for the Company’s
shareholders and investors to appraise the Company’s position.

On March 15, 2019, the Company provided a quarterly update on the status of the Formal Investigation
into the Suspicious Transactions pursuant to Rules 13.09(2)(a) and 13.24A of the HKEX’s Listing Rules,
and reported that: (i) the Forensic Accountant had submitted a draft investigation report to the Special
Committee; and (ii) the Special Committee would review the findings of the investigation report and work
with the Company’s auditors and legal counsel to assess the financial and legal implications and to plan for
any further actions.

On March 30, 2019, the Company announced that the Special Committee concluded the Formal
Investigation and delivered a final report summarizing its key findings to the Board, which was adopted
and approved at a meeting held on March 30, 2019.

The Formal Investigation concentrated on the following areas of focus (the “Areas of Focus”): (i) the
arrangements of the Suspicious Transactions; (ii) the relationships between the Former Management and
Employees and certain coal trading and transportation companies; (iii) any unidentified questionable
transactions relating to the Former Management and Employees; and (iv) the potential impact of (i), (ii)
and (iii) on the financial statements of the Company and its subsidiaries. During the course of the Formal
Investigation, certain incomplete accounting/operational records of one of the Companies Under
Investigation (as defined below) (“Company A”) were identified in Company employee computers. As a
result, the Special Committee expanded the scope of the Area of Focus of the Formal Investigation to
include: (i) a fund flow analysis of Company A; and (ii) a price analysis of the difference between Company
A’s purchase prices from the Company and selling prices to downstream customers.

Based on the Areas of Focus, the Special Committee examined and made findings in respect of a humber
of matters in connection with the Formal Investigation, including the following: (i) allegations that Mr.
Aminbuhe, the Company’s former Chairman and Chief Executive Officer, controlled certain companies the
Company had business dealings (the “Companies Under Investigation”); (ii) uncollectable receivables from
certain former customers and suppliers of the Company; (iii) the impact of the lawsuit filed by Xiyuan; and
(iv) allegations of misconduct by the Former Management and Employees, including: (I) the grant of a
RMB5 million loan; (11) embezzlement of bank acceptance bills of RMB12 million; (1) endorsement of
commercial acceptance bills of RMB71 million which were not supported by genuine commercial
transactions; (IV) prepayments of RMB8.5 million for coal transportation services which were never
received by the Company; and (V) prepayment of RMB16.4 million for coal transportation services which
were never received by the Company.

Based on the information obtained from the Formal Investigation, the Special Committee concluded that
four matters examined in connection with the Formal Investigation, having an aggregate value of
approximately RMB41 million, involved improper conduct, fraud or misappropriation of assets (the
“Fraudulent Transactions”) and that one matter examined in connection with the Formal Investigation,
having an aggregate value of approximately RMB71 million, involved an accounting reclassification error.
From an accounting perspective, the Company does not anticipate that the Fraudulent Transactions will
have any impact on its financial statements in the future as the Company has already recorded the
appropriate provisions in the financial statements as at December 31, 2018, 2017 and 2016 and for the years
then ended.

Based on the key findings of and information obtained from the Formal Investigation, the Company
considered the resulting financial impact on the financial statements and determined that a restatement of
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prior period financial information was required, as reflected and disclosed in the Company’s audited annual
consolidated financial statements and related management’s discussion and analysis for the year ended
December 31, 2018, copies of which are available under the Company’s profile on SEDAR at
www.sedar.com. A summary of the requisite adjustments on the financial statements for the fiscal years
ended 2016 and 2017 is set forth in the table below.

Summary of Adjustments (in millions of | Year ended Year

Uss$) December ended
31, 2016 December

31, 2017

Statement of Comprehensive Income

Increase /  (Decrease) of  Net 4.8 (2.1)

Comprehensive Loss

Statement of Financial Position

(Decrease) of Total Assets (4.8) (7.1)

(Decrease) of Total Liabilities - (4.4)

Increase of Deficiency in Assets 4.8 2.7

On April 2, 2019, the Company announced that the Board had approved and adopted a dividend policy
effective from March 27, 2019.

On April 23, 2019, the Company executed a deferral agreement (the “2019 Deferral Agreement”) with CIC
in relation to a deferral and revised repayment schedule in respect of (i) $41.8 million of outstanding cash
and payment in kind interest and associated costs due and payable to CIC on November 19, 2018 under the
Convertible Debenture and the June 2017 Deferral Agreement; and (ii) $27.9 million of cash and PIK
Interest payments payable to CIC under the Convertible Debenture from April 23, 2019 to and including
May 19, 2020 (the “2019 Deferral”). Pursuant to Section 501(c) of the TSX Company Manual, the 2019
Deferral Agreement was approved at the Company’s adjourned annual and special meeting of shareholders
on June 13, 2019.

The key repayment terms of the 2019 Deferral Agreement are: (i) the Company agreed to pay a total of
$14.3 million over eight instalments from November 2019 to June 2020; (ii) the Company agreed to pay
the PIK Interest covered by the 2019 Deferral by way of cash payments, rather than the issuance of Common
Shares; and (iii) the Company agreed to pay the remaining balance of $62.6 million on June 20, 2020. The
Company agreed to pay a deferral fee at a rate of 6.4% per annum in consideration of the deferred amounts.

As a condition to agreeing to the 2019 Deferral, CIC required that the mutual co-operation agreement (the
“Cooperation Agreement”) dated November 19, 2019 between SGS and CIC, be amended and restated (the
“Amended and Restated Cooperation Agreement”) to clarify the manner in which the service fee (the
“Management Fee”) payable to CIC under the Cooperation Agreement is calculated, with effect as of
January 1, 2017. Specifically, the Management Fee under the Amended and Restated Cooperation
Agreement is determined based on the net revenues realized by the Company and all of its subsidiaries
derived from sales into China (rather than the net revenues realized by the Company and its Mongolian
subsidiaries as currently contemplated under the Cooperation Agreement). As consideration for deferring
payment of the additional Management Fee payable to CIC as a result of the Amended and Restated
Cooperation Agreement, the Company agreed to pay to CIC a deferral fee at the rate of 2.5% on the
outstanding Management Fee. Pursuant to the Amended and Restated Cooperation Agreement, the
Company agreed to pay CIC the total outstanding Management Fee and related accrued deferral fee of $4.2
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million over six instalments from June 2019 to November 2019. The Company executed the Amended and
Restated Cooperation Agreement with CIC on April 23, 2019.

Pursuant to their terms, both the 2019 Deferral Agreement and the Amended and Restated Cooperation
Agreement became effective on June 13, 2019, being the date on which the 2019 Deferral Agreement was
approved by shareholders at the Company’s adjourned annual and special meeting of shareholders.

In connection with the 2019 Deferral Agreement, the Company also announced that it intends to discuss a
potential debt restructuring plan with respect to amounts owing to CIC which is mutually beneficial to the
Company and CIC; and to form a special committee comprised of independent directors to ensure that the
interests of its minority shareholders are fairly considered in the negotiation and review of any such
restructuring; however, there can be no assurance that a favorable outcome will be reached. As of the date
of this Annual Information Form, there has been no significant progress made in relations to the
restructuring plan.

On April 30, 2019, the Special Committee, with the assistance of the Forensic Accountant, completed its
assessment of potential remedial actions and preventative measures to improve and strengthen the
Company’s commitment to a culture of honesty, integrity and accountability and compliance with the
highest standards of professional and ethical conduct and delivered its report setting out a set of
recommended remedial actions and preventative measures (the “Remedial Actions and Preventative
Measures™) to the Board, which was approved at a meeting held on April 28, 2019.

The Remedial Actions and Preventative Measures were intended to remediate the incidents identified in the
Formal Investigation and address deficiencies in the implementation of the Company’s practices and
procedures. Issues identified of note for the purposes of such remediation included a lack of preventative
measures to avoid conflicts of interests, the need for additional employee oversight and the need to enhance
compliance with accounting protocols and documentation retention.

Prior to approving the Remedial Actions and Preventative Measures, the Company had already taken
proactive steps to address some of the issues raised by the Formal Investigation, including but not limited
to: ceasing business activities with companies allegedly controlled by the Company’s former management,
taking steps to defend claims by third parties attempting to link the Company to the aforementioned
companies, and considering whether legal recourse, such as collection actions, can be taken in respect of
certain matters.

The following is a summary of the Remedial Actions and Preventative Measures which were adopted and

approved by the Board and the actions that the Company has taken to implement the Remedial Actions and
Preventative Measures:
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Remedial Actions and Preventative Measures

Actions by the Company

Enhance the Company’s anti-fraud program,
including establishing an internal audit function,
conducting routine internal audits and
developing a communication and training
program for employees to effectively establish a
culture of compliance within the Company,
ensure existing policies (such as the
whistleblower policy) work effectively and
support the implementation of the Remedial
Actions and Preventative Measures

The Company established a new internal audit
function which reports directly to the Audit
Committee on a regular basis. The internal audit
function is responsible for designing and
implementing an internal audit program for the
Company which includes routine internal audits
and risk assessments of the Company’s existing
anti-fraud program and other internal controls
and procedures.

Enhance “know your customer” procedures
relating to the intake of new customers and/or
granting of credit to customers

The Company implemented improvements to its
customer credit approval procedures, which
include enhanced customer due diligence
procedures and a stricter credit-approval process
which requires that all credit sales be subject to
pre-approval by the Board. The Company is also
conducting quarterly reviews of the Company’s
existing credit terms. Management has also taken
proactive steps to convey to all employees the
importance of adhering to strict customer credit
approval controls and procedures.

Enhance vendor due diligence and monitoring
processes to screen third parties

The Company introduced enhanced vendor due
diligence requirements that must be satisfied
before a new supplier or service provider with a
contract that exceeds a pre-established monetary
threshold can be added to the pre-approved list.
The Company also established procedures to
periodically review the terms of existing
contracts with suppliers or service providers that
exceed a pre-established monetary threshold and
the Company’s list of pre-approved suppliers
and service providers. The Company has
completed the process of reviewing all existing
vendors and will establish a pre-approved list of
vendors with which the Company is authorized
to transact.

Formalize a process to perform routine
reconciliation of balances with customers and/or
suppliers on a regular basis

The Company implemented improvements to its
controls, policies and guidelines relating to the
reconciliation of balances with customers,
suppliers and services providers to ensure that
proper records are maintained and routinely
reconciled.

Enhance the Company’s Financial Delegation of
Authority document relating to payment
authorization and contract approval processes

The Company made enhancements to its
Financial Delegation of Authority policy by
introducing enhanced due diligence
requirements and review procedures if a
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proposed transaction exceeds certain pre-
established monetary thresholds.

Introduce segregation of duties in relation to
offset arrangements to mitigate the risk of
collusion which is detrimental to the Company

The Company strengthened its controls and
processes in connection with offset arrangements
with  different  counterparties, including
requirements to consult legal counsel in advance
of entering into such arrangements, document
the business rationale and obtain pre-approval of
such arrangements from management.

Enhance the standardization of human resources
process and controls across different locations

The Company standardized its human resources
policies and procedures relating to employee
hiring and termination and data retention
requirements.

Ensure IT back up and document retention

protocols, including employee return of
Company-issued  devices and subsequent
archiving

The Company improved
procedures  relating to
requirements and use of computer and
telecommunication devices and the
establishment of formal data retention protocols
and systems.

its policies and
data  retention

Monitor the implementation of the Remedial
Actions and Preventative Measures by
establishing a special task force, comprised of
managers of the Company’s various business
units and members of the internal audit function,
which will be tasked with this responsibility, and
will consider the engagement of third party
experts to conduct a review of the results of the
implementation and advise on further
enhancements if necessary

The Company appointed the Independent
Forensic Accountant to assist management with
the implementation of the Remedial Actions and
Preventative ~Measures, to conduct an
independent review of the implementation
results and, based on the implementation results,
to advise the Company on further enhancements
to its internal controls and procedures if required.
The Company’s internal audit function is
responsible for carrying out independent testing

of the Remedial Actions and Preventative
Measures implemented. The testing of the
Remedial Actions and Preventative Measures
have been completed and enhancements made.

Based on the Remedial Actions and Preventative Measures that have been implemented, the Board is of the
view that the Company now has in place robust internal controls and procedures which are adequate to
prevent future occurrence of the issues which were the subject of the Formal Investigation. In addition, the
Company has developed a training program for employees to support the implementation of the Remedial
Actions and Preventative Measures. The Special Committee was dissolved by the Board on August 22,
2019.

On May 30, 2019, the Company announced that it had fulfilled the trading resumption guidance to the
satisfaction of the HKEX, and the HKEX and the TSX had accepted the Company’s trading resumption
application. Trading in the Company’s common shares on the TSX resumed prior to the opening of trading
on May 30, 2019, and trading in the common shares of the Company on the HKEX resumed prior to the
opening of trading on May 31, 2019.
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On May 30, 2019, at the Company’s 2019 annual general meeting, the following individuals were elected
to the Board: Messrs. Zhiwei Chen, Yingbin lan He, Xiaoxiao Li, Ben Niu, Mao Sun, Wen Yao, Mses. Lan
Cheng and Jin Lan Quan.

On May 30, 2019, Mr. Mao Sun, the interim independent Lead Director, was appointed as Lead Director.

On August 26, 2019, SGS received a letter (the “Notice Letter”) from MRAM notifying that the Company’s
three mining licenses (MV-016869, MV-020436 and MV-020451) (the “Soumber Licenses™) for the
Soumber Deposit have been terminated by the Head of Cadastre Division of MRAM effective as of August
21, 2019. According to the Notice Letter, the Soumber Licenses have been terminated pursuant to Clause
56.1.5 of Article 56 of the Minerals Law, Clauses 4.2.1 and 4.2.5 of Article 4 and Clause 28.1.1 of Article
28 of the General Administrative Law and a decision order of a working group established under an order
of the Minister of Environment and Tourism (Mongolia). According to this decision order, the working
group determined that SGS had violated its environmental reclamation obligations with respect to the
Soumber Deposit. The Soumber Deposit is an undeveloped coal deposit covering approximately 22,263
hectares located approximately 20 kilometers east of the Company’s Ovoot Tolgoi coal mine in Mongolia.
The Company owned a 100% interest in the Soumber Deposit.

The Company believes the cancelation of the Soumber Licenses is without merit. The Company is not
aware of any failure on its part to fulfill its environmental reclamation duties as they relate to the Soumber
Deposit. On October 4, 2019, SGS filed a claim against MRAM and the Ministry of Environment and
Tourism of Mongolia in the Administration Court seeking an order to restore the Soumber Licenses. The
Administration Court issued the ruling in October 2020 and made an order to accept SGS’s claim and
restore the Soumber Licenses. The case was transferred to the High Court for final ruling. The Company
anticipates that the High Court will issue its ruling before the end of the first quarter of 2021. The Company
will take all such actions, including additional legal actions, as it considers necessary to reinstate the
Soumber Licenses. However, there can be no assurance that a favorable outcome will be reached. The
termination of the Soumber Licenses does not have any impact on the Company’s current mining operations
at the Ovoot Tolgoi mine site.

On October 16, 2019, SGS received a notice from First Concept claiming that the Company is in default
under the Settlement Deed and demanding payment of the full amount of the Outstanding Settlement Deed
Payments due under the Settlement Deed, otherwise First Concept intends to commence legal action against
SGS pursuant to the Settlement Deed. As at December 31, 2019, the outstanding amount payable to First
Concept amounted to $5.6 million.

On November 13, 2019, the Company announced that PwC resigned as the auditor of the Company with
effect from November 13, 2019, due to the new requirement of the recognition of overseas auditors under
the Hong Kong’s Financial Reporting Council Ordinance. The Board, with the recommendation from the
audit committee, appointed BDO as the new auditor of the Company with effect from November 13, 2019
to fill the casual vacancy created by the resignation of PwC and to hold office until the conclusion of the
next annual general meeting of the Company.

2020 to date

On February 19, 2019, the Company reported that SGS was informed by its Mongolian banks on February
7, 2020 that they received a request from the CDIA to freeze the respective bank accounts of SGS in
Mongolia in relation to the enforcement of the Arbitration Award. Approximately $0.8 million in cash was
frozen by the banks as at February 7, 2020 and such amount was subsequently transferred to the CDIA on
March 6, 2020.
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On February 19, 2020, the Company and CIC entered into an agreement (the “2020 February Deferral
Agreement”) pursuant to which CIC agreed to grant the Company a deferral of: (i) deferred cash interest
and deferral fees of $1.3 million and $2.0 million which were due and payable to CIC on January 19, 2020
and February 19, 2020, respectively, under the 2019 Deferral Agreement (collectively, the <2020 February
Deferral Amounts™); and (ii) approximately $0.7 million of the Management Fee which was due and
payable on February 14, 2020 to CIC under the Amended and Restated Cooperation Agreement. The 2020
February Deferral Agreement became effective on March 10, 2020, being the date on which the Company
obtained the requisite acceptance of the 2020 February Deferral Agreement from the TSX as required under
applicable TSX rules.

The principal terms of the 2020 February Deferral Agreement are as follows:

e Payment of the 2020 February Deferral Amounts will be deferred until June 20, 2020, while the
Management Fee will be deferred until they are repaid by the Company.

e As consideration for the deferral of these amounts, the Company agreed to pay CIC: (i) a deferral
fee equal to 6.4% per annum on the 2020 February Deferral Amounts, commencing on the date on
which each such 2020 Deferral Amount would otherwise have been due and payable under the
2019 Deferral Agreement; and (ii) a deferral fee equal to 2.5% per annum on the Management Fee,
commencing on the date on which the Managements Fee would otherwise have been due and
payable under the Amended and Restated Cooperation Agreement.

e The Company agreed to provide CIC with monthly updates regarding its operational and financial
affairs.

e As the Company anticipates that a deferral will likely be required in respect of the monthly
payments due and payable in the period between April 2020 and June 2020 under the 2019 Deferral
Agreement and Amended and Restated Cooperation Agreement, the Company and CIC agreed to
discuss in good faith a deferral of these payments on a monthly basis as they become due. There
can be no assurance, however, that a favorable outcome will be reached either at all or on favorable
terms.

e The Company agreed to comply with all of its obligations under the 2019 Deferral Agreement and
the Amended and Restated Cooperation Agreement, as amended by the 2020 February Deferral
Agreement.

e The Company and CIC agreed that nothing in the 2020 February Deferral Agreement prejudices
CIC’s rights to pursue any of its remedies at any time pursuant to the 2019 Deferral Agreement and
Amended and Restated Cooperation Agreement, respectively.

On February 19, 2020, the Company reported that effective as of February 11, 2020, the Mongolian State
Emergency Commission closed Mongolia’s southern border with China in order to prevent the spread of
COVID-19. Accordingly, the Company suspended coal exports to China beginning as of February 11, 2020
as a result of the border closure.

On March 10, 2020, the Company agreed with CIC (the “2020 March Deferral Agreement”) that the $2.0
million which was due and payable to CIC on March 19, 2020 under the 2019 Deferral Agreement (the
“2020 March Deferral Amount™) will be deferred until June 20, 2020. The terms of the 2020 March Deferral
Agreement are substantially the same as the terms of the 2020 February Deferral Agreement, including that
the Company agreed to pay CIC a deferral fee equal to 6.4% per annum on the 2020 March Deferral Amount,
commencing on March 19, 2020. The 2020 March Deferral Agreement became effective on March 25,
2020, being the date on which the Company obtained the requisite acceptance of the 2020 March Deferral
Agreement from the TSX as required under applicable TSX rules.
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On March 11, 2020, Mr. Wen Yao, a non-executive director, resigned from the Board.

On March 18, 2020, Mr. Jianmin Bao was elected as a non-executive director of the Company by CIC
pursuant to a contractual nomination right granted to CIC pursuant to a securityholders’ agreement by and
among the Company, CIC and Turquoise Hill Resources Ltd.

On March 28, 2020, the Mongolian-Chinese border was re-opened for coal export on a trial basis, with a
limit imposed on the total volume of coal that was permitted to be exported during this trial period.

On March 30, 2020, the Company announced that Mr. Dalanguerban was appointed as the Company’s CEO
and executive director with effect from March 31, 2020, following the resignation of Mr. Shougao Wang
as the Company’s CEO and executive director.

On March 30, 2020, the Company announced its unaudited financial results for the financial year ended
December 31, 2019 as required pursuant to the requirements of the HKEX. Due to the COVID-19 pandemic,
the auditing process for the annual results for the year ended December 31, 2019 had not been completed
by March 30, 2020 due to travel restrictions in force in parts of China and Mongolia. The unaudited financial
results of the Company for the financial year ended December 31, 2019 were reviewed by the Audit
Committee, and approved and authorized for issue by the Board on March 30, 2020. The Company also
announced that it was postponing the filing of its audited consolidated financial statements for its financial
year ended December 31, 2019 (the “2019 Financial Statements”), the accompanying Management
Discussion & Analysis (“MD&A”) and its Annual Information Form for the financial year ended December
31, 2019, as a result of the auditors of the Company being unable to complete the audit process for the
Company’s annual results for the year ended 2019 prior to the filing deadline for the 2019 Financial
Statements of March 30, 2020 and would be relying upon the blanket relief order issued by the Canadian
Securities Administrators on March 18, 2020 which provided reporting issuers with a 45-day extension for
filing certain periodic filings normally required to be filed on or before June 1, 2020 under applicable
Canadian securities laws.

On April 10, 2020, the Company agreed with CIC (the “2020 April Deferral Agreement™) that the $2.0
million of deferred cash interest and deferral fees which were due and payable to CIC on April 19, 2020
under the 2019 Deferral Agreement (the “2020 April Deferral Amount™) will be deferred until June 20,
2020. The terms of the 2020 April Deferral Agreement are substantially the same as the terms of the 2020
February Deferral Agreement, including that the Company agreed to pay CIC a deferral fee equal to 6.4%
per annum on the 2020 April Deferral Amount, commencing on April 19, 2020. The 2020 April Deferral
Agreement became effective on April 29, 2020, being the date on which the Company obtained the requisite
acceptance of the 2020 April Deferral Agreement from the TSX as required under applicable TSX rules.

On April 28, 2020, the Company reported that its coal mining activities would remain suspended in May
2020 and that its revenue, liquidity and profitability will continue to be adversely impacted until such time
as the coal exports into China are allowed to resume at normal levels.

On May 8, 2020, the Company agreed with CIC (the “2020 May Deferral Agreement”) that the deferred
cash interest and deferral fees of $2.0 million which were due and payable to CIC on May 19, 2020 under
the 2019 Deferral Agreement; and approximately $0.2 million of Management Fees which were due and
payable on May 15, 2020 to CIC under the Amended and Restated Cooperation Agreement (collectively,
the “2020 May Deferral Amount”) will be deferred until June 20, 2020. The terms of the 2020 May Deferral
Agreement are substantially the same as the terms of the 2020 February Deferral Agreement, including that
the Company agreed to pay CIC a deferral fee equal to 6.4% per annum on the deferred cash interest and
deferral fees commencing on May 19, 2020 and a deferral fee equal to 2.5% per annum on the deferred
Management Fees commencing on May 15, 2020. The 2020 May Deferral Agreement became effective on
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June 8, 2020, being the date on which the Company obtained the requisite acceptance of the 2020 May
Deferral Agreement from the TSX as required under applicable TSX rules.

On May 11, 2020, the Company announced that it obtained: (i) a waiver from the HKEX from strict
compliance with the requirement under Rule 13.46(2)(b) of the HKEX listing rules to lay its 2019 Financial
Statements before Shareholders at its 2020 annual general meeting of shareholders (“2020 AGM”) within
6 months of its financial year end; and (ii) an order dated May 7, 2020 from the British Columbia Registrar
of Companies to extend the time to convene the 2020 AGM until February 28, 2021.

On May 12, 2020, the Company announced that it had been advised by its auditors that they would not be
in a position to render an unmodified opinion on the 2019 Financial Statements prior to the extended filing
deadline of May 14, 2020 because they were not able to obtain sufficient evidence to support management’s
going concern assumptions. As a result, the Company was unable to file: (i) the 2019 Financial Statements,
accompanying MD&A and CEO and CFO certificates prior to the filing deadline of May 14, 2020; the
Annual Information Form prior to the filing deadline of May 14, 2020; and (iii) its interim consolidated
financial statements for the three month period ended March 31, 2020 and accompanying MD&A and CEO
and CFO certificates prior to the filing deadline of May 15, 2020 (collectively, the “Required Filings”). The
Company was also unable to file its 2019 Annual Report prior to the filing deadline of May 15, 2020 as
required under applicable HKEX listing rules.

On May 13, 2020, the Company applied for a management cease trade order (“MCTO” with the applicable
Canadian securities regulators in connection with the anticipated delayed filing of the Required Filings. A
MCTO was issued by the British Columbia Securities Commission (“BCSC”), the Company’s principal
securities regulator in Canada, on May 15, 2020.

On June 2, 2020, the Company reported that it received a letter from legal counsel to First Concept
demanding repayment of the outstanding sums and interests pursuant to an enforcement order issued in
January 2020 in relation to the Arbitration Award related to a coal supply agreement with First Concept.
On June 7, 2020, SGS entered into a settlement agreement with First Concept, pursuant to which SGS
agreed to pay to First Concept a settlement sum in the amount of $8.0 million in full and final settlement of
any and all claims which First Concept may have against SGS in relation to Arbitration Award, the subject
matter of the Arbitration Award including any claims for interests and costs and the fees and expenses of
the Arbitration Award, and any and all enforcement proceedings and applications in any jurisdictions, and
in relation to the deed of settlement with First Concept (the “Full Settlement Sum”). The Full Settlement
Sum was fully satisfied by the Company in June 2020 and the outstanding payable to First Concept as of
the date hereof is $nil.

On June 18, 2020, the Company agreed with CIC (the “2020 June Deferral Agreement”) that the deferred
cash interest and deferral fees in the aggregate amount of approximately $74.0 million (the “2020 June
Deferral Amount”) which were due and payable to CIC on June 19, 2020 under the 2019 Deferral
Agreement and the prior deferral agreements entered into during the period between February to May 2020
will be deferred until September 14, 2020. The terms of the 2020 June Deferral Agreement are substantially
the same as the terms of the 2020 February Deferral Agreement, including that the Company agreed to pay
CIC a deferral fee equal to 6.4% per annum on the 2020 June Deferral Amount commencing on June 19,
2020. The 2020 June Deferral Agreement became effective on July 17, 2020, being the date on which the
Company obtained the requisite acceptance of the 2020 June Deferral Agreement from the TSX as required
under applicable TSX rules.

On June 19, 2020, the BCSC issued a general “failure to file” cease trade order (“CTQO”) as a result of the

Company’s failure to file the Required Filings prior to extended filing deadline of June 15, 2020, to prohibit
the trading by any person of any securities of the Company in Canada. Trading in the Common Shares on
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the TSX was halted as a result of the CTO. The CTO will remain in effect until such time as the Company
fully remedies its filing defaults under applicable Canadian securities laws, including filing of its interim
financial statements for the three and six-month period ended June 30, 2020 and three and nine-month
period ended September 30, 2020 and the accompanying MD&As, and makes a successful application to
the BCSC to have the CTO revoked. While the Company is taking such actions as it considers necessary in
order to remedy its filing defaults as soon as possible, there can be no assurance that the Company will have
the CTO lifted in a timely manner or at all. For so long as the CTO remains in effect, it will have a significant
adverse impact on the liquidity of the Common Shares and shareholders may suffer a significant decline or
total loss in value of its investment in the Common Shares as a result.

On June 30, 2020, the Company reported that the HKEX granted a waiver to the Company from the
requirement under Rule 13.46(2)(a) of the HKEX listing rules to send to its members and other holders of
its listed securities a copy of the annual report including its annual account not less than 21 days before the
date of the Company’s annual general meeting and in any event not more than four months after the end of
the financial year to which they relate, on the basis that the Company will despatch the 2019 Annual Report
on or before July 24, 2020.

On July 24, 2020, the Company reported that the publication of the 2019 Financial Statements and despatch
of the 2019 Annual Report would be further delayed.

On August 5, 2020, the Company announced that, based on the Company’s preliminary assessment of the
operational data and the information currently available as of August 5, 2020, the Company expected to
record a net loss in the range of $16 million to $21 million for the first half of 2020, as compared with a net
profit of $4.2 million for the first half of 2019.

On August 12, 2020, the Company reported that, due to the delay in publication of the 2019 Financial
Statements, the Company applied for a voluntary trading suspension on the HKEX, which took effect on
August 17, 2020.

On September 2, 2020, the Company received a letter from the HKEX setting out the following resumption
guidance for the resumption of trading in the Common Shares on the HKEX (the “Resumption Guidance”):
(i) publish all outstanding financial results and address any audit modifications; (ii) inform the market of
all material information for the Company’s shareholders and investors to appraise its position; and (iii)
announce quarterly updates on the Company’s developments under Rules 13.24A of the HKEX listing rules,
including, amongst other relevant matters, its business operations, its resumption plan and the progress of
implementation.

On September 11, 2020, the TSX notified the Company that it is reviewing the eligibility for continued
listing of the Common Shares on the TSX pursuant to the TSX’s Remedial Review Process (“TSX Delisting
Review”). The Company has been granted until January 11, 2021 to remedy the following delisting criteria,
as well as any other delisting criteria that become applicable during the Remedial Review Process: (i)
financial condition and/or operating results; (ii) adequate working capital and appropriate capital structure;
and (iii) disclosure issues (collectively, the “Delisting Criteria). The TSX Continued Listing Committee
has scheduled a meeting to be held on February 11, 2021 to consider whether or not to suspend trading in
and delist the Common Shares on the TSX. If the Company fails to demonstrate to the TSX that it has
remedied the Delisting Criteria on or before February 16, 2021, the Common Shares will be delisted from
the TSX 30 days from such date.

On September 30, 2020, the Company was notified by the HKEX of the following additional condition

which must be satisfied in order for trading in the Common Shares on the HKEX to resume: resolve issues
arising from the CTO and/or the TSX Delisting Review (as defined below), or take steps to the satisfaction
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of the HKEX that the Company will be eligible for a primary listing on the HKEX. If the Company fails to
remedy the issues causing its trading suspension, fully comply with the Listing Rules to the HKEX’s
satisfaction and resume trading in its shares on the HKEX by February 16, 2022, the HKEX’s Listing
Division will recommend to the HKEX’s Listing Committee that it proceed with the cancellation of the
Company’s HKEX listing. Under Rules 6.01 and 6.10 of the Listing Rules, the HKEX also has the right to
impose a shorter specific remedial period, where appropriate.

On November 13, 2020, Mr. Xiaoxiao Li, a non-executive director, resigned from the Board.

On November 19, 2020, the Company and CIC entered into an agreement (the “2020 November Deferral
Agreement”) pursuant to which CIC agreed to grant the Company a deferral of: (i) deferred cash interest
and deferral fees of approximately $75.2 million which were due and payable to CIC on or before
September 14, 2020, under the 2020 June Deferral Agreement; (ii) semi-annual cash interest payments in
the aggregate amount of $16.0 million payable to CIC on November 19, 2020 and May 19, 2021; (iii) $4.0
million worth of PIK Interest shares (“2020 November PIK Interest”) issuable to CIC on November 19,
2020 under the Convertible Debenture; and (iv) the Management Fees which payable to CIC on November
14, 2020, February 14, 2021, May 15, 2021, August 14, 2021 and November 14, 2021 under the Amended
and Restated Cooperation Agreement (collectively, the “2020 November Deferral Amounts™). The
effectiveness of the 2020 November Deferral Agreement and the respective covenants, agreements and
obligations of each party under the 2020 November Deferral Agreement are subject to the Company
obtaining the requisite approval of the 2020 November Deferral Agreement from the Company’s
shareholders in accordance with applicable TSX rules. On October 29, 2020, the Company obtained an
order from the BCSC which partially revoked the CTO to, amongst other things, permit the Company to
execute the 2020 November Deferral Agreement.

The principal terms of the 2020 November Deferral Agreement are as follows:
e Payment of the 2020 November Deferral Amounts will be deferred until August 31, 2023.

e CIC agreed to waive its rights arising from any default or event default under the Convertible
Debenture as a result of trading in the Common Shares being halted on the TSX beginning as of
June 19, 2020 and suspended on the HKEX beginning as of August 17, 2020, in each case for a
period of more than five trading days.

e As consideration for the deferral of the 2020 November Deferral Amounts, the Company agreed to
pay CIC: (i) a deferral fee equal to 6.4% per annum on the 2020 November Deferral Amounts
payable under the Convertible Debenture and the 2020 June Deferral Agreement, commencing on
the date on which each such 2020 November Deferral Amount would otherwise have been due and
payable under the Convertible Debenture or the June 2020 Deferral Agreement, as applicable; and
(ii) a deferral fee equal to 2.5% per annum on the 2020 November Deferral Amounts payable under
the Amended and Restated Cooperation Agreement, commencing on the date on which the
Management Fee would otherwise have been due and payable under the Amended and Restated
Cooperation Agreement.

e The 2020 November Deferral Agreement does not contemplate a fixed repayment schedule for the
2020 November Deferral Amounts and related deferral fees. Instead, the Company and CIC would
agree to assess in good faith the Company’s financial condition and working capital position on a
monthly basis and determine the amount, if any, of the 2020 November Deferral Amounts and
related deferral fees that the Company is able to repay under the Convertible Debenture, the June
2020 Deferral Agreement or the Amended and Restated Cooperation Agreement, having regard to
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the working capital requirements of the Company’s operations and business at such time and with
the view of ensuring that the Company’s operations and business would not be materially
prejudiced as a result of any repayment.

e Commencing as of November 19, 2020 and until such time as the November 2020 PIK Interest is
fully repaid, CIC reserves the right to require the Company to pay and satisfy the amount of the
November 2020 PIK Interest, either in full or in part, by way of issuing and delivering PIK interest
shares in accordance with the Convertible Debenture provided that, on the date of issuance of such
shares, the Common Shares are listed and trading on at least one stock exchange.

e |f at any time before the 2020 November Deferral Amounts and related deferral fees are fully
repaid, the Company proposes to appoint, replace or terminate one or more of its Chief Executive
Officer, its Chief Financial Officer or any other senior executive(s) in charge of its principal
business function or its principal subsidiary, then the Company must first consult with, and obtain
written consent from CIC prior to effecting such appointment, replacement or termination.

Until such time as the 2020 November Deferral Agreement is approved by the Company’s shareholders
and the deferral and waiver thereunder in favour of the Company become effective, the Company remains
in default under the CIC Convertible Debenture and 2020 June Deferral Agreement and CIC may declare
the amounts owing thereunder immediately due and payable, and may take steps to enforce payment
thereof, which would have a material adverse effect on the business and operations of the Company and
could negatively affect the price and volatility of the Common Shares and any investment in such shares
could suffer a significant decline or lost in value.

On November 26, 2020, the Company reported that its auditors completed their audit of the 2019 Financial
Statements and the Company filed its 2019 Financial Statements and accompany MD&A and CEO and
CFO certifications as required under applicable Canadian securities laws.

On December 4, 2020, the Company announced that it obtained the requisite approvals from the TSX to
extend the time within which to hold the 2020 AGM in order to permit the Company to convene the 2020
AGM on or before January 21, 2021.

On December 8, 2020, the announced the following additional condition which must be satisfied in order
for trading in the Common Shares on the HKEX to resume: demonstrate compliance with Rule 13.24 of the
HKEX listing rules which requires that an issuer carry out a business with a sufficient level of operations
and assets of sufficient value to support its operations to warrant the continued listing of the issuer’s
securities.

On December 9, 2020, Ms. Ka Lee Ku was appointed as a hon-executive Director.

Since March 28, 2020, the Company has experienced a continuous improvement in the volume of coal
exported to China. During the period between April to October 2020, an aggregate of 1.9 million tonnes of
coal was exported by the Company from Mongolia to China, as compared to an aggregate of 2.0 million
tonnes of coal during the same period in the 2019 calendar year.

The border closure has had an adverse impact on the Company’s sales and cash flows in the first and second
quarter of 2020. In order to mitigate the financial impact of the border closures and preserve its working
capital, the Company temporarily ceased major mining operations (including coal mining), reduced
production to only coal-blending activities and placed approximately half of its workforce on furlough from
February 2020. Since August 2, 2020, the Company has resumed its mining operations, which includes
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mining, blending and washing of coal. As at October 31, 2020, SGS employed 208 employees at the Ovoot
Tolgoi Mine site (December 31, 2019: 383 employees). The Company produced 1.1 million tonnes from
August to October 2020, as compared to 1.3 million tonnes from August to October 2019. There were a
few COVID-19 cases reported in Ulaanbaatar (being the capital city of Mongolia) on November 11, 2020.
As a result, the Mongolian local authorities have taken certain precautionary steps to minimize further
transmission and announced a lockdown of Ulaanbaatar until December 14, 2020. Although the Company’s
mining operations and the export of coal from Mongolia to China continues as of the date hereof, there can
be no guarantee that the Company will be able to continue exporting coal to China, or the border crossings
would not be the subject of additional closures as a result of COVID-19 in the future. The Company will
continue to closely monitor the development of the COVID-19 pandemic and the impact it has on coal
exports to China and will react promptly to preserve the working capital of the Company.

Based on a preliminary review of the information and operational data of the Company currently available,
the Company expects to record a net loss for the six months ended June 30, 2020. The anticipated net loss
was principally attributable to decreased sales volumes in the first quarter of 2020 as a result of the closure
of the Mongolian-Chinese border crossings which took effect in February 2020 and therefore, the Company
was unable to export coal into China as a result. In the event that the Company’s ability to export coal into
the Chinese market becomes restricted or limited again as a result of any future restrictions which may be
implemented at the Mongolian-Chinese border crossing, this is expected to have a material adverse effect
on the business and operations of the Company and may negatively affect the price and volatility of the
Common Shares and any investment in such shares could suffer a significant decline or total loss in value.

Outlook

Looking forward, market conditions in China are expected to be challenging for coal companies, as there
are a number prevailing uncertainties, including the risk that the COVID-19 pandemic and its negative
impact on the Chinese economy, becomes protracted, the possibility that the border crossings between
Mongolia and China become the subject of additional closures and the continued restrictions on importing
F-grade coal into China. The Company will continue to closely monitor these developments and the
resulting impacts they have on coal exports to China and will take all necessary actions to mitigate the
potential operational and financial impacts on the Company.

In the long run, the Company remains cautiously optimistic regarding the Chinese coal market as coal is
still considered to be the primary energy source which China will rely on in the foreseeable future. The
expected benefit from the reducing supply of low quality coal is anticipated to be offset by the uncertain
circumstances of the Chinese macroeconomic environment.

The Company’s objectives for the medium term are as follows:

e Enhance product mix — The Company will focus on improving the product mix and increase
production of higher quality coal by: (i) improving mining operations and employing enhanced mining
techniques and equipment; (ii) washing lower quality coal in the Company’s coal wash plant; (iii)
blending lower quality coal with higher quality coal; and (iv) adopting other processing options
available to the Company.

e Expand customer base — The Company will endeavor to increase sales volume, expand its sales
network and diversify its customer base so as to enhance the pricing competency of the Company.
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e  Optimize cost structure — The Company will aim to reduce its production costs and optimize its cost
structure through innovation, ongoing training, productivity enhancement and engaging third party
contract mining companies.

e Operate in a socially responsible manner — The Company will continue to maintain the highest
standards in health, safety and environmental performance in a corporate socially responsible manner.

Going forward, the Company will continue to focus on creating shareholders value by leveraging its key
competitive strengths, including:

e Strategic location — The Ovoot Tolgoi Mine is located approximately 40km from China, which
represents the Company’s main coal market. The Company has an infrastructure advantage, being
approximately 50km from a major Chinese coal distribution terminal with rail connections to key coal
markets in China.

o Alarge resources and reserves base — The Ovoot Tolgoi Deposit has mineral reserves of 114.1 million
tonnes, while the aggregate coal resources include measured and indicated mineral resources of 194.6
million tonnes and inferred resources of 32.1 million tonnes.

e Bridge between Mongolia and China — The Company is well positioned to capture the resulting
business opportunities between China and Mongolia under the Belt and Road Initiative. The Company
will seek potential strategic support from its two largest shareholders (i.e., CIC and Cinda), which are
both state-owned-enterprises in China, and its strong operational record for the past twelve years in
Mongolia, being one of the largest enterprises and taxpayers in Mongolia.

LEGAL MATTERS
Internal Investigation

On November 17, 2017, the Company reported that it learned that Mr. Aminbuhe, the Chairman and Chief
Executive Officer of the Company, was arrested on October 11, 2017 and was being detained at Rizhao
City Detention Center in China as a suspect in a fraudulent loan case. The Board formed the Special
Committee, comprised of Mr. Mao Sun, Ms. Jin Lan Quan and Mr. Yingbin lan He (all of whom are
independent non-executive directors), to initiate a formal internal investigation into the charges against Mr.
Aminbuhe and the connection, if any, between those charges and the Company and his conduct as Chairman
and Chief Executive Officer of the Company. On November 22, 2017, the Board terminated the
employment of Mr. Aminbuhe due to his incapability to fulfil his daily duties and responsibilities as the
Chief Executive Officer of the Company and removed Mr. Aminbuhe as the Chairman of the Board.

In May 2018, the Company provided an update on the status of its ongoing internal investigation into the
charges against Mr. Aminbuhe, and reported that, to the best of its knowledge, the Chinese authorities had
not laid charges against Mr. Aminbuhe, made any public statement of the basis for Mr. Aminbuhe’s arrest
or sought information from the Company in respect of this matter. The Company further reported that it
was not aware of any definitive information which would suggest that Mr. Aminbuhe’s arrest is related to
any misconduct directly related to his position as Chairman and Chief Executive Officer of the Company.
With the assistance of its external legal counsel, the Special Committee conducted an extensive review of
the records involving or relating to Mr. Aminbuhe which are in the Company’s possession (including
communications to and from Mr. Aminbuhe’s email account with the Company, relevant public disclosure
and other internal documents), and interviewed several directors and senior officers of the Company who

37



had direct contact with Mr. Aminbuhe during his tenure as Chairman and Chief Executive Officer of the
Company.

On December 17, 2018 the Company announced that that it had learned of certain information relating to
past conduct engaged in by former senior executive officers and employees of the Company (“Former
Management and Employees™) which raised suspicions of serious fraud, misappropriation of Company
assets and other criminal acts by the Former Management and Employees relating to prior transactions
(“Suspicious Transactions™) between 2016 and the first half of 2018 involving the Company, IMSGE and
certain coal trading and transportation companies, some of which are allegedly related to or controlled by
the Former Management and Employees or their related persons. The Company filed a report with local
police authorities in China in respect of certain of the Suspicious Transactions and, on December 17, 2018,
the Board expanded the mandate of the Special Committee to include a Formal Investigation of the
Suspicious Transactions, the implicated Former Management and Employees, and their impact, if any, on
the business and affairs of the Company. The Special Committee engaged Blake, Cassels & Graydon LLP
as independent Canadian legal counsel and Ernst & Young (China) Advisory Limited, as forensic
accountants, to assist in the formal investigation. The Special Committee and the Forensic Accountant
jointly engaged Zhong Lun Law Firm, as independent Chinese legal counsel.

On March 30, 2019, the Company announced that the Special Committee concluded the Formal
Investigation and delivered a final report summarizing its key findings to the Board, which was adopted
and approved at a meeting held on March 30, 2019. A summary of the material findings of the Special
Committee in respect of the Suspicious Transaction that were investigated pursuant to the Formal
Investigation is set out in the section of this Annual Information Form entitled “General Development of
the Business — Overview — 2019”.

Based on the key findings of and information obtained from the Formal Investigation, the Company
considered the resulting financial impact on the financial statements and determined that a restatement of
prior period financial information was required, as reflected and disclosed in the Company’s audited annual
consolidated financial statements and related management’s discussion and analysis for the year ended
December 31, 2018, copies of which are available under the Company’s profile on SEDAR at
www.sedar.com. A summary of the requisite adjustments on the financial statements for the fiscal years
ended 2016 and 2017 is set out in the section of this Annual Information Form entitled “General
Development of the Business — Overview — 2019”.

On April 30, 2019, the Special Committee, with the assistance of the Forensic Accountant, completed its
assessment of potential remedial actions and preventative measures to improve and strengthen the
Company’s commitment to a culture of honesty, integrity and accountability and compliance with the
highest standards of professional and ethical conduct and delivered its report setting out a set of
recommended Remedial Actions and Preventative Measures to the Board, which was approved at a meeting
held on April 28, 2019. A summary of the Remedial Actions and Preventative Measures which were
adopted and approved by the Board and the actions that the Company has taken to implement the Remedial
Actions and Preventative Measures is set out in the section of this Annual Information Form entitled
“General Development of the Business — Overview — 2019”.

Based on the Remedial Actions and Preventative Measures that have been implemented, the Board is of the
view that the Company now has in place robust internal controls and procedures which are adequate to
prevent future occurrence of the issues which were the subject of the Formal Investigation. In addition, the
Company has developed a training program for employees to support the implementation of the Remedial
Actions and Preventative Measures. The Special Committee was dissolved by the Board on August 22,
2019.
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Commercial Arbitration in Hong Kong

On June 24, 2015, First Concept served a notice of arbitration on SGS in respect of a coal supply agreement
dated May 19, 2014 as amended on June 27, 2014 for a total consideration of $11.5 million.

On January 10, 2018, the Company received a confidential partial award (final except as to costs) with
respect to the arbitration proceeding in Hong Kong related to the dispute concerning a coal supply
agreement between SGS and First Concept. Pursuant to the Arbitration Award, SGS was ordered to repay
the sum of $11.5 million (which SGS had received as a prepayment for the purchase of coal) to First
Concept, together with accrued interest at a simple interest rate of 6% per annum from the date which the
prepayment was made until the date of the Arbitration Award, and then at a simple interest rate of 8% per
annum until full payment. The Arbitration Award is final, except as to costs that were reserved for a future
award.

On November 14, 2018, the Company executed the Settlement Deed with First Concept in respect of the
Arbitration Award. The Settlement Deed provides for the full and final satisfaction of the Arbitration Award
as well as the settlement of the issue of costs relating to the Arbitration and any other disputes arising out
of the Coal Supply Agreement. Pursuant to the Settlement Deed, which provides for the full and final
satisfaction of the Arbitration Award as well as the settlement of the issue of costs relating to the Arbitration
and any other disputes arising out of the Coal Supply Agreement, SGS agreed to pay to First Concept the
sum of $13.9 million, together with simple interest thereon at the rate of 6% per annum from November 1,
2018 until full payment, in 12 monthly instalments commencing in November 2018. Provided that SGS
complies with the terms of the Settlement Deed, First Concept agreed to waive its costs in connection with
the Arbitration and Arbitration Award and interest for the period from January 4, 2018 to October 31, 2018.

On October 16, 2019, SGS received a notice from First Concept claiming that the Company is default under
the Settlement Deed and demanding payment of the full amount of the Outstanding Settlement Deed
Payments due under the Settlement Deed, otherwise First Concept intends to commence legal action against
SGS pursuant to the Settlement Deed.

As at December 31, 2019, the outstanding amount payable to First Concept amounted to $5.6 million
(December 31, 2018: $12.5 million).

On February 7, 2020, SGS was informed by its Mongolian banks that they received a request from the
CDIA to freeze the respective bank accounts of SGS in Mongolia in relation to the enforcement of the
Arbitration Award. Approximately $0.8 million in cash has been frozen by the banks as at February 7, 2020
and such amount was subsequently transferred to the CDIA on March 6, 2020.

On June 7, 2020, SGS entered into a settlement agreement with First Concept, pursuant to which SGS
agreed to pay to First Concept the Full Settlement Sum of $8.0 million in full. The Full Settlement Sum
was fully satisfied by the Company in June 2020 and the outstanding payable to First Concept as of the date
hereof is $nil.

Class Action Lawsuit
In January 2014, Siskinds LLP, a Canadian law firm, filed the Class Action against the Company, certain
of its former senior officers and directors, and its former auditors (the “Former Auditors”), in the Ontario

Court in relation to the Company’s restatement of certain financial statements previously disclosed in the
Company’s public fillings (the “Restatement”).
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To commence and proceed with the Class Action, the plaintiff was required to seek leave of the Court under
the Ontario Securities Act (“Leave Motion”) and certify the action as a class proceeding under the Ontario
Class Proceedings Act (“Certification Motion). The Ontario Court rendered its decision on the Leave
Motion on November 5, 2015, dismissing the action against the former senior officers and directors and
allowing the action to proceed against the Company in respect of alleged misrepresentation affecting trades
in the secondary market for the Company’s securities arising from the Restatement. The action against the
Former Auditors was settled by the plaintiff on the eve of the Leave Motion.

Both the plaintiffs and the Company appealed the Leave Motion decision to the Ontario Court of Appeal.
On September 18, 2017, the Ontario Court of Appeal dismissed the Company’s appeal of the Leave Motion
to permit the plaintiff to commence and proceed with the Class Action. Concurrently, the Ontario Court of
Appeal granted leave for the plaintiff to proceed with their action against the former senior officers and
directors in relation to the Restatement.

The Company filed an application for leave to appeal to the Supreme Court of Canada in November 2017,
but the leave to appeal to the Supreme Court of Canada was dismissed in June 2018.

In December 2018, the parties agreed to a consent Certification Order, whereby the action against the former
senior officers and directors was withdrawn and the Class Action would only proceed against the Company.

Since December 2018, counsels for the parties have proceeded with the action as follows: (1) two case
conferences before the motions judge; (2) production of certain documents by the Company to the plaintiffs;
(3) review of those documents by plaintiffs’ counsel from May 2020 to November 2020; and (4) setting
down examinations for discovery for February and March 2021. The Company is urging an early trial.

The Company firmly believes that it has a strong defense on the merits and will continue to vigorously
defend itself against the Class Action through independent Canadian litigation counsel retained by the
Company for this purpose. Due to the inherent uncertainties of litigation, it is not possible to predict the
final outcome of the Class Action or determine the amount of potential losses, if any. However, the
Company has judged a provision for this matter as at December 31, 2019 was not required.

Toll Wash Plant Agreement with Ejin Jinda

In 2011, the Company entered into an agreement with Ejin Jinda, a subsidiary of China Mongolia Coal Co.
Ltd. to toll-wash coals from the Ovoot Tolgoi Mine. The agreement had a duration of five years from
commencement of the contract and provided for an annual wet washing capacity of approximately 3.5
million tonnes of input coal.

Under the original agreement with Ejin Jinda, which required the commercial operation of the wet washing
facility to commence on October 1, 2011, the additional fees payable by the Company under the wet
washing contract would have been $18.5 million. At each reporting date, the Company assesses the
agreement with Ejin Jinda and has determined it is not probable that these $18.5 million will be required to
be paid. Accordingly, the Company has determined a provision for this matter at December 31, 2019 is not
required.

Special Needs Territory in Umnugobi
On February 13, 2015, the entire Soumber mining license and a portion of SGS’ exploration license 9443X

(9443X was converted to mining license MV-020436 in January 2016) (the “License Areas’) were included
into a special protected area (to be further referred as Special Needs Territory, the “SNT”’) newly set up by
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the Umnugobi Aimag’s Civil Representatives Khural (the “CRKh”) to establish a strict regime on the
protection of natural environment and prohibit mining activities in the territory of the SNT.

On July 8, 2015, SGS and the Chairman of the CRKAh, in his capacity as the respondent’s representative,
reached an agreement (the “Amicable Resolution Agreement”) to exclude the License Areas from the
territory of the SNT in full, subject to confirmation of the Amicable Resolution Agreement by the session
of the CRKh. The parties formally submitted the Amicable Resolution Agreement to the appointed judge
of the Administrative Court for her approval and requested a dismissal of the case in accordance with the
Law of Mongolia on Administrative Court Procedure. On July 10, 2015, the judge issued her order
approving the Amicable Resolution Agreement and dismissing the case, while reaffirming the obligation
of CRKh to take necessary actions at its next session to exclude the License Areas from the SNT and register
the new map of the SNT with the relevant authorities. Mining activities at the Soumber property cannot
proceed unless and until the Company obtains a court order restoring the Soumber Licenses and until the
License Areas are removed from the SNT.

On June 29, 2016, the Mongolian Parliament and CRKh election was held. As a result, the Company was
aware that additional action may be taken in respect of the SNT; however, the Company has not yet received
any indication on the timing of the next session of the CRKh.

Termination of Soumber Deposit Mining Licenses

On August 26, 2019, SGS received the Notice Letter from MRAM notifying that the Soumber Licenses
have been terminated by the Head of Cadastre Division of MRAM effective as of August 21, 2019.

According to the Notice Letter, the Soumber Licenses have been terminated pursuant to Clause 56.1.5 of
Article 56 of the Minerals Law, Clauses 4.2.1 and 4.2.5 of Article 4 and Clause 28.1.1 of Article 28 of the
General Administrative Law and a decision order of a working group established under an order of the
Minister of Environment and Tourism (Mongolia). According to this decision order, the working group
determined that SGS had violated its environmental reclamation obligations with respect to the Soumber
Deposit. The Soumber Deposit is an undeveloped coal deposit covering approximately 22,263 hectares
located approximately 20 kilometers east of the Company’s Ovoot Tolgoi coal mine in Mongolia. The
Company owned a 100% interest in the Soumber Deposit.

The Company believes the cancellation of the Soumber Licenses is without merit. The Company is not
aware of any failure on its part to fulfill its environmental reclamation duties as they relate to the Soumber
Deposit. On October 4, 2019, SGS filed a claim against MRAM and the Ministry of Environment and
Tourism of Mongolia in the Administration Court seeking an order to restore the Soumber Licenses. The
Administration Court issued the ruling in October 2020 and made an order to accept SGS’s claim and
restore the Soumber Licenses. The case was transferred to the High Court for final ruling. The Company
anticipates that the High Court will issue its ruling before the end of the first quarter of 2021. The Company
will take all such actions, including additional legal actions, as it considers necessary to reinstate the
Soumber Licenses. However, there can be no assurance that a favorable outcome will be reached. The
termination of the Soumber Licenses does not have any impact on the Company’s current mining operations
at the Ovoot Tolgoi mine site.

Costs reimbursable to Turquoise Hill
Prior to the completion of the Novel Private Placement, Rio Tinto was the Company’s ultimate parent
company. In the past, Rio Tinto has sought reimbursement from the Company for the salaries and benefits

of certain Rio Tinto employees who were assigned by Rio Tinto to work for the Company, as well as certain
legal and professional fees incurred by Rio Tinto in relation to the Company’s prior internal investigation
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and Rio Tinto’s participation in the tripartite committee. Subsequently Rio Tinto transferred and assigned
to Turquoise Hill its right to seek reimbursement for these costs and fees from the Company.

As at December 31, 2019, the amount of reimbursable costs and fees claimed by Turquoise Hill (the “TRQ
Reimbursable Amount”) amounted to $8.1 million (such amount is included in the aging profile of trade
and other payables set out below). On October 12, 2016, the Company received a letter from Turquoise
Hill, which proposed an arrangement for regular payments of the outstanding TRQ Reimbursable Amount.
On November 12, 2020, the Company received communication from Turquoise Hill advising that
Turquoise Hill wishes to re-engage in discussions with the Company regarding a repayment plan for the
outstanding TRQ Reimbursable Amount. No agreement on repayment has been reached between the
Company and Turquoise Hill as of the date of this Annual Information Form.

Mongolian royalties

During 2017, the Company was ordered by the Mongolian tax authority to apply the “reference price”
determined by the Government of Mongolia, as opposed to calculated sales price that is derived based on
the actual contract price, in calculating the royalties payable to the Government of Mongolia. Although no
official letter has been received by the Company in respect of this matter as of the date hereof, there can be
no assurance that the Government of Mongolia will not disagree with the methodology employed by the
Company in determining the calculated sales price and deem such price “hon-market” under Mongolian tax
law. Management believes that its interpretation of the relevant legislation is appropriate and the
Company’s positions related to the royalty will be sustained.

On September 4, 2019, the Government of Mongolia issued a further resolution in connection with the
royalty regime. From September 1, 2019 onwards, in the event that the contract sales price is less than the
reference price as determined by the Government of Mongolia by more than 30%, then the royalty payable
will be calculated based on the Mongolian government’s reference price instead of the contract sales price.

Restrictions on Importing F-Grade Coal into China

As a result of import restrictions established by Chinese authorities at the Ceke border, the Company has
been barred from transporting its F-grade coal products into China for sale since December 15, 2018. The
Company, together with other Mongolian coal companies, have been in discussions with Chinese
authorities regarding a potential amendment or withdrawal of these import restrictions to allow for the
importation of F-grade coal into China; however, there can be no assurance that a favorable outcome will
be reached.

RISK FACTORS

There are certain risks involved in the Company’s operations, some of which are beyond its control. These
risks can be broadly categorized into: (i) risks relating to the Company’s ability to continue as a going
concern; (ii) risks relating to the Common Shares; (iii) risks relating to the economic operation of the
Company’s Ovoot Tolgoi Mine; (iv) risks relating to the Company’s other projects in Mongolia; and (v)
risks relating to its business and industry. The risk factors identified below could have a material adverse
impact on the Company’s business, operations, results of operations, financial condition and future
prospects and could cause actual events to differ materially from those described in forward-looking
statements relating to the Company. Additional risks and uncertainties not presently known, or not
expressed or implied below, or that are presently deemed immaterial, could also harm the Company’s
business, operations, results of operations, financial condition and future prospects. Some of the following
statements are forward-looking and actual results may differ materially from the results anticipated in these
forward-looking statements. See “Forward-Looking Statements”.
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Risks Relating to the Company’s Ability to Continue as a Going Concern

Unless the Company acquires additional sources of financing and/or funding in the short term, the
ability of the Company to continue as a going concern is threatened

The Company’s consolidated financial statements have been prepared on a going concern basis, which
assumes that the Company will continue operating until at least December 31, 2020 and will be able to
realize its assets and discharge its liabilities in the normal course of operations as they come due. However,
certain adverse conditions and material uncertainties cast doubt upon the ability of the Company to continue
as a going concern. These include:

e the Company has a working capital deficiency (excess current liabilities over current assets) of
$114.7 million as at December 31, 2019;

e the Company has an obligation to pay CIC under the 2019 Deferral Agreement, the 2020 February
Deferral Agreement, the 2020 March Deferral Agreement, the 2020 April Deferral Agreement, the
2020 May Deferral Agreement, the 2020 June Deferral Agreement and the 2020 November
Deferral Agreement;

e the trade and other payables of the Company remain high due to liquidity constraints. See the
Company’s aging profile of the trade and other payables as at December 31, 2019 in Section 6 of
this Annual Information Form under the heading entitled “Liquidity and Capital Resources —
Liquidity and Capital Management — Going Concern Considerations”;

e the Company has other current liabilities which require settlement in the short-term, including the
$31.8 million of unpaid taxes payable by SGS to the Mongolian government;

e the current operation plan requires the Company to raise significant operational funding in order to
support the Company’s mining operations and contemplates equipment maintenance expenditures,
in order to achieve the Company’s revenue and cash flow targets. Such expenditures and other
working capital requirements may require the Company to seek additional financing. There is no
guarantee that the Company will be able to secure other sources of financing; and

e the current import restrictions on F-grade coal by Chinese authorities will further affect the short-
term cash inflow and may in turn undermine the execution of the operation plan.

This could result in adjustments to the amounts and classifications of assets and liabilities in the Company’s
consolidated financial statements and such adjustments could be material. If the Company is unable to
continue as a going concern, it may be forced to seek relief under applicable bankruptcy and insolvency
legislation, which may negatively affect the price and volatility of the Common Shares and any investment
in such shares could suffer a significant decline or total loss in value.

If the Company is unable to continue as a going concern it may be forced to seek relief under applicable
bankruptcy and insolvency legislation.

If the Company seeks relief under applicable bankruptcy and insolvency legislation, its business and
operations will be subject to certain risks, including but not limited to, the following:

¢ Aninsolvency filing by or against the Company will cause an event of default under the Convertible
Debenture;

e An insolvency filing by or against the Company may adversely affect its business prospects,
including its ability to continue to obtain and maintain the contracts necessary to operate its
business on competitive terms;
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e There can be no assurance as to the Company’s ability to maintain or obtain sufficient financing
sources for operations or to fund any reorganization plan and meet future obligations;

e There can be no assurance that the Company will be able to successfully develop, prosecute,
confirm and consummate one or more plans of reorganization that are acceptable to the applicable
courts and its creditors, equity holders and other parties in interest; and

e The value of the Common Shares could be reduced to zero as result of an insolvency filing.

Due to the inherent uncertainties of litigation, it is not possible to predict the final outcome of the Class
Action or determine the amount of any potential losses, if any.

The Company is subject to litigation risks. In the normal course of the Company’s business, it may come
involved in, named as a party to, or be the subject of, various legal proceedings, including, without
limitations, mining laws, environmental laws, labour laws, and anti-corruption and anti-bribery laws in the
jurisdictions in which the Company operates. Defense and settlement costs associated with legal claims
can be substantial, even with respect to claims that are frivolous or have no merit. Due to the inherent
uncertainty of the litigation process, the resolution of any particular legal proceeding to which the Company
is or may become subject could have a material adverse impact on its business, operations, results of
operations, financial condition and future prospects.

The Company is currently a defendant in the Class Action (as more particularly described in Section 7
“Regulatory Issues and Contingencies” of this Annual Information Form). The Company firmly believes
that it has a strong defense on the merits and will continue to vigorously defend itself against the Class
Action through independent Canadian litigation counsel retained by the Company for this purpose. Due to
the inherent uncertainties of litigation, it is not possible to predict the final outcome of the Class Action or
determine the amount of potential losses, if any.

In the event the Company incurs any liability in connection with the Class Action, it maintains insurance
with respect thereto. While the Company believes that such insurance coverage is in an amount that would
be sufficient to cover any amounts the Company may be required or determines to pay with respect thereto,
there can be no assurance that such coverage will be adequate to do so, and, if so, any amounts not so
covered would be required to be paid by the Company. The Company’s ability to continue as a going
concern will be impacted to the extent it is required to pay any amounts in connection with the Class Action,
which would have a material adverse effect on the business and operations of the Company and may
negatively affect the price and volatility of the Common Shares and any investment in such shares could
suffer a significant decline or total loss in value.

Risks Relating to the Common Shares
There can be no assurance that the Cease Trade Order will be lifted in a timely manner or at all.

On June 19, 2020, the BCSC issued a general “failure to file” cease trade order to prohibit the trading by
any person of any securities of the Company in Canada, which remains in effect as of the date of this Annual
Information Form. The CTO was issued as of result of the Company’s failure to file: (i) its annual
consolidated financial statements for the year ended December 31, 2019 and the accompanying
Management’s Discussion & Analysis; (ii) its Annual Information Form for the year ended December 31,
2019; and (iii) its interim consolidated financial statements for the three-month period ended March 31,
2020 and accompanying Management’s Discussion & Analysis, in each case prior to the filing deadline of
June 15, 2020.
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The CTO will remain in effect until such time as the Company fully remedies its filing defaults under
applicable Canadian securities laws, including filing of its 2019 Annual Information Form and its interim
financial statements for the three month periods ended March 31, 2020 and June 30, 2020 and the
accompanying Management’s Discussion & Analysis, and makes a successful application to the BCSC to
have the CTO revoked. While the Company is taking such actions as it considers necessary in order to
remedy its filing defaults as soon as possible, there can be no assurance that the Company will have the
CTO lifted in a timely manner or at all. For so long as the CTO remains in effect, it will have a significant
adverse impact on the liquidity of the Common Shares and shareholders may suffer a significant decline or
total loss in value of its investment in the Common Shares as a result.

There can be no assurance that trading in the Common Shares will resume on the TSX or HKEX.

In conjunction with the issuance of the CTO, trading in the Common Shares was halted on the TSX effective
as of June 19, 2020. On September 11, 2020, the TSX notified the Company that it is reviewing the
eligibility for continued listing of the Common Shares on the TSX pursuant to the TSX’s Remedial Review
Process. The Company has been granted until January 11, 2021 to remedy the following delisting criteria,
as well as any other delisting criteria that become applicable during the Remedial Review Process: (i)
financial condition and/or operating results; (ii) adequate working capital and appropriate capital structure;
and (iii) disclosure issues. The TSX Continued Listing Committee has scheduled a meeting to be held on
February 11, 2021 to consider whether or not to suspend trading in and delist the Common Shares on the
TSX. If the Company fails to demonstrate to the TSX that it has remedied the Delisting Criteria on or before
February 16, 2021, the Common Shares will be delisted from the TSX 30 days from such date.

At the request of the Company, trading in the shares of the Company on the HKEX was suspended with
effect as of August 17, 2020 pending the publication of the audited annual results of the Company for the
year ended December 31, 2019. The HKEX has provided the Company with the following resumption
guidance which must be satisfied by the Company in order for trading to resume on the HKEX: (i) publish
all outstanding financial results and address any audit modifications; (ii) inform the market of all material
information for the Company’s shareholders and investors to appraise its position; (iii) announce quarterly
updates on the Company’s developments under Rules 13.24A of the HKEX’s Listing Rules, including,
amongst other relevant matters, its business operations, its resumption plan and the progress of
implementation; and (iv) demonstrate compliance with Rule 13.24 of the HKEX listing rules which requires
that an issuer carry out a business with a sufficient level of operations and assets of sufficient value to
support its operations to warrant the continued listing of the issuer’s securities.

Notwithstanding a successful application by the Company to revoke the CTO, (i) the Common Shares will
be delisted from the TSX if the Company fails to demonstrate to the TSX that it has remedied the Delisting
Criteria on or before January 11, 2021, unless an extension is granted by the TSX prior to the January 11,
2021 deadline.; and (ii) the HKEX’s Listing Division will recommend to the HKEX’s Listing Committee
that it proceed with the cancellation of the Company’s HKEX listing if the Company fails to remedy the
issues causing its trading suspension, fully comply with the Listing Rules to the HKEX’s satisfaction and
resume trading in its shares on the HKEX by February 16, 2022. A delisting of the Common Shares from
either the TSX or HKEX will have a significant adverse impact on the liquidity of the Common Shares and
shareholders of the Company may suffer a significant decline or total loss in value of its investment in the
Common Shares as a result.
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Future issuances or sales, or perceived possible issuances or sales, of substantial amounts of Common
Shares in the public market could materially and adversely affect the prevailing market price of the
Common Shares and the Company’s ability to raise capital in the future.

If the Company is able to successfully apply for the revocation of the CTO, the market price of the Common
Shares could decline as a result of future sales of substantial amounts of the Common Shares or other
securities relating to the Common Shares in the public market, including sales by its substantial
Shareholders, or the issuance of new Common Shares, or the perception that such sales or issuances may
occur. Future sales, or perceived possible sales, of substantial amounts of the Common Shares could also
materially and adversely affect the Company’s ability to raise capital in the future at a time and at a price
favorable to it, and Shareholders may experience dilution in their holdings upon issuance or sale of
additional Common Shares or other securities in the future.

Future stock market conditions may change.

There are risks involved with any equity investment. The market price of the Common Shares may rise or
fall depending upon a range of factors and stock market conditions, which are unrelated to the Company’s
future financial performance. Movements on international stock markets, local interest rates and exchange
rates, domestic and international economic and political conditions, as well as government, taxation and
other policy changes may affect the stock market. As the Company is a listed company on the TSX and the
HKEX, its Common Share price will also be subject to numerous influences including broad trends in the
stock market and the share prices of individual companies or sectors.

Risks Relating to the Economic Operation of the Company’s Ovoot Tolgoi Project

There can be no assurance that the mine plan developed for the Ovoot Tolgoi Mine will ultimately be
viable or profitable due to the inherent operational risks.

As aresult of work performed by DMCL, the Company increased its estimate of total resources at the Ovoot
Tolgoi deposit from those described in the 2016 Technical Report, has declared reserves for the Ovoot
Tolgoi deposit and prepared a new mine plan. There are no assurances, however, that the Company will
execute its mine plan and realize on the estimates for the Ovoot Tolgoi deposit. It is not unusual in the
mining industry for mining operations to experience unexpected problems during commercial production,
resulting in delays and requiring more capital than anticipated. Actual costs and economic returns may
differ materially from the Company’s estimates. Risks associated with the operation of mines include, but
are not limited to, the following:

e Unusual or unexpected geological formations;

e Unstable ground conditions that could result in cave-ins or landslides;

e Floods;

e Power outages;

¢ Restrictions or interruptions in supply of key materials;

e Restrictions or interruptions to coal exports into China;

e Labour disruptions or shortages;

e Social unrest in adjacent areas;

e Equipment failure;
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e Fires and explosions;
e Changes to applicable law; and

¢ Inability to obtain suitable or adequate machinery, equipment, or labour.

In addition, risks particular to the Company’s mine plan include:
e Transition to contract mining and if the Company is able to negotiate a contract with applicable
contractors at rates that justify the transition;
e Ability to generate sufficient sales volumes at economical realized prices;

e Maintaining an adequate water supply to the mine site to permit the continued operations of the
wash plant as planned;

e Achieving satisfactory yields from wet washing operations;

e Successful conversion of resources into reserves during the life of mine;

e Continued delays in the custom clearance process at the Ceke border;

e Continued ban on the import of F-grade coal products into China;

e Impact of the COVID-19 pandemic on the Company’s ability to export coal into China;

e Success in enhancing the operational efficiency and the output throughput of the of the wet wash
plant; and

e Successful negotiations with the wash plant operator concerning an agreement regarding the
operation of the wash plant.

Any of the risks noted above could have a material adverse impact on the Company’s financial performance,
cash flow and results of operations, which may negatively affect the price and volatility of the Common
Shares and any investment in such shares could suffer a significant decline or total loss in value.

Risks Relating to the Company’s Projects in Mongolia

The Company is subject to continuing governmental, regulatory and internal investigations, the outcome
of which is unclear at this time but could have a material adverse effect on the Company.

The Company is subject to certain investigations referred to under Section 7 of this Annual Information
Form under the heading entitled “Regulatory Issues and Contingencies”, which could result in one or more
of the Mongolian, Canadian, China, United States or other governmental or regulatory agencies taking civil
or criminal action against the Company, its affiliates or its current or former employees. Defense and
settlements costs associated with defending and responding to any civil or criminal action can be
substantial. The likelihood or consequences of such investigative actions are unclear at this time but could
include financial or other penalties and could have a material adverse effect on the Company and the value
of the Common Shares.

Legislation in Mongolia may be subject to conflicting interpretations, which may have adverse
consequences on the Company’s business.

The Mongolian legal system shares several of the qualitative characteristics typically found in a developing

country and many of its laws, particularly with respect to matters of taxation, are still evolving. A
transaction or business structure that would likely be regarded under a more established legal system as
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appropriate and relatively straightforward might be regarded in Mongolia as outside the scope of existing
Mongolian law or regulation. 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
challenged resulting in their invalidation.

The legal system in Mongolia has inherent uncertainties that could limit the legal protections available to
the Company, 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 the Company’s assets, or portions thereof, potentially without adequate
compensation, could materially and adversely affect its business and results of operations.

Application of and amendments to legislation could adversely affect the Company’s mining rights in its
projects or make it more difficult or expensive to develop its projects and carry out mining.

The 2006 Minerals Law (as defined under the heading “DEFINITIONS AND OTHER INFORMATION —
Defined Terms and Abbreviations” in the Company’s most recently filed Annual Information Form), which
preserves to a limited extent some of the substance of the former 1997 minerals legislation, was drafted
with the assistance of legal experts in the area of mining legislation and was widely regarded as progressive,
internally consistent and effective legislation. However, the 2006 Minerals Law has been subsequently
amended and the potential for political interference has increased and the rights and security of title holders
of mineral tenures in Mongolia has been weakened. 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 (as defined under the heading “DEFINITIONS AND OTHER INFORMATION - Defined
Terms and Abbreviations” in the Company’s most recently filed Annual Information Form). Refer to the
risk factor entitled “The Government of Mongolia could determine that any one or more of the Company’s
projects in Mongolia is a Mineral Deposit of Strategic Importance” below.

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 of Mongolia enacted the Mining Prohibition in Specified Areas Law (the “Specified
Areas Law™) that prohibits minerals exploration and mining in areas such as headwaters of rivers and lakes,
forest areas as defined in the Law of Forests of Mongolia of May 17, 2012, as amended, and areas adjacent
to rivers and lakes as defined in the Law of Mongolia on Water enacted on May 17, 2012, as amended.

Pursuant to the Specified Areas Law, the Government of Mongolia has defined the boundaries of certain
areas in which exploration and mining is purportedly prohibited. A list of licences has been prepared that
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overlap with the prohibited areas described in the law based on information submitted by water authority
agencies, forest authority agencies and local authorities for submission to the Government of Mongolia.

Portions of the mining licence in respect of the Ovoot Tolgoi Mine and the exploration licence pertaining
to the Zag Suuj Deposit are included on the list of specified areas described in the Specified Areas Law.

In regard to the Ovoot Tolgoi Mining Licence, the potential area which may be affected is a relatively small
area which represents approximately 3% of the entire area of the mining licence and does not contain any
reserves or resources or immovable assets. Accordingly, the loss of the potentially affected area would not
materially and adversely affect the existing operations.

Activities historically carried out on the other licences referred to above include drilling, trenching and
geological reconnaissance. The Company has no immovable assets located in any of the potentially affected
areas of these licences and the loss of any or all of these potentially affected properties would not materially
and adversely affect the existing operations.

The Mining Prohibition in Specified Areas Law has not been adequately enforced to date mainly due to
compensation issues due to the licence holders.

In order to address the issues facing its implementation, in February 2015 the Parliament of Mongolia
adopted an amendment to the Law on Implementation of the Mining Prohibition in Specified Areas Law
(the “Amended Law on Implementation”). The Amended Law on Implementation provides an opportunity
for license holders covered within the scope of application of the Mining Prohibition in Specified Areas
Law to continue their mining operations subject to advance placement of funds to cover 100% of the future
environmental rehabilitation costs. A model contract and a specific Government regulation on this
requirement will be adopted by the Government. The license holders must also apply within 3 months after
the amendment to the Law on Implementation comes into effect for permission to MRAM to resume
activities. The Company submitted its application with respect to its mining licenses before the deadline set
on June 16, 2015 and has not yet received any communication from MRAM on the status of its application.

Pursuant to the Mongolian Law “To prohibit mineral exploration and mining operations at headwaters of
rivers, water protection zones and forested areas”, the Government administrative agency has notified the
Company that special license area 12726A is partly overlapping with a water reservoir. The Company has
inspected the area together with the Cadastral Division of the Mineral Resource Authority as well as through
the cadastral registration system of the Ministry of Environment, it is determined that 29 hectares of Sukhait
Bulag is partly overlapping with a water reservoir, of which has been partly handed over. (Resolution
No0.6/7522 issued on September 29, 2015 by the Head of Cadastral Division of the Mineral Resource
Authority).

In accordance with Article 22.3 of Law of Mongolia on Water, 5,602.96 hectares of land, including
Sukhaityn Bulag, Uvur Zadgai, and Zuun Shand pertaining to exploration license 9443X, which was
converted to mining license MV-0125436 in January 2016, is overlapping with a protected area boundary.
The overlapping area has been officially handed over to the local administration. (Resolution N0.688 issued
on September 24, 2015 by the Head of Cadastral Division of the Mineral Resource Authority) In connection
with the nullification of Annex 2 of the Government order N0.194 “On determining boundary” issued on
June 5, 2012, area around the water reservoir located at MV-016869 license area was annulled from the
Specified Area Law.

Therefore, mining license 12726 A was removed from the list of licenses that overlaps with the prohibited
areas described in the law.
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There has been limited development of the law during 2016 while two exploration licenses of the Company
(13779X and 5267X) were converted to mining licenses (MV-020676 and MV-020675) in November 2016.
The Company will continue to monitor the developments and ensure that it follows the necessary steps in
the Amended Law on Implementation to secure its operations and licenses and is fully compliant with
Mongolian law.

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, labour 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 the Company’s ability to undertake exploration and development
activities in the manner currently contemplated. Any restrictions imposed or charges levied or raised
(including royalty fees) under Mongolian law for the export of coal could harm the Company’s
competitiveness.

On August 26, 2019, SGS received the Notice Letter from MRAM notifying that the Company’s three
mining licenses (MV-016869, MV-020436 and MV-020451) for the Soumber Deposit have been
terminated by the Head of Cadastre Division of MRAM effective as of August 21, 2019. See Section 7 of
this Annual Information Form under the heading entitled “Regulatory Issues and Contingencies —
Termination of Soumber Deposit Mining Licenses ” for more information.

The Company believes the cancellation of the Soumber Licenses is without merit. The Company is not
aware of any failure on its part to fulfill its environmental reclamation duties as they relate to the Soumber
Deposit. On Octaober 4, 2019, SGS filed a claim against MRAM and the Ministry of Environment and
Tourism of Mongolia in the Administration Court seeking an order to restore the Soumber Licenses. The
Administration Court issued the ruling in October 2020 and made an order to accept SGS’s claim and
restore the Soumber Licenses. The case was transferred to the High Court for final ruling. The Company
anticipates that the High Court will issue its ruling before the end of the first quarter of 2021. The
termination of the Soumber Licenses does not have any impact on the Company’s current mining operations
at the Ovoot Tolgoi mine site. The Company will take all such actions, including additional legal actions,
as it considers necessary to reinstate the Soumber Licenses. However, there can be no assurance that a
favorable outcome will be reached.

The impact of the COVID-19 pandemic in China could have a material adverse impact on the Company’s
business, results of operations, or financial condition.

In December 2019, COVID-19 was reported to have surfaced in Wuhan, China and continues to expand
within the People’s Republic of China (“PRC”) and globally. On March 12, 2020, the World Health
Organization declared the COVID-19 outbreak as a global pandemic. In China, reactions to or efforts to
contain the spread of COVID-19 have led to, among other things, significant restrictions on travel within
China, extended shutdown of business operations, mandatory quarantine requirements on infected
individuals and a general reduction in industrial and consumer activity.

In Mongolia, the Mongolian State Emergency Commission closed Mongolia’s southern border with China
effective as of February 11, 2020 in order to prevent the spread of the COVID-19. Accordingly, the
Company suspended coal exports to China beginning as of February 11, 2020. On March 28, 2020, the
Mongolian-Chinese border was re-opened for coal export on a trial basis, with a limit imposed on the total
volume of coal that was permitted to be exported during this trial period. The Company has experienced a
continuous improvement in the volume of coal exported to China since March 28, 2020. During the period
between April to October 2020, an aggregate of 1.9 million tonnes of coal was exported by the Company
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from Mongolia to China, as compared to an aggregate of 2.0 million tonnes of coal during the same period
in the 2019 calendar year.

The border closure has had an adverse impact on the Company’s sales and cash flows in the first and second
quarter of 2020. In order to mitigate the financial impact of the border closures and preserve its working
capital, the Company temporarily ceased major mining operations (including coal mining), reduced
production to only coal-blending activities and placed approximately half of its workforce on furlough from
February 2020. Since August 2, 2020, the Company has resumed its mining operations, which includes
mining, blending and washing of coal. As at October 31, 2020, SGS employed 208 employees at the Ovoot
Tolgoi Mine site (December 31, 2019: 383 employees). The Company produced 1.1 million tonnes from
August to October 2020, as compared to 1.3 million tonnes from August to October 2019. The Company
will continue to closely monitor the development of the COVID-19 pandemic and the impact it has on coal
exports to China and will react promptly to preserve the working capital of the Company.

The Company believes the COVID-19 pandemic in China has negatively affected its business. Furthermore,
the economic slowdown and negative business sentiment in the PRC could potentially have a negative
impact on the demand for coal generally and our business operations and financial condition may be
adversely affected as a result. Given the difficulty involved in determining with any degree of certainty as
to how long the COVID-19 pandemic will last, the Company cannot predict if the adverse impact on the
Company’s business, financial condition and operations will be short-lived or long lasting at this time. If
the negative impact of the COVID-19 pandemic continues and becomes long lasting, the Company’s
business, financial condition and operations may be materially and adversely affected as a result of any
slowdown in economic growth in China, reduce demand for coal or other factors that the Company cannot
foresee.

The Company’s ability to carry on business in Mongolia is subject to political risk.

The Company’s ability to efficiently conduct its exploration and development activities is subject to
changes in government policy or shifts in political attitudes within Mongolia that are beyond the Company’s
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 is no assurance that the Company’s 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 the Company’s 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, which
could materially and adversely affect the Company’s business and results of operations.

The Government of Mongolia could determine that any one or more of the Company’s projects in
Mongolia is a Mineral Deposit of Strategic Importance if it meets legal requirements.

Under the 2006 Minerals Law, the State Great Khural of Mongolia (the “Parliament of Mongolia™) has
wide discretion to designate mineral deposits to be Mineral Deposits of Strategic Importance. The
Government of Mongolia is empowered to participate on an equity basis with the licence 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 licence holder. Details of any minerals reserves must be
filed by the relevant licence holder with the Government of Mongolia, and those deposits on the Strategic
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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 of Mongolia
may at any time designate other deposits not yet currently on such Lists 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 licence holder with respect to the terms under which
the Government of Mongolia will take an interest in such deposit. While the Government of Mongolia is in
the process of adding the exact location and coordinates for each Mineral Deposit of Strategic Importance,
a number of deposits on the Strategic Deposits List are identified by name only with no indication of the
latitude and longitude coordinates for the deposit, and it is therefore not always possible to precisely
determine the intended geographic area covered by each designated Mineral Deposit of Strategic
Importance or to accurately determine whether or not any given licence area is within, or overlaps, a Mineral
Deposit of Strategic Importance. In July 2014, the Mongolian Parliament made an amendment to the
Minerals Law and redefined the term of “Mineral Deposit of Strategic Importance”. According to the
Minerals Law, the Mineral Deposit of Strategic Importance means “a deposit which can affect national
security, national economic and social development or a deposit that can produce more than five percent of
Mongolian GDP in a year”.

Under the 2006 Minerals Law, the size of the Government of Mongolia’s participation is determined largely
by the level of state funding which has been provided for the exploration and development of any deposit,
with the Government of Mongolia entitled to participate up to 50% in the event that there has been state
funding of such deposit and up to 34% if there has not. However, the 2006 Minerals Law is very vague as
to the details and method by which the Government of Mongolia will take its interest and the final
arrangements in respect of the Government of Mongolia’s interest in each Mineral Deposit of Strategic
Importance, including the amount of compensation to be paid to the licence holder and the actual form of
the Government of Mongolia’s interest are subject to negotiation between the Government of Mongolia
and the licence holder. In 2015, the Parliament of Mongolia adopted an amendment to the 2006 Minerals
Law providing for the possibility for the Government to collect a special royalty on Mineral Deposits of
Strategic Importance in lieu of holding an equity stake in such deposit. It stipulates that the parties can agree
to transfer to the licence holder the state’s share in the Mineral Deposit of Strategic Importance upon the
approval of an authorized Government body, with the licence holder agreeing to pay a special royalty at a
percentage (not to exceed 5%) to be approved by the Government.

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 work in practice.

In recent years, there have been a number of proposed amendments to the 2006 Minerals Law suggested
by various parties, many of which have centered on amending the 2006 Minerals Law to increase the
Government of Mongolia’s participating interest in excess of 50%. While the 2006 Minerals Law provides
that the interest of the Government of Mongolia should take the form of an equity interest, based on past
practice, and depending on the results of individual negotiations, the interest may be in the form of
production or profit sharing or some other arrangement negotiated between the licence holder and the
Government of Mongolia. There can be no assurance that legislation will not be enacted that further
strengthens the Government of Mongolia’s right to participate in privately held mineral resources in
Mongolia.

None of the deposits covered by the Company’s existing mining licences or exploration licences are
currently designated as Mineral Deposits of Strategic Importance. However, there can be no assurance that
any one or more of these deposits will not be so designated in the future, in which case the Company’s
business and results of operations may be materially and adversely affected.
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The Application of the Foreign Investment Law of Mongolia approved by the Parliament of Mongolia is
uncertain.

Prior to October 3, 2013, the Company was subject to the Foreign Investment Law of Mongolia (“FIL”),
as described in the Company’s Management’s Discussion and Analysis of Financial Condition and Results
of Operation for the period ended December 31, 2012. The Company considers that this risk has been
substantially mitigated following the repeal of the FIL and introduction of the Investment Law on October
3, 2013, which appears to provide greater certainty for foreign investment in Mongolia. However, that
certainty remains subject to the inherent uncertainties of the legal system in Mongolia as described in the
risk factor entitled the “Legislation in Mongolia may be subject to conflicting interpretations, which may
have adverse consequences on the Company ’s business” above.

Risks relating to the Company’s business and industry

Some of the Company’s projects may not be completed as planned; costs may exceed original budgets
and may not achieve the intended economic results or commercial viability.

The Company’s business strategy depends largely on expanding its production capacity at the Ovoot Tolgoi
Mine and further developing its other coal projects into commercially viable mines. Whether a mineral
deposit will be commercially viable depends on a number of factors, including: (i) the particular attributes
of the deposit, such as size, grade and proximity to infrastructure; (ii) commodity prices, which are highly
cyclical; and (iii) government regulations, including regulations relating to prices, taxes, royalties, land
tenure, land use, importing and exporting of mineral resources and environmental protection. The
Company’s long-term intention to develop mines at the Zag Suuj Deposit and the Ovoot Tolgoi
Underground Deposit in the future is based on geological, engineering, environmental and mine planning
evaluations. The feasibility of mining at these projects has not been and may never be established. If the
Company is unable to develop all or any of its projects into a commercial working mine, its business,
financial condition and results of operations will be materially and adversely affected.

The Company’s projects are subject to both (i) technical risk in that they may not perform as designed, or
(ii) operational redesign or modification as a result of on-going evaluation of the projects. Increased
development costs, lower output or higher operating costs may all combine to make a project less profitable
than expected at the time of the development decision. This would have a negative impact on the Company’s
business and results of operations. No assurance can be given that the Company would be adequately
compensated by third party project design and construction companies (if not performed by the Company)
in the event that a project did not meet its expected design specification.

With respect to Zag Suuj project, as with all exploration properties or projects taken on by mining
companies, there is a risk that exploration projects will not be converted to commercially viable mines, in
part because actual costs from capital projects may exceed the original budgets. As a result of project delays,
cost overruns, changes in project scientific or technical information, changes in market circumstances or
other reasons, the Company may not be able to achieve the intended economic benefits or demonstrate the
commercial feasibility of these projects, which in turn may materially and adversely affect the Company’s
business, results of operations and growth projects.

The Company’s coal reserves and resources are estimates based on a number of assumptions, and the
Company may produce less coal than its current estimates.

The coal reserve and resource estimates are based on a number of assumptions that have been made by the

QPs in accordance with NI 43-101. Reserve and resource estimates involve expressions of judgment based
on various factors such as knowledge, experience and industry practice, and the accuracy of these estimates
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may be affected by many factors, including quality of the results of exploration drilling and analysis of coal
samples, as well as the procedures adopted by and the experience of the person making the estimates.

The Company notes that, in general, mineral resource and reserve estimates are always subject to change
based on new information. Specifically, should the Company encounter mineralization different from that
predicted by past drilling, sampling and similar examination, mineral resource and/or reserve estimates may
have to be adjusted downward. In addition, the rank of coal ultimately mined may differ from that indicated
by drilling results. There can be no assurance that coal recovered in laboratory tests will be duplicated under
on-site conditions or in production-scale operations. In the event that the actual level of impurities is higher
than expected or the coal mined is of a lower quality than expected, the demand for, and realizable price of,
the Company’s coal may decrease. Short-term factors relating to reserves, such as the need for orderly
development of coal seams or the processing of new or different quality coals, may also materially and
adversely affect the Company’s business and results of operations.

The inclusion of reserve and resource estimates should not be regarded as a representation that all these
amounts can be economically exploited and nothing contained herein (including, without limitation, the
estimates of mine lives) should be interpreted as assurance of the economic lives of the Company’s coal
reserves and resources or the profitability of its future operations.

Mineral resources that are not mineral reserves do not have demonstrated economic viability. Due to the
uncertainty that may attach to inferred mineral resources, there is no assurance that mineral resources will
be upgraded to proven and probable ore reserves. Inferred mineral resources are considered too speculative
geologically to have economic considerations applied to them that would enable them to be categorized as
mineral reserves.

The Company’s results of operations are subject, to a significant extent, to economic, political and legal
developments in China.

The Company expects that a majority if not all of the coal sales from the Ovoot Tolgoi Mine will be made
to customers based in China. Accordingly, the economic, political and social conditions, as well as
government policies, of China may affect its 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 two decades, the Chinese government has implemented economic reform measures
emphasizing the utilization of market forces in the development of the Chinese economy. Changes in the
Chinese’s political, economic and social conditions, laws, regulations and policies could materially and
adversely affect the Company’s business and results of operations. More recently, the COVID-19 pandemic
has resulted in reduced industrial activity in China, with temporary closures of factories and other facilities,
as described in the risk factor entitled “The impact of the COVID-19 pandemic in China could have a
material adverse impact on the Company ’s business, results of operations, or financial condition”.

In addition, the Chinese government indirectly influences coal prices through its regulation of power tariffs
and its control over allocation of the transportation capacity of the national rail system. Any significant
downturn in the prices in China could materially and adversely affect the Company’s business and results
of operations. Additionally, the Chinese government could adopt new policies that could shift demand away
from coal to other energy sources. Any significant decline in demand for, or over-supply of, coal could
materially and adversely affect the Company’s revenues from coal export sales.

As a result of import restrictions established by the PRC authorities at the Ceke border, the Company has
been barred from transporting its F-grade coal products into China for sale since December 15, 2018. The
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Company, together with other Mongolian coal companies, have been in discussions with the PRC
authorities regarding a potential amendment or withdrawal of these import restrictions to allow for the
importation of F-grade coal into China; however, there can be no assurance that a favorable outcome will
be reached. A protracted or indefinite ban on the import of the Company’s F-grade coal products into China
may have a material adverse impact on the Company’s financial performance, cash flow and results of
operations, which may negatively affect the price and volatility of the Common Shares and any investment
in such shares could suffer a significant decline or total loss in value.

The interests of the Company’s principal stakeholders, CIC, Novel Sunrise and Voyage Wisdom, may
differ from those of the other stakeholders.

As at November 26, 2020, to the best of the Company’s knowledge:

e CIC holds a total of 64.8 million Common Shares representing approximately 23.8% of the issued
and outstanding Common Shares;

e Novel Sunrise holds approximately 46.4 million Common Shares representing approximately
17.0% of the issued and outstanding Common Shares; and

e Voyage Wisdom holds approximately 25.8 million Common Shares representing approximately
9.5% of the issued and outstanding Common Shares.

Accordingly, the Company’s principal stakeholders may have the ability to substantially affect the outcome
of matters submitted to Shareholders of the Company for approval, including, without limitation, the
election and removal of directors, amendments to our articles of incorporation and bylaws and the approval
of any business combination. This may delay or prevent an acquisition of the Company or cause the market
price of the Common Shares to decline. The interests of each of these principal stakeholders may conflict
with the interests of other Shareholders and there is no assurance that any of these principal stakeholders
will vote its Common Shares in a way that benefits minority Shareholders. While no Shareholder has the
ability to elect a majority of the Board unilaterally, both Novel Sunrise and CIC have been granted
contractual director appointment rights. In addition, the Company’s principal stakeholders may have an
interest in pursuing acquisitions, divestitures and other transactions that, in the judgment of management,
could enhance its equity or debt investment, even though such transactions might involve risks to other
Shareholders and may negatively affect prevailing market prices of the Common Shares.

Subject to compliance with applicable securities laws, the principal stakeholders may sell some or all of
their Common Shares in the future. No prediction can be made as to the effect, if any; such future sales of
Common Shares will have on market prices of the Common Shares prevailing from time to time. However,
the future sale of a substantial number of Common Shares by our principal stakeholders, or the perception
that such sales could occur, could adversely affect prevailing market prices of the Common Shares.

Tax and royalty legislation in Mongolia is subject to varying interpretations and changes which may
have a significant impact on the Company’s financial position.

Mongolian tax, currency, customs and royalty legislation is subject to varying interpretations and changes,
which can occur frequently. The interpretation by the Company’s management of such legislation as applied
to the transactions and activity of the Company may be challenged by the relevant authorities.

The Mongolian tax authorities may be taking a more assertive position in their interpretation of the

legislation and assessments, and it is possible that transactions and activities that have not been challenged
in the past may be challenged by tax authorities. As a result, significant additional taxes, penalties, interest
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or royalties may be assessed. Fiscal periods remain open to review by the authorities in respect of taxes for
five calendar years preceding the year of review. Under certain circumstances, reviews may cover longer
periods.

The Mongolian tax legislation does not provide definitive guidance in certain areas, specifically in areas
such as value-added tax, withholding tax, corporate income tax, personal income tax, transfer pricing and
other areas. From time to time, the Company adopts interpretations of such uncertain areas that reduce the
overall tax rate of the Company. As noted above, such tax positions may come under heightened scrutiny
as a result of recent developments in administrative and court practices. The impact of any challenge by the
tax authorities cannot be reliably estimated; however, it may be significant to the financial position and/or
the overall operations of the entity in question.

The royalty regime in Mongolia is evolving and has been subject to change since 2012. On February 1,
2016, the Government of Mongolia issued a resolution in connection with the royalty regime. From
February 1, 2016 onwards, royalties are to be calculated based on the actual contract price including
transportation costs to the Mongolia border. If such transportation costs have not been included in the
contract, the relevant transportation costs, customs documentation fees, insurance and loading costs should
be estimated for the calculation of royalties. In the event that the calculated sales price as described above
differs from the contract sales price of other entities in Mongolia (same quality of coal and same border
crossing) by more than 10%, the calculated sales price will be deemed to be “non-market” under Mongolian
tax law and the royalty will then be calculated based on a reference price as determined by the Government
of Mongolia.

On September 4, 2019, the Government of Mongolia issued a resolution in connection with the royalty
regime. From September 1, 2019 onwards, in the event that the contract sales price is less than the reference
price as determined by the Government of Mongolia by more than 30%, then the royalty payable will be
calculated based on the Mongolian government’s reference price instead of the contract sales price.

There can be no assurance, however, that the Government of Mongolia will not disagree with the
methodology employed by the Company in determining the calculated sales price and require that the
royalty payable be calculated based on the Mongolian government’s reference, which could have a material
adverse effect on the business and operations of the Company and may negatively affect the price and
volatility of the Common Shares.

Management believes that its interpretation of the relevant legislation is appropriate and the Company’s
positions related to tax, royalty and other legislation will be sustained. Management believes that tax,
royalty and legal risks are remote at present. Management performs regular re-assessment of tax risk and
its position may change in the future as a result of the change in conditions that cannot be anticipated with
sufficient certainty at present.

The Company does not insure against all risks to which it may be subject in planned operations and
insurance coverage could prove inadequate to satisfy potential claims.

For certain aspects of the Company’s business operations, insurance coverage, in particular business
interruption insurance, is restricted or prohibitively expensive. The Company currently holds its primary
insurance policies through Canadian insurance providers to insure its properties. The Company has taken
out insurance for risks including commercial general liability, and aviation premises liability. The Company
maintains mining property insurance for all of its mining assets wherever located, property insurance on its
office premises and liability insurance for its directors and officers. However, no assurance can be given
that the Company will elect or be able to obtain such insurance coverage at economically reasonable
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premiums (or at all), or that any coverage it obtains will be adequate to cover the extent of any claims
brought against it.

Exploration, development and production operations on mineral properties involve numerous risks,
including environmental risks, such as unexpected or unusual geological operating conditions, rock bursts
or slides, fires, floods, earthquakes or other environmental occurrences, and political and social instability.
The Company does not maintain insurance against any environmental or political risks. Should any
liabilities arise for which it is not insured or insurance coverage is inadequate to cover the entire liability,
they could reduce or eliminate the Company’s actual or prospective profitability, result in increasing costs
and a decline in the value of the Common Shares and could materially and adversely affect the Company’s
business and results of operations.

Licences and permits are subject to renewal and various uncertainties and the Company may only renew
its exploration licences a limited number of times for a limited period of time.

The Company’s activities are subject to extensive licensing and permitting requirements. The Company
strives to obtain all required licenses and permits on a timely basis and to comply with all such licenses and
permits at all times. However, there can be no assurance that the Company will obtain and maintain all
required licenses and permits or that it will not face delays in obtaining all required licenses and permits,
renewals of existing licenses and permits, additional licenses and permits required for existing or future
operations or activities, or additional licenses and permits required by new legislation. The Company notes
the following with respect to its ability to obtain and maintain applicable licenses and permits:

e In April 2012, MRAM announced the suspension of exploration and mining activity on certain of
the Company’s licences including the licence pertaining to the Ovoot Tolgoi Mine. Although the
Company did not receive official notification of a suspension of licences and had no reason to
believe its licences were not in good standing, this announcement caused a significant disruption
in the Company’s business which ultimately lead to the curtailment of operations at the Ovoot
Tolgoi Mine. Although the Company received a letter from MRAM on September 6, 2012
confirming that all MELs and mining licences were in good standing there is still a risk that its
licences could be revoked.

e Certain provisions of the Law on Land of Mongolia enacted on June 7, 2002, as amended (the
“Land Law of Mongolia™) and the 2006 Minerals Law provide for the revocation of previously
granted land use rights, MELSs or mining licences on the grounds that the affected area of land has
been designated as SNT. The Land Law of Mongolia grants the discretion to declare an area of land
for special needs purposes to local governing authorities and identifies various broad categories
which qualify as special needs. The 2006 Minerals Law requires the local governing authority that
designates an area of land as a special needs territory to compensate within one year the licence
holder whose rights or licence status are affected. The failure to pay the compensation within the
one-year period would allow the licence holder to resume its operations. If any of the Company’s
land use rights or mining licences in Mongolia are revoked because the underlying land is declared
as special needs territory, there is no assurance that the Company will receive adequate
compensation and its business and results of operation might be adversely and materially affected.

e On February 13, 2015, the License Areas were included into a special protected area (referred to as
a Special Needs Territory or “SNT”’) newly set up by the Umnugobi Aimag’s CRKh to establish a
strict regime on the protection of natural environment and prohibit mining activities in the territory
of the SNT.
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e On July 8, 2015, SGS and the Chairman of the CRKh, in his capacity as the respondent’s
representative, reached an agreement (the “Amicable Resolution Agreement”) to exclude the
License Areas from the territory of the SNT in full, subject to confirmation of the Amicable
Resolution Agreement by the session of the CRKh. The parties formally submitted the Amicable
Resolution Agreement to the appointed judge of the Administrative Court for her approval and
requested a dismissal of the case in accordance with the Law of Mongolia on Administrative Court
Procedure. On July 10, 2015, the judge issued her order approving the Amicable Resolution
Agreement and dismissing the case, while reaffirming the obligation of CRKh to take necessary
actions at its next session to exclude the License Areas from the SNT and register the new map of
the SNT with the relevant authorities. Mining activities at the Soumber property cannot proceed
until the License Areas are removed from the SNT.

e On June 29, 2016, the Mongolian Parliament and CRKh election was held. As a result, the
Company is aware that additional action may be taken in respect of the SNT; however, the
Company has not yet received any indication on the timing of the next session of the CRKh. The
Company is confident of a positive outcome in its challenge of this new CRKh resolution; however,
there is no assurance that the Company will receive adequate compensation and its business and
results of operation might be adversely and materially affected.

e On August 26, 2019, SGS received the Notice Letter from MRAM notifying that the Company’s
three mining licenses (MV-016869, MV-020436 and MV-020451) for the Soumber Deposit have
been terminated by the Head of Cadastre Division of MRAM effective as of August 21, 2019. See
Section 6 of this Annual Information Form under the heading entitled “Regulatory Issues and
Contingencies — Termination of Soumber Deposit Mining Licenses ” for more information.

The inability to obtain or maintain licenses and permits with respect to its mining operations, of any delay
with respect to the obtaining of licenses and permits, could have a material adverse impact on the
Company’s financial performance, cash flow and results of operations.

Prolonged periods of severe weather conditions could materially and adversely affect the Company’s
business and results of operations.

Severe weather conditions may require the Company to evacuate personnel or curtail operations and may
cause damages to the project site, equipment or facilities, which could result in the temporary suspension
of operations or generally reduce the Company’s productivity. Severe weather conditions have not caused
any delay or damages to the Company’s operations to date. However, there can be no assurance that severe
weather will not occur. Any damages to the Company’s projects or delays in its operations caused by
prolonged periods of severe weather could materially and adversely affect its business and results of
operations.

The Company’s business and results of operations are susceptible to the cyclical nature of coal markets
and are vulnerable to fluctuations in prices for coal.

The Company expects to derive substantially all of its revenue and cash flow from the sale of coal.
Therefore, the market price of the Common Shares, the Company’s ability to raise additional financing and
maintain ongoing operations and its financial condition and results of operations will be directly related to
the demand for, and price of, coal and coal-related products. Coal demand and price are determined by
numerous factors beyond the Company’s control, including the international demand for steel and steel
products, the availability of competitive coal supplies, international exchange rates, political and economic
conditions in Mongolia, China and elsewhere in the world, milder or more severe than normal weather

58



conditions, production costs in major coal producing regions and, most recently, the impact of the COVID-
19 pandemic. The Chinese and international coal markets are cyclical and have in the past exhibited
significant fluctuations in supply, demand and prices from year to year. There has been significant price
volatility on the coal spot market. An oversupply of coal in China or a general downturn in the economies
of any significant markets for the Company’s coal and coal-related products could materially and adversely
affect its business and results of operations. In addition, the Company’s dependence on Asian markets may
result in instability in its operations due to political and economic factors in those Asian jurisdictions which
are beyond the Company’s control. The combined effects of any or all of these factors on coal prices or
volumes are impossible for the Company to predict.

If realized coal prices are below the full cost of production of any of the Company’s future mining
operations and remain at such a level for any sustained period, the Company could experience increased
losses and may decide to discontinue operations, which could require the Company to incur closure costs
and result in further reduced revenues.

The Company’s coal mining activities are subject to operational risks, including equipment breakdown.

The Company’s coal mining operations are subject to a number of operational risks, some of which are
beyond its control, which could delay the production and delivery of coal. These risks include unexpected
maintenance or technical problems, periodic interruptions to its mining operations due to inclement or
hazardous weather conditions and natural disasters, industrial accidents, power or fuel supply interruptions
and critical equipment failure, including malfunction and breakdown of its shovels, upon which its coal
mining operations are heavily reliant and which would require considerable time to replace. These risks
and hazards may result in personal injury, damage to, or destruction of, properties or production facilities,
environmental damage, business interruption and damage to its business reputation. In addition,
breakdowns of equipment, difficulties or delays in obtaining replacement shovels and other equipment,
natural disasters, industrial accidents or other causes could temporarily disrupt the Company’s operations,
which in turn may also materially and adversely affect its business, prospects, financial condition and results
of operations.

The Company’s future financial performance depends, in part, on the successful operation of the wash
plant at the Ovoot Tolgoi Mine, which is subject to various risks

In the fourth quarter of 2016, the Company initiated a plan to change the existing product mix to higher
value and higher margin outputs by washing certain grades of coal in order to produce more premium semi-
soft coking coal and to initiate more processing of the lower grades of coal in order to reduce the ash content
and improve the selling price and margins on its thermal coal product. The construction of the wash plant
at the Ovoot Tolgoi mine was completed, and operations at the wash plant commenced, in October 2018.

Because the Company’s current mine plan is predicated, in part, on incorporating a coal washing and
process systems, the Company’s future financial performance will depend on the successful operation of
the wash plant at the Ovoot Tolgoi mine. The operating performance of the wash plant, and the related cost
of operation and maintenance, may be adversely affected by a variety of risk factors, including, but not
limited to, the following:

¢ Maintaining an adequate water supply and power supply to the mine site to permit the continued
operations of the wash plant as planned,;

e Achieving satisfactory yields from wet washing operations;
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e The Company successfully enhancing the operational efficiency and the output throughput of the
wet wash plant;

e The Company successfully negotiating an agreement with the wash plant operator regarding the
operation of the wash plant;

e Unexpected maintenance and replacement expenditures;
e Shutdowns due to the breakdown or failure of the wash plant’s equipment;
e Labour disputes; and

e Catastrophic events such as fires, explosions, severe storms or similar occurrence affecting the
wash plant facility or third parties providing services to the wash plant.

Any of the risks noted above could have a material adverse impact on the operational performance or cost
of operations of the wash plant, which in turn could have a material adverse effect on the Company’s
financial performance, cash flow and results of operations.

The unavailability or shortage of reliable and sufficient coal transportation capacity that meets
Mongolian authority regulations will reduce the Company’s coal revenue by causing it to reduce its
production volume or impairing its ability to supply coal to its customers.

The Company anticipates that the majority of its coal production from the projects in Mongolia will be
exported to China. Inadequate transportation infrastructure, or restrictions on or delays in coal exports to
China, is likely to affect the pricing terms on which it can sell the coal to customers and the willingness and
ability of such customers to purchase coal from it. Customers are likely to factor in any delays and the costs
and availability of transportation in determining the price they are prepared to pay to purchase the
Company’s coal. Therefore, its mining operations are anticipated to be highly dependent on road and rail
services in Mongolia and China.

In Mongolia, a bottleneck in the transportation of coal from the Ovoot Tolgoi Mine to customers in China
may arise if the road connecting the Ovoot Tolgoi Mine to the Shivee Khuren Border Crossing does not
have sufficient capacity to support the increased amount of cargo traffic, is affected by external factors such
as disruptions caused by bad weather or is closed for repair, such as was the case during 2012, when the
road connecting the Ovoot Tolgoi Mine to the Shivee Khuren Border Crossing was closed for over four
weeks for repair.

On May 8, 2015, the commercial operation of the Paved Highway commenced and subsequently the
unpaved highway which was previously used to transport coal through the Shivee Khuren Border Crossing
was closed. The Paved Highway is expected to significantly increase the safety of coal transportation,
reduce environmental impacts and improve efficiency and capacity of coal transportation. The Paved
Highway is expected to have a carrying capacity in excess of 20 million tonnes of coal per year.

The opening hours of the Shivee Khuren Border Crossing also affect the Company’s ability to expedite the
movement of its coal shipments. There can be no assurance that there would be any other cost effective
means of transporting the coal to the Company’s primary market in China. As a result, the Company may
experience difficulty expediting the movement of its coal shipments and/or significant cost escalation for
the transportation services, which could affect its production and reduce its profitability.

In addition, the Company has been experiencing delays with respect to the custom clearance process at the

Shivee Khuren Border Crossing since July 2017. These delays have caused typical turnaround times for
coal exporting trucks to double. The Company continues to closely monitor the situation. There can be no
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assurances that delays with respect to the custom clearance process at the Shivee Khuren Border Crossing
will improve. Continued delays may have a material adverse impact on the Company’s financial
performance, cash flow and results of operations.

The Company was informed that effective as of February 11, 2020, the Mongolian State Emergency
Commission closed Mongolia’s southern border with China in order to prevent the spread of COVID-19.
Accordingly, the Company suspended coal exports to China beginning as of February 11, 2020 as a result
of the border closure.

On March 28, 2020, the Mongolian-Chinese border was re-opened for coal export on a trial basis, with a
limit imposed on the total volume of coal that was permitted to be exported during this trial period. The
Company has experienced a continuous improvement in the volume of coal exported to China since March
28, 2020. During the period between April to October 2020, an aggregate of 1.9 million tonnes of coal was
exported by the Company from Mongolia to China, as compared to an aggregate of 2.0 million tonnes of
coal during the same period in the 2019 calendar year.

The border closure has had an adverse impact on the Company’s sales and cash flows in the first and second
quarter of 2020. In order to mitigate the financial impact of the border closures and preserve its working
capital, the Company temporarily ceased major mining operations (including coal mining), reduced
production to only coal-blending activities and placed approximately half of its workforce on furlough from
February 2020. Since August 2, 2020, the Company has resumed its mining operations, which includes
mining, blending and washing of coal. As at October 31, 2020, SGS employed 208 employees at the Ovoot
Tolgoi Mine site (December 31, 2019: 383 employees). The Company produced 1.1 million tonnes from
August to October 2020, as compared to 1.3 million tonnes from August to October 2019. There were a
few COVID-19 cases reported in Ulaanbaatar (being the capital city of Mongolia) on November 11, 2020.
As a result, the Mongolian local authorities have taken certain precautionary steps to minimize further
transmissions and announced a lockdown of Ulaanbaatar until December 2, 2020. Although the Company’s
mining operations and the export of coal from Mongolia to China continues as of the date hereof, there can
be no guarantee that the Company will be able to continue exporting coal to China, or the border crossings
would not be the subject of additional closures as a result of COVID-19 in the future. The Company will
continue to closely monitor the development of the COVID-19 pandemic and the impact it has on coal
exports to China and will react promptly to preserve the working capital of the Company.

In China, rail and road infrastructure and capacity has in the past been affected by extreme weather
conditions, earthquakes, delays caused by major rail accidents, the COVID-19 pandemic, the diversion of
rolling stock needed to deliver emergency food relief and seasonal congestion during public holidays. There
can be no assurance that these problems will not recur or that new problems will not occur. In any of these
circumstances, the customers may not be able to take delivery of the Company’s coal, which may lead to
delays in payment, or refusal to pay, for the Company’s coal and, as a result, the Company’s business and
results of operations could be materially and adversely affected.

The Company’s prospects depend on its ability to attract, retain and train key personnel.

Recruiting, retaining and training qualified personnel is critical to the Company’s success. The number of
persons skilled in the acquisition, exploration and development of mining properties is limited and
competition within the mining industry for such persons is intense, in particular, Mongolian law requires
that at least 90% of a mining company’s employees be of Mongolian nationality. This provision of the law,
coupled with the large number of active mining projects in Mongolia, further limits the number of available
personnel and increases competition for skilled personnel. The reputation and capability to operate
continuously over the longer term are key factors in also attracting key personnel to its business. The
Company is reinforcing its core values of ethical behavior in dealing with all its stakeholders from senior
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management down in order to ensure the Company attracts the right people to its business. As the
Company’s business activity grows, it will require additional key financial, administrative, mining,
marketing and public relations personnel as well as additional operations staff. If the Company is not
successful in attracting such key personnel, or retaining existing key personnel, its business and results of
operations could be materially and adversely affected.

In addition, the Company’s ability to train operating and maintenance personnel is a key factor for the
success of its business activities. If the Company is not successful in recruiting, training and retaining such
personnel, its business and results of operations could be materially and adversely affected.

Comepetition in the coal industry may hinder development plans and adversely affect the Company’s coal
sales if it is not able to compete effectively.

Continued growth in mining and mineral exploration activities in Mongolia could create an increasing
demand for mining equipment and related services. Shortages of, or higher costs for, equipment and
services could restrict the Company’s ability to carry out the exploration, development and production
activities, increase its costs of operations and adversely affect its future plans.

The Company intends to sell a majority of the coal it produces in China. Competition in the Chinese coal
industry is based on many factors, including, among others, price, production capacity, coal quality and
characteristics, transportation capability and costs, blending capability and brand name. The Company’s
coal business will most likely compete in China with other large Chinese and international coal mining
companies. Due to location, some of the Company’s Chinese competitors may have lower transportation
costs than the Company does. The Chinese coal market is highly fragmented and the Company faces price
competition from some small local coal producers that produce coal for significantly lower costs than the
Company due to various factors, including their lower expenditure on safety and regulatory compliance.
Some of the Company’s international competitors, including the Mongolian coal producers, may have
greater coal production capacity as well as greater financial, marketing, distribution and other resources
than the Company does, and may benefit from more established brand names in international markets. The
Company’s future success will depend on its ability to respond in an effective and timely manner to
competitive pressure.

There are a number of risks associated with the Company’s operation plan, dependence on a limited number
of customers and inability to attract additional customers.

The current operation plan contemplates significant operational funding in the Company’s mining
operations as well as equipment maintenance in order to achieve the Company’s revenue and cash flow
targets. Such expenditures and other working capital requirements may require the Company to seek
additional financing. There is no guarantee that the Company will be able to secure other sources of
financing. If the Company is unable to continue as a going concern, it may be forced to seek relief under
applicable bankruptcy and insolvency legislation.

The Company has been selling its coal products since 2008. The Company had 13 active customers with
the largest customer representing approximately 42%, the second largest customer representing
approximately 36%, the third largest customer representing approximately 9%, the fourth largest customer
representing approximately 6% and the remaining customers accounting for 7% of the Company’s total
sales for the year ended December 31, 2019. In order to mitigate this risk, the Company is attempting to
modify its sales strategy in order to expand its existing customer base. With certain of its customers, the
Company has accepted payment for coal deliveries in the form of bank instruments, in lieu of cash. There
can be no assurance, however, that the Company will be able to satisfy or comply with the funding
conditions of such instruments following completion of the coal delivery or the bank that issues the
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instrument will be capable of paying all or any portion of the proceeds to the Company, which could have
a material adverse effect on the business and operations of the Company and may negatively affect the price
and volatility of the Common Shares.

The Company still expects to sell the majority of the coal from its Mongolian mining operations to
customers in China. Chinese law requires specific authorization to be obtained by entities responsible for
the import of coal into China. In the event that the Company’s customers, or the agents of such customers
who are responsible for importing coal into China on their behalf, fail to obtain and retain the necessary
authorizations, their ability to import coal into China may be affected, which could materially and adversely
affect the Company’s business and results of operations.

There are significant uncertainties as to the outcomes of the above events or conditions that may cast
significant doubt on the Company’s ability to continue as a going concern and, therefore, the Company may
be unable to realize its assets and discharge its liabilities in the normal course of business. Should the use
of the going concern basis in preparation of the consolidated financial statements be determined to be not
appropriate, adjustments would have to be made to write down the carrying amounts of the Company’s
assets to their realizable values, to provide for any further liabilities which might arise and to reclassify
non-current assets and non-current liabilities as current assets and current liabilities, respectively. The
effects of these adjustments have not been reflected in the consolidated financial statements.

Failure to maintain an effective system of internal controls may result in material misstatements of the
Company’s financial statements or cause the Company to fail to meet its reporting obligations or fail to
prevent fraud.

Effective internal controls are necessary for the Company to provide reliable financial reports and prevent
fraud. If the Company fails to maintain an effective system of internal controls, the Company may not be
able to report its financial results accurately or prevent fraud; and in that case, Shareholders and investors
could lose confidence in the Company’s financial reporting, which would harm the Company’s business
and could negatively impact the price of the Common Shares.

Following the implementation of the Remedial Actions and Preventative Measures, the Chief Executive
Officer and Chief Financial Officer of the Company have each concluded that, as of December 31, 2019,
the Company’s disclosure controls and procedures, as defined in NI 52-109, are effective to achieve the
purpose for which they have been designed.

If the Company suffers any future material weaknesses in its internal controls and procedures or fails to
maintain the adequacy of its internal controls and procedures, the Company could be the subject of
regulatory scrutiny, penalties or litigation, all of which would harm the Company’s business and could
negatively impact the price of the Common Shares.

The Company cannot provide assurances that the Company will not experience potential material
weaknesses in its internal controls. Even if the Company concludes that its internal controls over financial
reporting provide reasonable assurance regarding the reliability of financial reporting and the preparation
of consolidated financial statements for external purposes in accordance with IFRS, because of their
inherent limitations, internal control over financial reporting may not prevent or detect fraud or
misstatements. These inherent limitations include the realities that judgments in decision-making can be
faulty, and that breakdowns can occur because of simple error or mistake. Additionally, controls can be
circumvented by individual acts, by collusion of two or more individuals or by unauthorized override of
controls. Failure to implement required new or improved controls, or difficulties encountered in their
implementation, could harm the Company’s results of operations or cause the Company to fail to meet its
future reporting obligations.
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The Company’s operations are exposed to risks in relation to environmental protection and
rehabilitation.

The operations of coal mines involve substantial environmental risks and hazards and the Company’s
operations are subject to laws and regulations relating to the environment, health and safety and other
regulatory matters in Mongolia and China.

The risk of environmental liability is inherent in the operation of the Company’s business. Environmental
hazards may occur in connection with the Company’s operations as a result of human negligence, force
majeure, or otherwise. Claims may be asserted against the Company arising out of its operations in the
normal course of business, including claims relating to land use, safety, health and environmental matters.
The Company is not insured against environmental liabilities and there can be no assurance that
environmental liabilities would not materially and adversely affect its business and results of operations.

In addition, the Company is subject to reclamation requirements. The Company’s mine will eventually
close. The key tasks in relation to the closure of the mines involves (i) long-term management of permanent
engineered structures (for example, spillways, roads, waste dumps); (ii) achievement of environmental
closure standards; (iii) orderly retrenchment of employees and contractors; and (iv) relinquishment of the
site with associated permanent structures and community development infrastructure and programs to new
owners. The successful completion of these tasks is dependent on the Company’s ability to successfully
implement negotiated agreements with the relevant government, community and employees. The
consequences of a difficult closure range from increased closure costs and handover delays to ongoing
environmental impacts and corporate reputation damage if desired outcomes cannot be achieved, which
could materially and adversely affect the Company’s business and results of operations.

The Company currently does not own a coal storage facility at the Ceke border. As a result of potential
stricter requirements for coal storage facilities which may be adopted by the local government in the future,
the Company may not be able to secure enough storage space at the Ceke border, which could have a
material adverse effect on the business and operations of the Company and may negatively affect the price
and volatility of the Common Shares. As part of its focus on capital preservation, the Company has decided
to suspend indefinitely all further development activities relating to the previously announced Ceke
Logistics Park Project until further notice. The Company may be at risk of becoming subject to litigation
proceedings initiated by its investment partner in the Ceke Logistics Park Project for failing to comply with
the underlying agreements governing project development. Due to the inherent uncertainty of the litigation
process, the resolution of any particular legal proceeding to which the Company may become subject could
have a material adverse impact on its business, operations, results of operations, financial condition and
future prospects.

Environmental legislation is evolving in a manner which will 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.
The Company may experience increased costs of production arising from compliance with environmental
laws and regulations. Should the Company fail to comply with current or future environmental laws and
regulations, the Company may be required to pay penalties or take corrective actions, any of which may
have a material adverse effect on its results of operations and financial condition.

Foreign currency fluctuations could affect expenses and any future earnings.
The Company is exposed to foreign exchange fluctuations with respect to the MNT, Chinese Renminbi,

Hong Kong, and Canadian dollars. The Company’s financial results are reported in United States dollars.
The salaries for local laborers in Mongolia are paid in local currency. Sales of coal into China have been
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and may continue to be settled in United States dollars and Renminbi. The Company has a subsidiary in
Hong Kong where some expenses are incurred in Hong Kong dollars. Since the Company’s headquarters
is in Canada, a minor portion of its expenses are in Canadian dollars and the Company holds a portion of
its cash in Canadian dollars. As a result, its financial position and results are impacted by the exchange rate
fluctuations between the aforementioned currencies and the United States dollar.

Information in this Annual Information Form regarding future plans reflects current intentions and is
subject to change.

Whether the Company ultimately implements the business strategies described in this Annual Information
Form will depend on a number of factors including, but not limited to: the political situation in Mongolia
and China; the availability and cost of capital; current and projected coal prices; coal markets; costs and
availability of drilling services, costs and availability of heavy equipment, supplies and personnel; success
or failure of activities in similar areas to those in which the Company’s projects are situated; and changes
in estimates of project completion costs. The Company will continue to gather information about its
projects, and it is possible that additional information will cause it to alter its schedule or determine that a
project should not be pursued at all. Accordingly, the Company’s plans and objectives may change from
those described in this Annual Information Form.

DESCRIPTION OF MATERIAL PROPERTIES
Quialified Persons
Disclosure of a scientific or technical nature in this Annual Information Form in respect of the Company’s

material mineral projects was prepared by or under the supervision of the individuals set out in the table
below, each of whom is a “Qualified Person” as that term is defined in NI 43-101:

Property Quialified Persons Field of Expertise Relationship to Company
Ovoot Tolgoi Dr. Weiliang Wang Resources Independent Consultant
Ovoot Tolgoi Vincent Li Reserves Independent Consultant
Zag Suuj Merryl Peterson Resources Independent Consultant

Disclosure of a scientific or technical nature relating to the Ovoot Tolgoi Mine contained in this Annual
Information Form is derived from the Ovoot Tolgoi Technical Report prepared in accordance with NI 43-
101 for the Ovoot Tolgoi Mine dated May 15, 2017, prepared by Dr. Weiliang Wang, Mr. Vincent Li and
Mr. Larry Li of DMCL. A copy of the Ovoot Tolgoi Technical Report is available under the Company’s
profile on SEDAR at www.sedar.com.

Scientific and technical disclosure relating to the Zag Suuj Deposit is derived from the Zag Suuj Technical
Report prepared in accordance with NI 43-101 for the Zag Suuj Deposit dated March 25, 2013, prepared
by RungePincockMinarco. A copy of the Zag Suuj Technical Report is available under the Company’s
profile on SEDAR at www.sedar.com. The Zag Suuj Technical Report is effective as of March 25, 2013
and there have been no material changes to the information disclosed in the report since the date thereof.
RungePincockMinarco has not reviewed or updated the Zag Suuj Technical Report since the date of
publishing.
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Ovoot Tolgoi Deposit
Property Description and Location

The Ovoot Tolgoi Deposit is located in the southwest corner of the Umnugobi Aimag (South Gobi
Province) of Mongolia within the administrative unit of Gurvantes Soum, 320km southwest of the
provincial capital of Dalanzadgad and 950km south of the nation’s capital Ulaanbaatar. The Ovoot Tolgoi
Deposit is approximately 45 kilometres north of the Mongolia-China border and the Ceke border crossing.
Ceke, located in the People’s Republic of China, is the main distribution center for the Ovoot Tolgoi coal.

The Company holds its interest in the Ovoot Tolgoi Deposit through its wholly owned subsidiary, SGS, the
operating entity under the Company, which is incorporated in Mongolia and holds the mining licences of
the Ovoot Tolgoi Deposit.

The property is located adjacent to the existing MAK-Qinghua Mines (including the Nariin Sukhait Mine)
operations. The Ovoot Tolgoi Deposit resources comprises of two different resource areas, referred to as
the Sunrise and Sunset Fields respectively. Both Sunrise and Sunset Fields are within the Ovoot Tolgoi
mining licence, which covers a total of 9,282ha, and shall expire by 2037, with two possible 20- year
extensions. The waste dumps for the Sunrise and Sunset Fields are located to the south of either field within
the Ovoot Tolgoi Mining Licence area. The map below sets out the boundary of the mining licence and
location of key infrastructures at the Ovoot Tolgoi Deposit. The Company is currently reviewing all aspects
of the Ovoot Tolgoi Deposit’s mine with a view to achieving optimization of mining strategy. This review
and optimization may affect the pit sizes shown on the map.
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The Company’s exploration activities, mining operation and land use rights for the Ovoot Tolgoi Deposit
and Zag Suuj Deposit, as well as the Company’s development projects are governed by the 2006 Minerals
Law and the Land Law of Mongolia. The use of water is governed by the Water Law of Mongolia and the
2006 Minerals Law. These laws allow licence holders to use the land and water in connection with
exploration and mining operations, subject to the discretionary authority of Mongolian national, provincial
and regional governmental authorities as granted under the Mongolian law.

The Government of Mongolia grants MELSs for a period of three years with the right to extend the period
three times for three additional years each. MEL holders are subject to various environmental protection
obligations including preparation and acceptance by the Mongolian government of detailed EIA and
preparation of an EMP, which must be approved by the Soum Governor, as well as the annual posting of a
bond equal to 50% of expected reclamation costs. MEL holders are also required to pay a land rent fee and
commit to a minimum expenditure per hectare of licence area as set out in the table below.
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Mongolian Mineral Exploration Licence Fees

Year Licence Fee Minimum Expenditure
(MNT/ha) (US$/ha)

1 145 0.00
2 290 0.50
3 435 0.50
4-6 1,450 1.00
7-9 2,175 1.50
9-12 7,250 10.00

Following successful exploration, the holder of a MEL can apply for a mining licence over any portion of
the MEL.

A mining licence is granted for a period of 30 years, with the right to extend the period for two additional
20-year periods. The mining licence covers both mineral and surface lease rights. The primary requirements
to maintain mining licences in Mongolia are: (i) pay annual renewal fee of US$5.00/ha; (ii) submit and
have approved an annual mine plan; (iii) report mining quantities and pay appropriate royalties; (iv) submit
and have approved annual EPP for mining activities; and (v) submit an annual report for the year most
recently completed on mining activities by February 15 of the following year.

In September 2007 portions of existing MELSs covering the Ovoot Tolgoi Deposit area held by the Company
were converted to licence no. 12726A covering an area of approximately 9,282ha encompassing the areas
of the Sunset Pit and the Sunrise Pit for the development of an open-pit coal mine (the “Ovoot Tolgoi
Mining Licence”). The Ovoot Tolgoi Mining Licence is held by SGS and expires in 2037.
RungePincockMinarco has inspected a copy of the Ovoot Tolgoi Mining Licence.

The area covered by the Ovoot Tolgoi Mining Licence is adjacent to concessions held by MAK where coal
is being produced from the Nariin Sukhait Mine. The Sunrise and Sunset coal deposits extend across the
Ovoot Tolgoi Mining Licence boundary into the MAK?’s concessions. Resource and reserve estimates
previously disclosed by the Company for Sunrise and Sunset are limited to the area covered by the Ovoot
Tolgoi Mining Licence, even though the open pits extend across the lease boundaries in order to effectively
access all economic coal within the licence area. SGS and MAK have entered a cooperation agreement on
February 20, 2014 (amended in May 2015) which allows SGS to strip off the overburden in MAK’s property
at SGS’s own cost. MAK will remove the coal within its lease area to allow development of the SGS’s pits.
The coal within the pits and within the MAK’s concessions has been treated as generating no revenue and
having no associated cost. SGS and MAK have also signed another cooperation agreement related to the
dumping of overburden removed by MAK from the MAK’s concession on an area of the SGS’s concessions
that has been shown to contain no potentially economic coal resources.

Waste disposal areas have been identified and approved in the Ovoot Tolgoi Mining Licence.
Accessibility, Climate, Local Resources, Infrastructure and Physiography

The area around the Ovoot Tolgoi Deposit currently supports a traditional subsistence economy focused on
raising sheep, goats, and camels. The Umnugobi Aimag is the most sparsely populated province in
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Mongolia with a density of 0.8 people/km?. There are two primary sources of mining labour — Ulaanbaatar
and the local soum.

The surface expression of the deposit ranges from flat, gravel-covered desert plains to moderately hilly
terrain. Surface elevation ranges from 1,515 to 1,555m above sea level. The region experiences a
continental desert climate. Temperature typically ranges from 0° to -30°C in the winter, increasing to 30°
to 35°C in the summer months. High winds occur frequently, particularly throughout the spring. Average
annual rainfall is approximately 130mm with most precipitation occurring during the summer months.
Vegetation is sparse, consisting primarily of small shrubs and grasses.

The local weather is acceptable for exploration activities from April through October. While exploration
activities are not recommended during the harsh winters, the climate allows year-round mining operations.

The Ovoot Tolgoi Deposit has an onsite airport that is accessed via chartered aircraft from Ulaanbaatar,
providing transport for the commute roster workforce. A regular air service is also available from
Ulaanbaatar to Dalanzadgad, the administrative centre of Umnugobi Aimag. Travel from Dalanzadgad to
the site takes approximately seven hours over unpaved roads. All parts of the Ovoot Tolgoi Deposit can be
reached with four-wheel-drive vehicles.

A rail line connects the Ovoot Tolgoi area with the industrial centres in the PRC. The railroad terminus is
approximately 40km south of the Ovoot Tolgoi Deposit, at the Shivee Khuren Border Crossing. Coal trucks
travel overland from both Ovoot Tolgoi and the neighbouring MAK-Qinghua Mine to the railroad terminus
located at Ceke. Electrical power is available from a power line distributing power from Ceke to various
points within the Ovoot Tolgoi Deposit. Additional electric power is currently supplied by on-site diesel
generators, as required.

No surface water is currently available in the immediate area of the Ovoot Tolgoi Deposit. Water for the
camp and shop complexes is supplied from water supply wells drilled during the hydrological
investigations. The recently completed permanent accommodation camp has a water treatment facility.
Water for dust suppression is available from the pit dewatering.

History

The first geological investigations at Nariin Sukhait took place in 1951 and 1952 and were led by V.S.
Volkhonina. Results included geological mapping at a scale of 1:500,000. Coal was first identified in the
Nariin Sukhait area in 1971 by a Mongolian geological survey expedition led by D. Dashtseren. A study of
the Nariin Sukhait coal deposit was undertaken by Exploration Unit No. 15 of the Ulaanbaatar Geological
Research Group in 1991 that delineated an inferred resource on the property. Readers are reminded that
inferred mineral resources are considered too speculative geologically to have the economic considerations
applied to them that would enable them to be categorized as mineral reserves. Since this estimate was
reported, substantial exploration has been undertaken as set out under the heading “Description of Material
Properties — Ovoot Tolgoi Deposit - Exploration” in this Annual Information Form.

The Company acquired its interest in the Ovoot Tolgoi Deposit from Turquoise Hill in May 2007.
Geological Setting

The coal-bearing sedimentary sequences at Ovoot Tolgoi are Late Permian in age and are interpreted to
have been deposited along the margins of a tectonically active continental basin. The region is interpreted

to have subsequently undergone basin and range style extensional tectonics followed by a period of
compressional folding and faulting. The most prominent feature relating to the coal deposit at Ovoot Tolgoi

69



is the arcuate, east-west-trending Nariin Sukhait fault. The coal-bearing sedimentary sequences are exposed
primarily in a window adjacent to the Nariin Sukhait fault.

Regional Geology

The South Gobi region of Mongolia is considered to reflect a complex geological history of continental
accretion and Basin-and-Range style crustal extension, followed by regional-scale compressional folding
and faulting. The region is therefore dominated by elongate, east-west trending mountain ranges and
intervening basins. The intervening basins contain Late Cretaceous to Permian age sediments, overlain by
relatively thin Quaternary unconsolidated sediments. The mountain ranges separating these basins comprise
mostly crystalline basement rocks, dissected by intermediate to high angle faults that show evidence of both
compressional and extensional movement. The most prominent structure relating to the Ovoot Tolgoi coal
deposit is the arcuate, east-west-trending, moderately dipping Nariin Sukhait fault where the Late Permian
coal-bearing section is exposed in a window adjacent to it in the MAK Mine West Pit.

Coal Occurrences

The most prominent structural feature relating to the coal deposit at Ovoot Tolgoi is the arcuate, east-west
trending Nariin Sukhait fault. The coal-bearing sedimentary sequences, interpreted to be of Late Permian,
are exposed primarily in a window adjacent to the Nariin Sukhait fault. The only place where the fault is
exposed is in the Nariin Sukhait Mine, where it appears as an intermediate angle structure (40 - 50 degrees)
in their west pit. The Company’s concessions at Ovoot Tolgoi contain two distinct resource areas within
the Late Permian sequences, which are the Sunrise and the Sunset Fields.

Exploration activities undertaken by SGS within the Ovoot Tolgoi Deposit area have focused on the thick
coal forming the No. 5 Seam, but additionally have delineated further coal resources in packages of “upper
seams” located above and below this horizon. As such, the current geological modeling has organized the
coal seams within the Ovoot Tolgoi Deposit into a number of Seam Groups including the Seam Nos. 4, 5L,
5U,6,7,8,9,10and 11.

Seam Nos. 1 through 3, described in the early work at Nariin Sukhait have not been identified in the Ovoot
Tolgoi Deposit.

Interburden both within and between coal seams is highly variable at Ovoot Tolgoi. Interburden between
the coal seams is generally dominated by sandstones and conglomerates, while the partings within the coals
are most commonly mudstones and carbonaceous mudstones.

Structural Geology

The Sunrise Field is located on SGS controlled land surrounding the southeast corner of the MAK mining
licence. The Seam No. 5 is currently being mined by MAK and MAK-Qinghua and is in this area along the
axis of a regional-scale antiform. This structure trends to the southwest from the MAK East Pit and forms
the basis for the Company’s resources at the Sunrise Field. The coal-bearing sedimentary sequences are
southeast dipping with an average dip of around 35 degrees. Minor Seam Nos. 6 and 7 occur above the
Seam No. 5 and Seam No.4 occurs beneath the Seam No. 5. Coal resources estimated for the Sunrise Field
are largely contributed by the Seam No. 5.

The Sunset Field is located on the southwest corner of the MAK’s concessions. Coal resources are found
along a southeasterly-dipping monocline, which could represent a preserved limb of a southwesterly-
plunging antiform extending in a north-east/south-west direction from the exposure in the north-west of the
Sunset Pit, through to the MAK pit. The majority of resources are found in the Seam No. 5L and 5U within
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a southeast dipping coal-bearing sequence. Additionally, a considerable proportion of resources occur in
the upper coals forming Seam Nos. 8, 9, and 10.

Mineralization

The coal-bearing formations occur primarily within a zone of upper Permian-aged sediments exposed in
the hanging wall of the Nariin Sukhait Fault. Early work adopted the seam nomenclature presented by
Dashkhoral (a geologist) in 1992, thereby calling the very thick coal in the middle of the sequence the Seam
No. 5, and naming the upper seams in ascending order. As exploration work progressed, numerous
additional seams and splits were discovered within the overall packages of coal previously described. The
following tables present the coal seam characteristics on a seam-by-seam basis:

Ovoot Tolgoi Deposit Coal Seam Characteristics

Sunset Field Coal Seam Thickness

Seam Average Cumulative Coal Apparent Maximum Cumulative Coal Apparent
Group Thickness (m) Thickness (m)
11 0.06 2.97
10 11.5 34.2
9 25.3 56.8
8 6.5 29.9
5U 45.1 204.3
5L 36.7 140.4

Sunrise Field Coal Seam Thickness

Average Cumulative Coal Apparent Maximum Cumulative Coal Apparent
Seam Group Thickness (m) Thickness (m)
7 8.1 20.3
6 19.8 57.3
5U 29.3 100.0
5L 54.3 144.3
4 6.45 24.92

Coal Quality

Raw coal and clean coal quality of the Ovoot Tolgoi Coal Mine has been analysed through core, sold coal
and washability samples. Coal quality has been shown to be similar in both the Sunrise and Sunset Pits. A
summary of coal quality data for each pit organized by the coal seam group and confined to the in-pit
resources (depth < 300m), based on the SGS’s latest resource model, is presented in the table below.
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Coal Quality by Seam Group of Sunrise Pit

Seam Ash Calorific | Volatile Total Relat?ve Inh_erent T_otal
. Value Matter | Sulphur | Density | Moisture | Moisture
% Kcal/Kg % % gl/cc % %
T* 8.15 6,872 39.63 0.71 0.0 1.35 9.63
6U* 13.94 6,384 39.18 0.52 0.0 1.02 7.21
5U 17.96 6,407 31.74 1.04 1.42 1.01 9.32
5L 13.25 6,774 31.50 1.11 1.37 1.04 7.52
* Based on RC samples, therefore indicative only.
Coal Quality by Seam Group of Sunset Pit
Seam Ash Calorific Volatile Total Relative Inh_erent Tptal
S Value Matter | Sulphur | Density | Moisture | Moisture
% Kcal/Kg % % g/cc % %
10 17.32 6,455 32.86 1.2 1.42 1.69 5.4
9 18.10 6,429 32.46 1.6 1.44 1.68 4.7
8 17.41 6,513 31.65 1.4 1.43 2.33 5.2
5U 9.75 7,240 32.22 0.7 1.34 1.34 4.4
5L 15.32 6,780 33.05 1.0 1.42 1.53 3.1
Exploration

IVN commenced modern systematic exploration in late 2004 with the completion of five boreholes in the
Sunrise Field. This program was continued in early 2005 and expanded to include general exploration
activities along the entire regional trend as well as resource delineation drilling in the Sunrise and Sunset
Fields. The exploration programs undertaken from 2004 through 2006 by IVN and by the Company starting
from 2007, concentrated on drilling in the Sunrise and Sunset Fields, but work also continued elsewhere on
the trend. The 2010 exploration program included in-fill drilling and extended drill hole coverage in the
west of the Sunrise Field. The 2011 exploration program included infill drilling and increased drill hole
coverage in the Sunset Extension. The 2014 drilling program was completed exclusively in the Sunrise
Field with 14 drill holes in the Sunrise Extension and 3 drill holes toward the western part of the Sunrise
Main Pit. In 2016, 22 drill holes were completed with the majority of exploration drilling planned to test
the further extension of coal resources extending from the current operation area

Exploration activities used to date at the Ovoot Tolgoi Deposit include geological mapping, interpretation
of satellite imagery and aerial photographs, geophysical surveys, trenching, and drilling.

Geological mapping was initiated by IVN in early 2005 and continued during 2006 to define the trend of
outcrops and locate coal occurrences in the hanging wall of the Nariin Sukhait fault. Reconnaissance
exploration work was contracted primarily to Sapphire and supervised initially by IVN and then by the
Company. Norwest geologists provided assistance in the review of activities and interpretation of results in
2005 and 2006, while Sapphire directly supervised and assisted the Company in the review of activities and
interpretation of results in 2007, 2008 and 2011. McElroy Bryan supervised the 2010 exploration program.
The majority of the reconnaissance work was conducted prior to transfer of the MELs from IVN to the
Company in 2007. Satellite imagery was used in conjunction with the geological mapping to locate surface
exposures of coal and identify major faults and folds affecting coal occurrences. Commencing in 2017, the
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Company began to carry out detailed geological mapping on areas cut open by mining and the mapping is
being developed.

Additionally, 3-D and 2-D surface resistivity surveys were used to help locate coal (mineralization) in areas
with thin Quaternary and younger surficial cover. Potential targets identified with the above-mentioned
techniques were then tested with trenches cut perpendicular to their interpreted strike, to expose coal seams
close to surface.

Trenching has been useful in identifying the near surface coal seams, primarily for testing by exploration
drill holes. Coal seam thickness and structure observed in the trenches are greatly affected by weathering
and erosion, alteration, and deformation. Trenching intercepts have been found to be unreliable sources to
seam characteristics and structure information, and consequently are not used in resource estimation but
are used to help inform geological models of the deposits.

Drilling

Drilling completed as of December 31, 2019 at the Ovoot Tolgoi Deposit includes a total of 594 exploration
holes completed and 134,017m drilled. This does not include limited drilling that took place under the
Soviet-Government of Mongolia sponsored exploration programs.

During the Soviet/Mongolian government-sponsored exploration programs, there was only limited drilling
completed. From 2004 to 2006, an exploration program was carried out by IVN over both the Sunset and
Sunrise Fields. A section line spacing of approximately 150m to 200m was generally employed with a drill
hole spacing along a section line of approximately 50 m. From 2007 to 2011, drilling was further conducted
by SGS to expand the coverage. In 2008, drilling focused on the deeper areas of the Sunset Field, with the
aim of proving up the underground resource. Similarly, deeper areas of the Sunrise Field were drilled in
2010, as well as areas outside the initial target zone, in order to upgrade the classification of resource
category. In 2014, drilling was conducted in the Sunrise Field with the majority of the drilling concentrating
on the Sunrise Extension. In 2016, 22 drill holes were completed with the majority of exploration drilling
planned to test the further extension of coal resources outside the current operation area. In 2018, five holes
were drilled on the Sunrise pit and two holes were drilled on the Sunset pit, for a total of seven holes drilled,
and core samples were taken for the purpose of checking former exploration holes and quality of the coal
bed. In 2019, 7 holes were drilled on the Sunrise pit.

All holes have been geophysically logged except where holes have caved. Depending on the equipment
used, logs were either examined visually, or interpreted using the geophysical logging software. The depths
for drilled seam intersections were then incorporated into the geologic model. A drilling summary by
method and area is presented in the table below.
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Historic Coal Exploration Drilling

Core Open Total
Field Year Management
No. Holes | Metres drilled | No. Holes | Metres drilled | No. Holes Zﬂﬁltlreej Company
2004 5 687 5 687 IVN
2005 38 6,248 93 16,700 131 22,948 IVN
2006 3 1,273 27 6,089 30 7,362 SGS/Sapphire
2007 1 254 17 3,438 18 3,692 SGS/Sapphire
. McElroy
Sunrise 2010 6 993 53 10,459 59 11,453 Bryan/Tanan
Impex
2014 17 2,446 17 2,446 Top diamond
2016 2 350 2 350 Sant sharga
2018 5 939.5 5 939.5 Sant sharga
2019 7 1,233.3 7 1,233.3 SGS
Sub-total 84.0 14,423.8 190.0 36,686.0 274.0 51,110.8
2005 13 2,034 87 15,080 100 17,114 Norwest/
Sapphire
2006 24 5,187 47 10,738 71 15,925 Norwest/
Sapphire
2007 7 2,797 23 5,333 30 8,130 SGS/
Sapphire
Sunset | 008 40 22792 40 22792 SGS/
Sapphire
2011 37 9,110 20 6,660 57 15,770 SGS/
Sapphire
2016 20 3,015 20 3,015 Sant sharga
2018 2 161 2 161 Sant sharga
Sub-total 143 45,096 177 37,811 320 82,907
Grand Total 227.0 59,519.8 367.0 74,497.0 594.0 134,017.8

Note: Seven water bores drilled in the Sunrise Field and 13 drill-holes located on the adjacent MAK licence are incorporated into
the geological database for modelling purposes, but are not included in the table above.

Drill core and drill cuttings descriptions, geophysical logs and coal analyses data were used to characterize
and interpret the coal seam and coal-bearing stratigraphy of the Sunrise and Sunset Fields. All holes were
drilled vertically.

Drill hole collars were initially located using a handheld GPS unit. After completion of drilling and logging,
surveys were conducted to accurately locate the drill hole position and elevations.

Sampling, Analysis and Data Verification
The majority of exploration holes at Ovoot Tolgoi have been drilled with rotary techniques, which means
that only drill cuttings have been sampled. All quality analyses used for modelling were taken from core

samples, which were obtained using triple-tube coring equipment. The procedures described below apply
to holes used in the preparation of the Ovoot Tolgoi coal quality model.
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Core drilling was used to collect complete representative samples of the coal seams, observe structural
details, and to accurately measure the depths of lithological contacts. Although some of the initial holes
were drilled with single-tube Russian-made core equipment, the majority of core drilling was done with
wireline drilling systems and triple-tube core barrels. Work was conducted by Sapphire under Norwest
supervision during the 2005 and 2006 programs, whereas in 2007, 2008, 2011 and 2014 it was under the
Company’s supervision and in 2010, it was under McElroy Bryan Geological supervision.

Core was retrieved, logged, and sealed according to Norwest conventions established in 2005. Each core
run was measured for total core cut versus core recovered. Photographs were taken at 0.5m intervals. Coal
showing distinct lithological variation was sampled separately, as were partings over 0.05m. Otherwise,
coal intervals with a uniform appearance were bagged in 0.6m sample increments as per the core box length.
When zones of core loss greater than 0.1m were encountered, separate samples were collected both above
and below the zone. The Company personnel completed basic lithological logging and sampling of coal
intervals at 1m interval during the 2014 exploration program.

Downhole geophysical surveys were completed on all drill holes during the program. Core recovery was
recorded and core photographs taken. Lithological logs and sample intervals have been corrected based on
the interval depths interpreted from the downhole geophysical survey. A large number of RC and a minor
amount of conventional air-rotary holes were drilled. Samples of cuttings were collected at 1m intervals
and laid out in rows on the ground for examination and logging. A portion of the RC samples were used for
basic proximate and thermal analysis as a comparison to the core samples. The remaining portion of the
samples has been stored in Ulaanbaatar. Analytical results from these samples have not been included in
the geological model.

Core Drilling Samples

Core recovery is logged after comparing the recovered core length with the core run length recorded by the
driller. Recovered core is then also measured and compared to the coal interval thickness determined from
the geophysical log suite. Recovered coal intervals are sampled using the following criteria: (i) coal samples
are broken out based on lithological changes; (ii) in zones of uniform coal appearance, samples are bagged
about every 0.6m as per the capacity of the core boxes; (iii) in-seam partings, to a maximum thickness of
0.1m, are included in a coal sample where the thickness of the adjacent coal beds above and below the
parting are both a minimum of twice the parting thickness; and (iv) a parting is sampled separately if it is
non-coal lithology type and greater than 0. 1m thick, carbonaceous shale, bone or interbedded
coal/mudstone, or deemed to be greater than 50% coal.

Collected samples are cleaned of any contamination and placed in individual, core-sleeve style plastic bags.
The bags are labelled on the outside with both the core hole and sample number and sealed with plastic tape
to prevent excessive moisture loss. Samples are then placed in sequence into waxed-cardboard core boxes.
Core boxes are sealed with tape. Core boxes from the 2005 program were transported to the Company’s
office in Ulaanbaatar, then shipped to SGS Mineral Labs in Denver, Colorado (ISO-9000 certified,
accredited by NQA in the United States of America and independent of the Company). Core from the 2006
program was similarly transported to offices affiliated with SGS North America Inc. laboratories offices in
Ulaanbaatar, and then shipped to SGS Laboratories in Tianjin, PRC (currently holds 1SO-17025
certification, accredited by China National Accreditation Service for Conformity Assessment).

Core samples undergo a full suite of coal quality testing including short proximate, full proximate, thermal
tests, ash analysis, and metallurgical testing. Some select samples undergo washability testing.
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Reverse Circulation Samples

Drill hole cutting samples are collected at 1.0m intervals into plastic bags. The bags are labelled on the
outside with both the drill hole and sample number and sealed with plastic tape to prevent excessive
moisture loss. Samples are then grouped by hole into larger bags, packaged and transported to Ulaanbaatar
for storage at the Company facilities. It is believed that testing of RC samples was discontinued in 2007
due to the difficulty in distinguishing between coal cuttings and parting cuttings using RC samples.

Data Verification

Since the initial setup of the exploration camp in 2005, data collection verification and storage at Ovoot
Tolgoi has been managed by various independent consultants employed by the Company. Between 2005
and 2006, Norwest directly managed the exploration program from conceptual planning of exploration
targets, through to data collection, interpretation and analysis. Norwest provided on-site management
throughout the majority of the exploration programs during those two years. All data collection was done
under a defined set of protocols established in 2005 by QPs Mr. Patrick P. Riley and Mr. Richard Tifft,
consultant/QPs for Norwest at Ovoot Tolgoi during 2005 and 2006. Mr. Riley is owner and operator of
TAG, an independent geological consulting company based in Lakewood, Colorado. Norwest site
geologists were responsible for the training and administration of data collection procedures and were
responsible for reviewing all data. Norwest maintained oversight of all data collection throughout the
exploration program and the QP visited these operations and reviewed these procedures.

During 2007, 2008, 2010, 2011, 2013 and 2014, although Norwest was no longer involved at Ovoot Tolgoi,
those field protocols previously established by Norwest were implemented by Sapphire field geologists,
supervised by the Company and McEIroy Bryan geological personnel. In 2011, RungePincockMinarco
audited a subset of the data collection from previous years. Scanned field lithology logs and geophysical
logs were provided for review. In 2017, a representative number of coal seams were verified against the
seam picks used to generate the geological model by DMCL. Drill hole collars were verified against the
digital topography of the resource model. Additional sampling of a number of coal seams and assay were
also carried out in 2018. No material concerns were encountered.

Security of Samples

Security measures to specifically detect any tampering with samples while in transit were not employed.
Coal is a bulk commodity and, consequently, not susceptible to modification or “salting” as this would
require replacement or modification of a considerable proportion of the sample collected for analysis, which
is difficult to achieve on full and solid core.

Resource Estimate

The term “resource” is utilized to quantify coal contained in seams occurring within specified limits of
thickness and depth from surface considered by the QP to have reasonable prospects for eventual economic
extraction. For a complete description of a resource, refer to “mineral resource” under the heading
“Definitions and other information — Glossary of Geological and Mining Terms” in this Annual Information
Form. The resource estimates presented are on an in-situ basis, i.e., without adjustment for mining losses
or recovery. Minimum seam thickness is confined to be 0.6m and maximum parting thickness is confined
to be 0.3m. Coal intervals not meeting these criteria are not included in the reported resources.

In accordance with NI 43-101, DMCL has made reference to the GSC Paper 88-21 during the classification,

estimation and reporting of coal resources for the Ovoot Tolgoi Deposit. The exercise of resource
classification is initially made based on the Geology-Type of the coal deposits as defined in the GSC Paper
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88-21. According to the level of confidence of coal resource existence and data density, the resources are
further classified into three categories respectively: Measured, Indicated and Inferred, in conformity with
the requirements of NI 43-101. The QP considered these during the classification of the resources at the
Ovoot Tolgoi Deposit.

As a consequence of material changes in some key assumptions underlying the analysis of its resources
subsequent to the last detailed review of the project in 2016, particularly those relating to ongoing changes
in coal market conditions in China, geological analysis, optimized mining strategy and processing strategy,
the Company has updated its resource and reserve estimate for the Ovoot Tolgoi Deposit.

Resources have been estimated for the Ovoot Tolgoi Deposit as of December 31, 2016, including Measured
Resources of 201.8Mt, Indicated Resources of 100.31 Mt and Inferred Resources of 89.01Mt.

Resource categorization was completed on a Seam Group basis. The resource categorization also took into
account the continuity and confidence in drill hole intersections along each section.

The updated estimate of resources at the Ovoot Tolgoi Deposit is summarized in the following table.

Ovoot Tolgoi Deposit - Surface Resource Estimate

. Resource (Mt)
il SRR Measured Indicated Inferred
7 2.18 2.94 1.96
6 3.43 4,78 4.19
Sunrise Pit 5U 39.56 20.50 22.67
(depth <300m) 5L 18.20 4.05 0.96
4 0.45 0.68 0.60
Total 63.83 32.96 30.38
11 0.01 0.00 0.00
10 8.78 2.07 0.07
. 9 17.78 3.39 0.23
S“”Sigg(')t (depth 8 16.46 3.18 0.31
m) 5U 25.60 6.35 0.28
5L 11.81 2.30 0.86
Total 80.43 17.29 1.75
Grand Total 144.26 50.25 32.13

Totals may not add up due to rounding.
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Ovoot Tolgoi Deposit - Underground Resource Estimate

. Resource (Mt)

Cloele Sl iUl Measured Indicated Inferred

. 5U 1.96 4,96 13.09

ggg‘nrq'sti %’ggrﬂ; 5L 6.02 11.97 24.98

Total 7.98 16.93 38.07

10 2.97 1.90 0.00

9 6.22 4.60 0.37

Sunset (depth 8 6.88 3.80 2.18

300m to 500m) 5U 27.92 14.88 3.47

5L 5.67 7.95 12.79

Total 49.65 33.13 18.82

Grand Total 57.63 50.06 56.88

Totals may not add up due to rounding.

Resources have been estimated by DMCL for the Ovoot Tolgoi Deposit as of December 31, 2016 using the
Minex™ models provided by the Company. The key assumptions used for the resource estimation are:

Minimum coal thickness = 0.6m;
Maximum coal parting = 0.3m;

Surface resources were constrained to a depth of 300m, the same as the pit design used in the 2012
Technical Report;

Volumes were converted to tonnages using laboratory relative density analytical results converted
to an estimated in-situ basis;

Resources are inclusive of reserves;
Resources were constrained to the mining lease held by SGS only;

Resource were estimated on an in-situ basis (i.e. as an in-situ tonnage and not adjusted for mining
recovery);

Resources were depleted by mined out tonnage; and

Resources were estimated based on the survey data made available as of December 20, 2016 for
the Sunrise and Sunset fields.

Reserve Estimate

In late 2016, the Company engaged DMCL to conduct a comprehensive review of all relevant information
including technical data, mining strategy, pit optimization, mine design, production scheduling, coal
processing strategy, sales strategy, coal prices and recovering coal transaction conditions, in order to
prepare and update its resources and reserves estimate and to prepare a new mine plan. This process resulted
in a re-calculation of estimated reserves by DMCL that appears in the table below.
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Ovoot Tolgoi Deposit - Reserve Estimate

Reserve (Mt)
Pit Seam Group

Proven Probable Total

7 0.39 0.47 0.85

6 1.74 1.37 3.11

Sunrise Pit 5U 29.28 6.25 35.53
5L 12.44 1.73 14.17

4 0.40 0.52 0.92

Sub-total 44.25 10.34 54.59

11 0.01 0.00 0.01

10 4.97 0.64 5.61

9 10.21 0.52 10.73

Sunset Pit 8 10.42 0.48 10.90
5U 21.06 1.80 22.86

5L 8.56 0.91 9.47

Sub-total 55.23 4.34 59.57
Grand Total 99.49 14.68 114.17

Totals may not add up due to rounding.

The above reserve estimates at the Ovoot Tolgoi Deposit were estimated as of December 31, 2016 based
on the resource model provided by SGS.

Measured and Indicated Resources are inclusive of those Mineral Resources modified to produce the
Reserves, i.e., Reserves are not additional to Resources.

The key assumptions used for the reserve estimation are:

The reserve estimation used coal selling prices provided by an independent market consulting firm,
which was commissioned by the Company in December 2016 and subsequently confirmed as
reasonable and appropriate by the qualified person responsible for this reserve estimate;

Reserves do not include any Inferred Resources which have been treated as waste (i.e. their mining
costs have been covered but no revenue has been assumed for the Inferred Resources);

A recovery factor of 95% and a dilution factor of 2.5% have been applied in the Reserve estimate;

The pit design (and thus Reserves) was prepared to a depth of 300m below the original ground
surface, which is same as the pit design used in the 2012 Technical Report;

Reserves are constrained to the mining lease held by SGS only, although the open pit limits will
extend across the lease boundary into the adjacent lease held by MAK, SGS and MAK have an
agreement in place that allows SGS to strip off the overburden in MAK’s lease. Coal within the
pits and within the MAK’s lease has been treated as generating no revenue and having no associated
cost whereas the waste within the pits and MAK’s lease will be stripped off at SGS” cost;

Reserves are estimated to account for coal and waste that was mined as of 31 December 2016; and

Totals may not add up due to rounding.
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Mining Operations

Mining Method

The mining method employed at the Ovoot Tolgoi Deposit could be described as open pit terrace mining
utilizing large-scale hydraulic excavators, shovels and trucks. Terrace mining is utilized where coal seams
dip steeply and operating machinery on the coal seam roof and floor is not possible, due to the steep seam
dips. Terraces, or benches, are excavated along fixed horizontal horizons and these benches intersect both
coal and waste. Coal and waste are mined separately on each bench with dozers being used, as needed, to
push coal or waste down to the excavator for loading onto trucks. This mining method allows large-scale
open pit mining to occur productively in steeply dipping coal seam environments. All waste is dumped ex-
pit, as the steep dips preclude in-pit dumping.

The open pit limits extend across the Ovoot Tolgoi Mining Licence boundary into the adjacent lease held
by MAK. As described previously, the Company and MAK have a cooperation agreement in place to allow
mining across the boundary, which stipulates that SGS is responsible for removal of MAK waste but MAK
is responsible for mining of MAK coal. Accordingly, the current reserve estimate does not include any coal
within the MAK lease that must be extracted as part of the Company mining operation. Therefore, in the
current mine plan, no revenue has been assumed for the MAK coal whereas costs have been assumed for
stripping off the MAK waste.

Coal Production and Stripping

The actual production and stripping volume in 2017, 2018 and 2019 and the production schedule disclosed
in the 2017 Technical Report are tabulated below.

Actual Production 2017 Technical Report Differences
Coal Stripping Coal Stripping | Coal Stripping
Production volume Production | volume Production | volume
(Mt*) (Mbcm**) (Mt) (Mbcm) (Mt) (Mbcm)
2017 | 6.38 20.79 4.69 30.98 36.0% -32.9%
2018 | 4.35 18.20 8.29 38.74 -47.5% -53.0%
2019 | 5.03 18.28 8.48 30.63 -40.7% -40.3%

*Mt: million tonnes
**Mbcm: Million bank cubic meters

The difference between the actual production and the stripping volume in 2017, 2018 and 2019, and the
production and stripping volume disclosed in the 2017 Technical Report was mainly attributed to the
restriction of coal import through Ceke border. Accordingly, the projected production and the stripping
volume in 2020 and 2021 will be expected to be adversely affected and below the level indicated by 2017
Technical Report for the same reason. In the future, more extensive use of mining contractors will be
considered to catch up with the difference of production.
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Washing Operation

The washing operation has been currently in place since 2018 and will be expanded in the future since
China does not allow import of F-grade coal. The recovery rate in 2019 was 52%, with the input of F-grade
coal (1.41Mt) and production of washed B-grade coal (0.74Mt).

Technical Report

The latest technical report for the Ovoot Tolgoi Deposit that has been prepared by DMCL contains details
of the mine plan for Ovoot Tolgoi and information with respect to (i) processing and recovery operations,
(ii) infrastructure, permitting and compliance, and (iii) capital and operating costs as of 2017.

The mine plan in the DMCL technical report includes a processing strategy marked by wet washing
facilities comprised of a wet wash plant equipped with the customized jig washing circuit and deep de-
watering equipment. The processing strategy will be multi-phased and expanded over time.

The mine plan in the DMCL technical report is subject to changes from time to time depending on the
market conditions as explained above and the Company will engage QP to review the necessity to update
the technical report when necessary and if required to provide updated and relevant disclosure of the latest
development and prospect of Ovoot Tolgoi mine.

Coal Markets, Marketing and Sales Contracts

For information on sales and marketing refer to “Sales and Marketing” in this Annual Information Form.

Environmental Matters

The principal Mongolian environmental agency is the Ministry of Environment, Green Development and
Environment. This agency reviews and approves EIAs, EMPs, and Environmental Monitoring Plans
required by the 2006 Minerals Laws and subsequent amendment in 2014. In addition, the Soum
Government receives a copy of each EIA document and has environmental inspectors who monitor the
development, operation, and reclamation of mines within their jurisdiction.

In addition to obtaining approval of an EIA, an operator is also required to determine costs for annual
implementation of the EMP. Funds in an amount sufficient to cover an amount equal to 50% of the budget
for each year must be deposited in a special account established by the Government Ministry in charge of
the environment. Funds from this account are released during mine closure phase upon demonstration of
full implementation of the EMP for life of mine.

If the mining damages the environment, causes pollution, or violates the terms of any permits, the operator
must make payments for the damage as determined by the Government of Mongolia. In addition, if any
cultural or historic resource is damaged as a result of the mining, the operator must also pay damages.
Financial compensation is also required for damages to any structure owned by third parties. The mine
operator is also required to pay all relocation costs for anyone required to be relocated as a result of the
mining operation. These costs are in addition to, not included in, the costs set out in the EIA.

The Company completed an EMP for the Ovoot Tolgoi Deposit in August 2005 and Environmental
Consulting Company (ENCO), Ltd., prepared an EIA in 2006 and it was updated in 2012. Subsequently,
the MELs were transferred from OT LLC to SGS, and then converted to the Ovoot Tolgoi Mining Licence.
A number of fairly significant project changes have occurred since the submission and approval of EIA
including an increased mine pit size and depth with associated increases in ore and waste rock quantities
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and hauling, increased blasting, increased operating hours and days, increased workforce, and relocation of
the man camp. These changes resulted in the preparation of the Addendum.

As to flooding of the final pit, as backfilling is not proposed as a significant part of the mine plan it is
possible that a pit lake would appear as a result of re-establishment of the groundwater table. The possibility
that a pit lake will form part of the post mining reclamation creates a potential liability with respect to water
quality. It is recommended that appropriate study be performed to determine if the pit lake will discharge
to the surface water system or the alluvium in order to estimate the long-term effect of water in the final
pit. Detailed plans for reclamation of the final mining pit have yet to be determined, as the final pit would
provide possible access for future open pit or underground mining to extract some of the remaining coal, if
economic. For information on the Company’s environmental policy refer to “Social and Environmental
Policies — Environmental Policy” in this Annual Information Form.

The Company has made $8.6 million provision for the mine closure (i.e. the decommissioning liabilities in
the financial statement) as of December 31, 2019.

Taxes

The following taxes, royalties, and other government levies are applicable to the Ovoot Tolgoi mining
operation:

e Royalty payments to the Government of Mongolia. Based on SGS’s understanding of the
Mongolian royalty legislation, it is subject to a base royalty in Mongolia of 5% on all export coal
sales. In addition, effective January 1, 2011, SGS is subject to an additional sliding scale royalty of
up to 5%. The royalty is calculated using a set reference price per tonne published monthly by the
Government of Mongolia. On September 4, 2019, the Government of Mongolia issued a resolution
in connection with the royalty regime. From September 1, 2019 onwards, in the event that the
contract sales price is less than the reference price as determined by the Government of Mongolia
by more than 30%, then the royalty payable will be calculated based on the Mongolian
government’s reference price instead of the contract sales price. Refer to “RISK FACTORS —
Risks relating to the Company’s projects in Mongolia” in this Annual Information Form.

e Property Tax: 0.6% on acquisition value and 1% in subsequent years;

¢ Mining Licence: A fee of MNT7,250 per hectare is payable yearly on the Ovoot Tolgoi Mining
Licence in the amount of MNT67.5 million (MNT7,250 x 9,312ha = MNT67.5 million)
(approximately US$33.8 thousand as of Dec 31, 2015);

e VAT: 10% on capital, materials and supplies. VAT is assumed to be refunded once the Company’s
coal is incorporated in the final mining product list;

e Air pollution fee: A fee of 1,000 MNT per tonne of ROM coal;

e Land fee: A fee of 5 MINT per square meter, the fee is imposed twice higher for the mining areas
which is 10 MNT per square meter;

e Income Tax: 10% of the first three billion MNT of net profit before tax, 25% thereafter; and

o Depreciation: 10 years on equipment, 40 years on fixed assets, three years on minor assets.
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Zag Suuj Deposit
Property Description and Location

The Zag Suuj field is located in south-central Mongolia, in the Noyon and Bayandalai Soums, in the
southwest corner of the Umnugobi Aimag (South Gobi Province). It is approximately 200km southwest of
the provincial capital of Dalanzadgad, 950km south of the nation’s capital Ulaanbaatar, 150km east of the
Company owned Ovoot Tolgoi mine, and 45km north of the Chinese border. The Umnugobi Aimag is the
most sparsely populated province in Mongolia with less than one person/km?.

SGS holds the licences and permits to the Zag Suuj Deposit. The Zag Suuj field is covered by two MELSs:
(i) MEL XV-0013779, covering an area 7,760.73ha; and (ii) MEL XV-005267, covering an area of
12,997.28ha. SGS officially returned certain areas covered by MEL XV-0013779 on December 20, 2013
and certain areas covered by MEL XV-005267 on December 24, 2013 to the Mongolian Government after
exploration analysis indicated extremely low likelihood of the presence of economic coal. The PMAs
covering these areas were each amended on January 9, 2014, to reflect the changes in the areas. The
remaining areas are 7,760.37ha for MEL XV-013779 and 12,997.28ha for MEL XV-005267. These
changes do not impact the NI 43-101 compliant resource. For details of the exploration and mining licence
regimes, environmental liabilities and the terms of applicable royalties, see “Description of material
properties - Ovoot Tolgoi Deposit — Property Description and Location” in this Annual Information Form.

80% of the areas of the exploration licences XV-005267 and XV-013779 in Zag Suuj deposit overlaps with
the area prohibited under the Law on Prohibiting Mineral Exploration and Extraction near Water Sources,
Protected Areas and Forests. The Company lodged a request to MNET to offset the saxaul forest in the area
of Zag Suuj deposit falling in the area prohibited under the long name law through transplantation. The
Company also lodged a request to Geology and Mining Cadaster Department of the Mineral Resources
Authority of Mongolia to obtain a mining licence over the whole area of the deposit. However, they have
been rejected. Therefore, on November 9, 2016, the Company obtained a mining licence over the areas of
exploration licences XV-005267 and XV-013779 in Zag Suuj deposit that do not overlap with the area
prohibited under the above-mentioned law.
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Zag Suuj - the mining licences (MV-020675) and (MV-020676) granted on November 09, 2016 for 30
years:

The Mining Licences Pertain to the Zag Suuj Deposit
(MV-020676 — covering area 169.01 ha, MV-020675 — covering area 780.51ha)
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Accessibility, Climate, Local Resources, Infrastructure, and Physiography

The Zag Suuj Deposit is accessible via unpaved roads from a sealed airstrip at the Ovoot Tolgoi Deposit
that has regular flights from Ulaanbaatar. Regular air service is also available between Ulaanbaatar and
Dalanzadgad that is approximately seven hours away via unpaved roads. There is a railroad terminus at
Ceke, approximately 50km south of the Ovoot Tolgoi Mine, which is connected to the PRC rail network
and is accessible via truck. All parts of the project area can be reached with four-wheel-drive vehicles.

Zag Suuj is in a region that experiences a continental desert climate. Temperatures range from 0° to -30°C
in the winter and from 30° to 35°C in the summer. High winds frequently occur throughout the spring.
Average annual rainfall is 130mm with most of the precipitation occurring during the summer months. The
weather allows for exploration activities from mid-March through October and allows for year-round
mining operations.

The Umnugobi Aimag is within the physiographic region of the Gobi Desert. The topography of the deposit
varies from flat, gravel-covered plains to moderately hilly terrain. Surface elevation ranges from 1,200m to
1,250m above sea level. Vegetation is sparse, consisting primarily of small shrubs and grasses. The area
currently supports a traditional subsistence economy focused on raising sheep, goats and camels.

Initially diesel generators will be used for power, but eventually it is expected that Zag Suuj will be
connected to a power line that runs from the PRC to Gurvantes Soum and the Ovoot Tolgoi mine camp.

No surface water is currently available in the immediate area of Zag Suuj. It is expected that Zag Suuj will

develop a similar water supply to that used at Ovoot Tolgoi where the mine camp and shop complex are
supplied with water from wells that has been treated to provide a potable supply.
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There is sufficient area within the MELs covering the Zag Suuj field to locate waste disposal without
impacting in-place resources, and to site mine facilities including a coal handling and processing (wash)
plant, if necessary.

History

V.S. Volkhonina led the first geologic investigations in the Zag Suuj region in 1951 and 1952. They
included mapping at a scale of 1:500,000. Further geological investigations were carried out by Russian
surveys during the 1960s, including a geological mapping programme at 1:200,000 in 1968.

The Company carried out the first drilling program in 2007. Two holes, both of which intersected significant
thicknesses of coal, were drilled. Based on this, the Company conducted detailed exploration and drilling
programs from 2007 to 2011. There has been no production from the property since December 2011 to date.
Geological Setting

Regional Geography

The South Gobi region of Mongolia is interpreted to have undergone a complex geologic history of
continental accretion and basin and range style crustal extension followed by further compressional folding
and faulting. The region has elongated, east-west trending mountain ranges and intervening basins, which
comprise sedimentary rocks of Late Cretaceous to Permian age, overlain by a relatively thin Quaternary
gravel layer or thin, Holocene aeolian deposits. Mountain ranges between the basins comprise mostly
crystalline basement rocks dominated by intermediate to high angle faults that show evidence for both
compressional and extensional movement.

The basement of the Zag Suuj area is formed by the Silurian-Devonian Tumuurt Formation conformably
overlain by the Carboniferous Khadanus Formation consisting of rhyolite, andesite porphyry and tuff.
Overlying these volcanics is the Late Permian Deliin Shand Formation consisting of brown to grey
sandstone, siltstone, breccia and coal. These older rocks are unconformably overlain by the Late Cretaceous
Bortolgoi and Amgalan Teeg Formations.

The coal deposit at Zag Suuj occurs within the Deliin Shand Formation, which is estimated to be up to
1,300m thick in the Ovoot Khural Basin. The Deliin Shand Formation is described as a sedimentary
sequence of intercalated claystones, siltstones, sandstones, conglomerates and coal.

Coal Occurrences

The coal occurrence within the Zag Suuj field measures approximately 12km long east-west and 3km wide
north-south. The exposed sediments mapped in the vicinity of Zag Suuj are thought to have been deposited
in the series of geologic sequences of Permian, Triassic, Jurassic, and Quaternary Age.

The coal seams of the Zag Suuj Deposit are Late Permian in age and occur in a similar geologic setting as
the Late Permian coals found at the Ovoot Tolgoi and Nariin Sukhait Mines and other coal occurrences in
the South Gobi. The coal rank ranges from Low to Medium Volatile Bituminous as defined in ASTM
standard D388.

The coal sequence contains many rock partings and interburden of varying thicknesses. It is a multi-seam
deposit.
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Overburden and interburden lithotypes consist of fine to coarse-grained sediments that are moderately hard
to slightly soft. Thin zones containing pyrite and siderite were noted in core logs as being relatively hard
compared to the majority of the non-coal rock types.

Structural Geology

The geologic framework of the Zag Suuj Deposit appears to be of high structural complexity. The geometry
of the strata is interpreted to be a shallow structural basin, created by post-depositional compression. The
basin structure appears to continue through the adjacent areas to the east.

The coal seams occur in what is believed to be a localised, relatively open syncline, with dips generally
ranging from 15 to 30 degrees.

Exploration

Starting in 2007 exploration geology fieldwork, including reconnaissance mapping, trenching, geologist
descriptions of drilling returns, geotechnical data, field logs, and database development, was contracted to
Sapphire and supervised by the Company. Drilling was performed by drilling contractors, Tanan Impex
and Major Drilling Mongolia Co. Ltd. Drill hole survey and surface topography were conducted by
Mongolian contractor TopCad Co. Ltd. As well as the drilling program, 16 trenches in 2009 and 55 trenches
in 2010 were excavated to intersect coal seams at the subcrop.

Drilling

To date at the Zag Suuj Deposit 216 exploration holes consisting of 45,768m have been drilled. Drilling
has been concentrated in the central area, with limited drilling taking place in the eastern and western parts
of the field. All holes were oriented vertically at surface. The average depth of the holes was 220m, with
155 holes having a depth greater than 200m depth, and the maximum depth drilled was approximately
300m. Drilling contractors provided truck-mounted, multi-purpose drill rigs equipped for wireline coring
and RC drilling. Core rigs were equipped with HQ size coring tools of a diameter of 63.5mm and RC
drilling utilised larger (approximately 110mm) diameter equipment. Drill depths were measured from
ground surface and recorded based on the length of the drill string and coring tools at the start and end of
each core run.

Sapphire’s well-site geologists recorded most of the core logs. These logs contain lithologic descriptions,
sample interval identification, and core depths.

Monkarotaj Co Ltd., a geophysical company based in Ulaanbaatar, recorded geophysical logs. Natural
gamma logs were obtained through the drill pipe for most holes. Open hole logs were then obtained
consisting of gamma, density, resistivity and caliper. The open hole logs varied in depth dependent upon
hole conditions. All holes were geophysically logged except where holes caved preventing geophysical
logging tools from proceeding further. No verticality logs were run.
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Total drilling to date is summarized in the table below:

Zaqg Suuj Drilling Summary by Year

Year Open Holes Cored Holes | Total Metres C%:nnggr?y Gggfnhg;riglal
2007 3 0 710 Tanan Impex Monkarotaj

2008 11 0 2,522 Tanan Impex Monkarotaj

2009 4 1 922 Tanan Impex Monkarotaj

2010 112 18 31,647 Tanan Impex Monkarotaj

2011 28 35 10,377 ErdGeo Monkarotaj

2014 0 4 590 Top Diamond | not applicable
Total 158 58 46,768

1 The table above includes (i) additional hole data from 2010 which was made available after the completion of the Zag Suuj
Technical Report; and (ii) data related to holes drilled in 2013 and 2014 subsequent to the completion of the Zag Suuj Technical
Report.

Drill hole locations were initially recorded by GPS; however, at the end of each program, all holes were
accurately surveyed by a licenced contractor.

Mineralization

The coal occurrence within the Zag Suuj field measures approximately 12km long east-west and 3km wide
north-south. The exposed sediments mapped in the vicinity of Zag Suuj are thought to have been deposited
in the series of geologic sequences of Permian, Triassic, Jurassic, and Quaternary Age.

The coal sequence contains many rock partings and interburden of varying thicknesses and it is a multi-
seam deposit.

Overburden and interburden lithotypes consist of fine to coarse-grained sediments that are typically
moderately hard to slightly soft. Thin zones containing pyrite and siderite were noted in core logs as being
relatively hard compared to the majority of the non-coal rock types.

The table below shows the full sequence:

Zag Suuj Deposit Summary of Seam Thickness

Coal Seam Thickness (m)
Seam Group -
Mean Maximum
D 19.1 39.3
C 22.4 52.4
B4 15.1 52.4
B3 9.9 325
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Coal Seam Thickness (m)
Seam Group -
Mean Maximum
B2 5.8 17.8
Bl 7.2 15.6
A 4.5 9.3

Deposit Type

Structural geology at Zag Suuj shows evidence of folding and faulting with some steeply inclined limbs.
The deposit has been subjected to intense deformation and seam thicknesses have been substantially
modified from their pre-deformation thickness. The deposit is classified as “Complex” based on the criteria
described in GSC Paper 88-21.

The Zag Suuj coal sequence, based on the low cumulative stripping ratio and depth of the coal occurrence
below ground surface within the MELSs, is considered a “surface” deposit type, consistent with GSC Paper
88-21. Very little drilling to date has been done down-dip. It is possible if such a drilling program were
undertaken that the deposit could be extended with underground potential.

Sample Preparation, Analysis, and Security
Approximately 20% of exploration drill holes have been completed with triple-tube coring equipment that
provides full core for coal sampling and laboratory analysis. These cored holes are distributed

approximately 100m to 300m apart over a two km? area of the deposit.

Core Drilling Samples

Core from the drill hole was logged by a geologist using standard geological terms to document various
attributes. The geologist’s core log consists of the measured depths and description of the coal, inter-seam
partings, adjacent roof and floor rock, and details of any sample intervals removed for analysis. Core
handling was performed promptly in the following sequence: the core is pumped out of the core barrel,
excess mud is washed off and the core fitted back together, recovered length is measured and depths are
marked, core photos are taken on 0.5m intervals, lithologic logging is completed, and other parameters for
sample identification and processing as described below.

Core recovery in the coal quality holes was 75% overall, and was considered to be reasonable. The
measured length of recovered coal core was compared to the geophysical logs, and sample depths adjusted
if necessary. All samples used in the geologic model were reconciled to the geophysical log intercept depths.

Incremental samples were selected by Sapphire based on comparison of field geologic and geophysical
logs. Physical composite samples were prepared following the receipt of the initial analytical results from
the increment samples.

Recovered core was measured to determine an overall recovery (reported in percent) by comparing the
recovered core length with the core run length recorded by the driller. Recovered core was also compared
to the coal interval thickness determined from the geophysical log suite for validation purposes.

Recovered coal intervals are sampled using the following protocol: (i) coal samples are broken out based
variations in coal brightness and banding, samples are bagged about every 0.6m as per the capacity of the
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core boxes; (ii) in-seam partings, to a maximum thickness of 0.1m, are included in a coal sample, where
the thickness of the adjacent coal beds above and below the parting are both a minimum of twice the parting
thickness; and (iii) partings are sampled separately if they are greater than 0.05m thick, carbonaceous shale,
bone or interbedded coal/mudstone, or deemed to comprise greater than 50% coal.

Collected samples were cleaned of mud contamination, placed in individual 6mm plastic core sleeves and
sealed airtight to prevent loss of moisture and volatiles. The bags were labelled on the outside with the core
hole, sample number, and depth interval. Samples were placed in sequence into waxed-cardboard core
boxes. Boxes were sealed with tape and shipped to SGS-CSTS Ltd. analytical prep laboratory (until 2010)
or the Stewart Mongolia LLC laboratory (during 2011) in Ulaanbaatar, Mongolia. At the prep lab, the
samples were weighed, dried, crushed, split and repackaged for shipment to the SGS-CSTS Ltd. analytical
laboratory in Tianjin, PRC. In 2011 all testing was performed at the Stewart Mongolia LLC laboratory in
Ulaanbaatar, Mongolia.

Laboratory instructions and the shipment manifests were forwarded to the relevant laboratory. All records
were compared with contents upon arrival at the analytical laboratory. All samples shipped to the
laboratories were accounted for and underwent the specified analysis regimen.

Analytical work was performed by SGS Laboratories Inc. in Tianjin, PRC from 2005 to 2010 and by
Stewart Mongolia LLC (“Stewart Laboratories) in Ulaanbaatar, Mongolia in 2011. Both laboratories
currently hold 1ISO-17025 certification, accredited by the CNAS. The laboratories are certified to ASTM
and ISO standards. Sample handling and quality control measures used practices that are considered to be
standard to the international coal industry.

Coal samples were collected at 50cm intervals within seams, excluding partings, consistent with the
protocols followed for earlier slim core sampling described above. Proximate analyses, CV, FSI and float
sink test results for samples were provided by Stewart and Bureau Veritas Laboratories. Seam composites
were prepared based on this data for small-scale coke oven testing by ALS and Bureau Veritas laboratory
Coal of Brisbane, Australia.

Security of Samples

Security measures to specifically detect any tampering with samples while in transit were not employed.
Coal is a bulk commodity and, consequently, not susceptible to modification or “salting™ as this would
require replacement or modification of a considerable proportion of the sample collected for analysis, which
is difficult to achieve on full, solid core.

In RungePincockMinarco’s opinion, sample preparation and analysis was performed adequately and
securely to provide unbiased and accurate results.

All geologic, geophysical, and sampling data was entered and maintained on a site in an electronic database
maintained by Norwest and/or Sapphire in early exploration programs. All mapping was entered and
maintained in electronic format on a CAD-based system. Data entry of all geologic data was managed by
Norwest at the project site. All electronic data was forwarded on a routine basis to Norwest’s office in Salt
Lake City. Results from coal quality testing were added into the database in the Salt Lake office. From 2006
onwards, similar procedures were in place with data routinely sent through to TAG’s office in Lakewood,
Colorado. During the 2010 field season, data was managed at site by MBGS personnel and in 2011, it was
managed by the Company’s exploration team.
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Data Verification

Data collection, verification and storage at Zag Suuj has been managed by various independent consultants
employed by the Company since the start of the exploration programs. A set of procedures was set up by
Norwest and TAG in 2005 when exploration at areas which are now covered by the Zag Suuj MELSs held
by SGS commenced. Norwest and TAG were responsible for the initial training and implementation of
these procedures. Sapphire field geologists have been responsible for all exploration programs at Zag Suuj,
using the procedures set up by Norwest and TAG.

The QP was not able to personally verify that these protocols for the logging of rotary and percussion holes
were being followed in any of the field seasons 2007 to 2011 as the QP was not present during logging and
did not visit while drilling was in progress. The QP has reviewed the protocols set up by Norwest for the
collection of geological data and considers them reasonable for this style of deposit.

Mineral Resource Estimate

In accordance with NI 43-101, RungePincockMinarco has used the CIM “Definition Standards on Mineral
Resources and Reserves,” and referenced GSC Paper 88-21 during the classification, estimation and
reporting of coal resources for the Zag Suuj Deposit. The resource estimations contained in the Zag Suuj
Technical Report are on a clean basis, i.e. as an in-situ tonnage and not adjusted for mining losses or
recovery.

The surface resource depth cut-off of 300m was used, as pit optimisation studies of the Ovoot Tolgoi
Deposit indicate that while mining to such a depth is feasible, there is insufficient deep drilling to report
any potential underground coal tonnage below 300m.

The term “resource” is utilized to quantify coal contained in seams occurring within specified limits of
thickness and depth from surface considered by the QP to have reasonable prospects for eventual economic
extraction. The resource estimates presented are on an in-situ basis, i.e. without adjustment for mining
losses or recovery. However, minimum seam thickness and maximum parting thickness are considered.
Coal intervals not meeting these criteria are not included in the reported resources. Seam thicknesses of less
than 0.3 m and partings of greater than 0.3 m were excluded from the resource estimates. The resources for
the “surface” deposit type are limited to 300 m depth from surface, a depth viewed as the maximum depth
from which coal can be extracted using surface mining methods.

The category to which a resource is assigned depends on the level of confidence in the geological
information available.

The following updated estimate is based on the same technical data, geological model, and estimation
methodology as the 2012 estimate contained in the Zag Suuj Technical Report.

Summary of Zag Suuj Resources as of 10" January 2013

Indicated (Mt) Inferred (Mt)
215 84

Of the seven seams in the Zag Suuj Deposit, the resource estimate for six of the seams remains materially
unchanged fromthe 2012 quantities contained in the Zag Suuj Technical Report. The total resource estimate
for Zag Suuj has increased approximately 27% from the 2012 resource estimate due to errors which were
identified in respect to how the software package used for the estimate aggregated and reported resource.
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The increases in resource estimate over 2012 were identified by RungePincockMinarco when reviewing
the technical data for the resources in the course of on-going mine planning studies for the Company. These
studies included the reconciliation of MMC Minescape and MGBS Minex™ models. This reconciliation
identified aggregation anomalies which resulted in an increase in the resource estimates that were originally
reported.

Exploration Target

An Exploration Target has been estimated where drill hole coverage is insufficient for resource estimation.
A confidence discount of -30% has then been applied to the figure calculated from the software to obtain
the lower limit of the range. In all other respects, this coal has been estimated in the same manner as the
resources. The potential quantity and grade of the Exploration Target is conceptual in nature, there has been
insufficient exploration to define a mineral resource and that it is uncertain if further exploration will result
in the Exploration Target being delineated as a mineral resource. For more information, please refer to the
Zag Suuj Technical Report, a copy of which can be found under the Company’s profile on www.sedar.com.

Zag Suuj Deposit “Potential Coal Tonnage” 10" January 2013

Tonnage Estimate Range (Mt)

From To
20 29

Exploration and Development

Development Plan

Exploration expenditures were curtailed. It is anticipated that coals from the Zag Suuj Deposit may be
washed to produce a coking coal product or a coking coal blend product.

An aggregate of eight large diameters (8°/203mm) cored holes were drilled at Zag Suuj (two holes drilled)
in 2014. Coal samples were collected at 50cm intervals within seams, excluding partings, consistent of the
protocols followed by earlier slim core sampling as described above. Proximate analyses, CV, FSI and float
sink test results for samples were provided by Bureau Veritas Laboratory. Seam composites were prepared
based on this data for small-scale coke oven testing by Bureau Veritas laboratory Coal of Brisbane,
Australia, which is independent of the Company.

SALES AND MARKETING

The Company expects that all production from the Ovoot Tolgoi Mine will continue to be marketed and
sold into the PRC. Saleable products from the Ovoot Tolgoi Mine primarily include SouthGobi standard
and SouthGobi premium semi-soft coking coal products. Some higher ash content product is washed or
blended and sold as semi-soft coking coal product while some of the unwashed product is sold as a thermal
coal product, as and when the market allows.

Coal sales from Ovoot Tolgoi are made through the Shivee Khuren Border Crossing. Once the coal arrives

inthe PRC it is distributed from Ceke. End users and logistics specialists generally undertake logistics from
Ceke, with the coal destined for use in coke-making, power generation and cement making. The Company
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established a wholly owned foreign enterprise in China in 2016, which enables the Company to sell coal
directly to Chinese end users.

The Company intends to continue to develop markets for both its premium and standard semi-soft coking
coal products and to pursue long-term supply offtake with end users in the PRC to complement its existing
customer base and to gain best value of the Company’s coal in the PRC market. The Company is committed
to further enhance the quality of its coal products through wet washing and coal blending and increase its
market penetration in the PRC. The commissioning of the wash plant at the Ovoot Tolgoi mine was
completed during the second quarter of 2018.

DIRECT AND INDIRECT EMPLOYEES
As at December 31, 2019, the Company had 471 employees, including 419 Mongolian employees.
SOCIAL AND ENVIRONMENTAL POLICIES
Environmental Policy

Within the framework of applicable environmental laws and legislation, the Company aspires to
demonstrate environmental leadership by adhering to the following principles:

e avoid any environmental impact where possible;

e where environmental impact cannot be avoided, minimize the impact; and

e engagement of locals in the area in which it operates.
In order to implement its environmental policy, the Company is committed to adhering to the following:

o fully discharging its duty of protecting the environment in accordance with Mongolian laws in the

course of its mining activities;
e prioritizing environmental actions for implementation in its business activities;

e implementing third party and internal environmental monitoring and include the participation of
local people and governmental organizations;

e preventing and reducing environmental impact, and rehabilitating and carrying out biological
offsetting in the project area;

e carrying out land reclamation in accordance with Mongolian standards during mining operation
and at the time of mine closure;

e establishing and implementing environmental management system;

¢ identifying, assessing and managing the environmental risks of its activities in all planning and
operational decisions;

e regularly examining its environmental management system and regulations, and revising the same
where necessary, in order to continuously improve its environmental activities;

e cooperating with local people and administration as well as specialists or specialized agencies; and

e regularly organizing training for its employees and contractors with respect to the environment.
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The Company uses, and will continue to utilize, appropriate and recognized environmental management
systems, including documentation of all relevant environmental matters, and conducting internal
compliance audits and engaging third parties to conduct audits where necessary to assist with environmental
management. Specifically, the measures it is taking or that it expects to take in relation to the protection of
the environment at the Ovoot Tolgoi Mine include:

Reducing land use footprint at mining site: Each year the Company determines potential areas
that can be reclaimed and in 2019 SGS conducted technical and biological rehabilitation covering
1.3 ha of land. It is anticipated that the area of the reclaimed land will increase annually.

Monitoring biodiversity in licence area and surrounding territories: Currently there are no
endangered plant and animal species in the Ovoot Tolgoi Mine area. The Company monitors
biodiversity conservation and impact mitigation measures in mining areas and is prepared to
undertake action as required in the future to preserve or maintain biodiversity. In 2019, an
environmental monitoring program was completed in cooperation with mining companies of Nariin
Sukhait.

Developing an environmental protection strategy: The Company worked with a professional
organization to develop a strategy for 2014 - 2018 to protect biological diversity, maintain
ecosystem balance and preserve species dwelling nearby the Ovoot Tolgoi Mine area, all in
accordance with Mongolian laws and regulations. In 2015, the biodiversity offset strategic plan
was produced. Within this framework of biodiversity offset, the Company established a water point
for rare wild animals in the Tost, Toson Bumba Nature Reserve in 2016. In 2017, border marking
of the Tost, Toson Bumba Nature Reserve was completed.

As part of the 2018 biodiversity offset program, equipment was donated to support the regular
environmental protection activities of the newly established Administration Office in Gurvantes
Soum of Umnugobi Aimag, which is in charge of the state protected site “Tost and Toson Bumba”.

In 2019, five motorcycles were donated to environmental protection guards to enable the
convenient access to the protected site.

Environmental protection activities: The Company planted and maintained 400 desert poplars
and elm trees along the Shivee Khuren port roadside. At the Ovoot Tolgoi camp, 60 desert poplars
and 400 elm trees were planted and maintained. Additionally, 46 employees of the Company
participated in the cleaning of the Sukhant River and Khailaast gorge basins that are located near
the mine site.

Monitoring the air quality at mining site: The Company aims to develop a comprehensive air
quality plan and improve the internal and independent air quality monitoring and analysis
mechanism. In order to achieve the goal, the Company cooperates with “EACC”, an environmental
consultancy firm, and an on-site survey was completed in the end of November 2019.

Re-using grey water: The Company reuses its grey water using a water treatment facility, which
is a key part of reducing consumption of water resources and benefits the environment. The Ovoot
Tolgoi camp has utilized grey water since 2015. Between January and November 2019, the
Company purified 28,906 m* of domestic waste water. 8,030 m*was used for dust suppression and
plant watering and 12,515 m® gray water, which meet the standard, is supplied to the waste water
area.

Recycling waste oil and plastic bottle: The Company has engaged a professional waste oil-
recycling contractor. Other non-toxic waste recyclables are given to a local village in order to
increase income and provide work opportunities within the community. Additionally, the Company
is working together with the first local waste service company in Mongolia to improve non-
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minerals waste handling and management. In 2018, 156.9 tonnes of waste oil and 18.3 tonnes of
plastic bottles were sold to a recycling contractor company.

For further information on the EIA and EMP for the Ovoot Tolgoi Mine, refer to the section entitled
“Description of Material Properties — Ovoot Tolgoi Deposit — Environmental Matters” in this Annual
Information Form.

Health and Safety Policy

1. Based on industry best practice and advanced technology, the Company aspires to be a
responsible mining company in terms of safety by complying with the occupational health and
safety standards and requirements under Mongolian laws, providing employees with healthy
and safe workplace conditions, and committing to a target of zero incidents. The Company
considers every employee to be an invaluable asset.

2. The Company will determine detailed performance targets, obligations and duties that are
required to implement the Company’s occupational health and safety (“OHS”) goals and
objectives.

3. Toachieve our OHS goals and objectives the Company will:

identify, mitigate and control the Company’s operational risks which may adversely impact
health of the Company’s employees and its contractors;

comply with the applicable laws, regulations and standards and, where possible, use its
endeavors to maintain its performance beyond the standards set out by those laws,
regulations and standards;

establish accountability related to the Company’s OHS goals and objectives and its
performance at all levels of the organization and effectively exchange information in this
regard;

plan, manage, perform, and close all operations in a manner that meet our OHS goals and
objectives;

develop, implement and adhere effective OHS Management Systems which align with
internationally recognized best practices;

regularly organize and provide training to the Company’s employees and its contractors in
order to improve their safety-related knowledge and skills, and instill positive OHS
attitudes;

identify direct and underlying causes of all OHS incidents and take measures to prevent
any reoccurrence of such incidences; and

regularly monitor, audit and review the effectiveness of the OHS management system for
the purpose of its continuous improvement.

4. All employees of the Company and its contractors are required to observe, and act in accordance
with, the Company’s OHS policy.
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Health and Safety Training

In 2019, the OHS department organized the following training seminars to support the Company’s
commitment to social responsibility:

1. “Community emergency tactical training” at the Ovoot Tolgoi mine fuel farm was aimed at
ensuring the preparedness of the departments and agencies who will cooperate with the Company
in the event of emergency situations. The 67" emergency fire fighting team, police departments of
Gurvantes and Noyon soums of the Umnugovi aimag, employees of the health center and securities
participated in this training.

2. “Environmental safety, proper use of PPE, emergency response, guide to first aid, proper use of
plastic container” training was provided to 128 local children in order to increase their safety
knowledge and skills.

3. In order to monitor workplace dust, protect the health and safety of employees and implement the
newly approved dust standards of Mongolia, the advisory team for “Develop quality infrastructure:
Mine industry project” is providing capacity building training to the working group.

Community Relations

The Company aspires to be a leader in community relations by (i) treating local citizens with dignity and
respect, (ii) developing good relationships and mutual trust with local governments, and (iii) implementing
environmentally friendly technology for coal exploration and mining. The Company strives to achieve these
goals while pursuing the underlying business objective of building value.

The Company employs full-time Community Relations Officers and representatives in the neighbouring
town of Gurvantes and in the provincial capital of Dalanzadgad to support its labour recruitment efforts
from the local area surrounding the Ovoot Tolgoi Mine and to directly liaise with local village members to
help increase understanding of the Company’s projects.

The Company has played a significant role in contributing to the infrastructure in the South Gobi region.
Most notable is the financing of a 52-unit apartment project in Gurvantes Soum, Umnugobi province, which
the Company launched as part of its corporate social responsibility program. This apartment project aims
to provide affordable and comfortable apartments for SGS staff in the soum, as well as other soum residents.

The Company was involved in the paving of the runway at the Ovoot Tolgoi airport, which has enhanced
trade and economic activity in the local communities of the South Gobi region. Roads to both Gurvantes
and the Shivee Khuren border crossing have been improved and upgraded to facilitate the movement of
local residents by increasing traffic safety and reducing travel time. The Company, through its joint venture
with NTB LLC, completed the construction of a paved highway from the Ovoot Tolgoi Deposit to the
Shivee Khuren border crossing. The highway significantly increases the safety of coal transportation,
reduces environmental impacts, and improves efficiency and capacity of coal transportation. Additionally,
the Company renovated and equipped the Gurvantes hospital to provide staff and patients with better
working and treatment conditions.

Corporate Social Responsibility

In 2019, an aggregate of MNT 820,222,402 (approximately USD 294,655) was spent by the Company on
donations within the local community and country.
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In 2019, the Company continued its core corporate social responsibility activities with the following
initiatives:

1. Continued a university scholarship program for students from Umnugobi, Mongolia, which was
originally launched in 2009. Between 2009 and 2019, SGS has granted 171 scholarships to
students from Dalanzadgad, Gurvantes, Noyon, Sevrei and Bayandalai soums, each of whom
satisfied the following eligibility criteria: (i) currently in their third year of studies or above at
an accredited Mongolian university, including the National University of Mongolia, the
Mongolian University of Science and Technology and the Mongolian State University of
Agriculture; (ii) obtained a GPA of 3.0 or higher; and (iii) is willing to work in local soums for
4 years or more after graduation. In 2019, SGS awarded scholarships to 21 students pursuant to
this university scholarship program. MNT 56,349,300 was awarded for the tuition fees.

2. Successfully organized an autumn sports competition among secondary school students of
Gurvantes, Noyon and Sevrei soums of Mongolia. Approximately 1,610 children participated
in the event.

3. As part of the celebration of Tsagaan sar, a Mongolian traditional spring holiday, the Company
distributed presents to 112 elderly and disabled residents of Gurvantes soum in Mongolia.

4. Continued to provide coal and livestock feed to local residents during the cold winter months.
7,200 tons of coal were donated to Gurvantes, Bayandalai, Noyon and Sevrei soums and funds
were donated to the Animal Protection Fund of the soum to purchase fodders.

5. Within the framework of the flight discount agreement with Gurvan Tes, local citizens received
a 50% discount on flights between Ovoot Tolgoi and Ulaanbaatar.

6. Files SGS’ annual report on citizenship with the Governors’ offices of Gurvantes, Noyon,
Sevrei, Bayandalai and Dalanzadgad soums.

The annual English Language Olympiad among secondary school students of Gurvantes, Noyon, Sevrei,
Bayandalai soums of Mongolia has been postponed due to Covid-19.

Corporate Citizenship Committee

The Corporate Citizenship Committee (“CCC”) was created to review and approve make donations for the
sustainable projects that benefit the wider communities. The CCC was formed in 2019 as part of the tri-
party cooperation agreement (the “Tri-Party Cooperation Agreement”) between the Company, Aimag’s
governor and the prioritized Soums™ (Gurvantes, Noyon, Sevrei, Bayandalai) governors. At the request of
the prioritized soums, it was agreed that the Company would donate up to MNT 100 million to projects
approved by the CCC. The following projects have been executed under the Tri-Party Cooperation
Agreement:

1. Noyon soum’s school gym: Noyon soum’s General Education School commemorated its 80th
anniversary. The school administration and the soum’s governor requested the CCC make a
donation to refurbish the gym of the school. MNT 75 million was donated to renovate the
gymnasium floor, walls, and the heating systems. Moreover, the school held the opening ceremony
with a friendly basketball game where SGS’s representatives from the Environmental and
Community Relations Department participated and handed over sporting equipment such as table
tennis nets and basketballs, volleyballs and soccer balls.
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2. Bayandalai soum’s washroom facility: A public washroom facility is being built along the
Bayandalai soum’s paved road that is connected with the center of Umnugovi, Dalanzadgad. CCC
agreed to donate MNT 90 million towards the project. Due to the high rate of travel on the paved
road through the Bayandalai soum, it is expected that the public washroom facility will improve
the cleanliness of Bayandalai soum.

3. Dalanzadgad soum’s biology cabinet: Dalanzadgad’s 3" General Education School’s biology
classroom received a donation of MNT 20 million that will be put towards the purchase of learning
aides, such as synthetic human body parts and skeletons, for biology students.

4. Containers for Sevrei soum: Two used containers were donated by SGS to Khongor Els’ main
tourism site in Umnugovi of Sevrei soum. The containers will be repurposed as treatment facilities
for elder residents.

International Youth Green Games sponsorship

At the official request of the Presidential office in Mongolia, the Special Advisory Committee agreed to
sponsor the repair of the Shooting Center in Ulaanbaatar, which will host shooting competitions conducted
by the first International Youth Green Games in 2020 under the auspices of UNESCO. MNT 1 billion will
be donated towards the repair and refurbishment.

The games were scheduled to be held in the capital city of Ulaanbaatar between September 13 -19, 2020
under the President of Mongolia, Battulga Khaltmaa; however, the games have been postponed due to
COVID-19.

DESCRIPTION OF CAPITAL STRUCTURE

The authorized share capital of the Company consists of an unlimited number of Common Shares without
par value and an unlimited number of Preferred Shares. As at December 16, 2020, there were 272,702,835
Common Shares and no Preferred Shares issued and outstanding. Rights and restrictions in respect of the
Common Shares and Preferred Shares are set out in the Company’s Articles, and in the BCBCA and its
regulations.

Common Shares

The holders of Common Shares are entitled to one vote per Common Share at all meetings of Shareholders
except meetings at which only holders of another specified class or series of shares of the Company are
entitled to vote separately as a class or series. Subject to the prior rights of the holders of Preferred Shares
and any other shares ranking senior to the Common Shares, the holders of Common Shares are entitled to
receive dividends as and when declared by the directors, and to receive a pro rata share of the remaining
property and assets of the Company in the event of liquidation, dissolution or winding up of the Company.

The Common Shares have no pre-emptive, redemption, purchase or conversion rights. There are no sinking
fund provisions in relation to the Common Shares and they are not liable to further calls or to assessment
by the Company. The BCBCA provides that the rights and provisions attached to any class of shares may
not be modified, amended or varied unless consented to by special resolution passed by a majority of not
less than two-thirds of the votes cast in person or by proxy by holders of shares of that class.
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Preferred Shares

The Preferred Shares rank senior to the Common Shares as to the payment of dividends and the distribution
of property and assets on the liquidation, dissolution or winding up of the Company. Holders of Preferred
Shares will not be entitled to any voting rights as a class except as may be provided under the BCBCA other
than those voting rights that attach to any series of Preferred Shares as determined by the Board from time
to time. The Preferred Shares are issuable in one or more series, each consisting of such number of Preferred
Shares as may be fixed by the Board. The Board may from time to time by resolution passed before the
issue of any Preferred Shares of any particular series, determine the designation of the Preferred Shares of
that series, fix the number of Preferred Shares of that series and create, define and attach special rights and
restrictions to the Preferred Shares of that series.

DIVIDENDS AND DISTRIBUTIONS

No cash dividends or distributions were declared on the Common Shares for the financial years 2017, 2018
and 2019.

Further to the requirements of the HKEX’s Corporate Governance Code, the Board has adopted a dividend
policy (the “Dividend Policy”) effective as of March 26, 2019. Under the Dividend Policy, the Board will
make all decisions with respect to dividends on the Common Shares, and the Board shall consider the
following factors in determining if and when dividends should be declared and paid in the future based on,
amongst other things:

e the actual and expected financial results of the Company at the relevant time (including whether
the Company has adequate retained earnings);

e economic conditions and other internal or external factors that may have an impact on the business
or financial performance and position of the Company;

e the Company’s business strategy and operational plans, including future cash commitments and
investment needs to sustain the long-term growth of the Company;

e the current and expected liquidity position and capital requirements of the Company; and
e any other factors that the Board deems appropriate.

The Company has not paid any dividends on the Common Shares since its incorporation and the Board
does not anticipate that any dividends will be declared on the Common Shares in the immediate or
foreseeable future

MARKET FOR SECURITIES

The Common Shares are listed for trading in Canada on the TSX under the symbol “SGQ” and in Hong
Kong on the HKEX under the stock code 1878. As

The Common Share were suspended from trading on the TSX and halted from trading on the HKEX on
December 17, 2018. Trading in the Common Shares on the TSX resumed on May 30, 2019, and trading in
the Common Shares on the HKEX resumed on May 31, 2019.

A CTO was issued by the BCSC on June 19, 2020 and the Common Shares have been halted from trading
on the TSX since that time. On August 17, 2020, the Company requested that the trading of the Common
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Shares be suspended on the HKEX. The closing price of the Common Shares on the TSX as of June 18,
2020 (being the last trading date prior to the date on which trading in the Common Shares on the TSX was
halted) was Cdn$0.09 and the closing price of the Common Shares on the HKEX on August 16, 2020 (being
the last trading date prior to the Common Shares being suspended from trading on the HKEX) was
HK$0.50.

The following sets forth the high and low market prices and the volume of the Common Shares traded on
the TSX and HKEX during the periods indicated:

TSX
(stated in Canadian dollars)
Period High Low Volume
January 2019 0.14 0.14 n/a
February 2019 0.14 0.14 n/a
March 2019 0.14 0.14 n/a
April 2019 0.14 0.14 n/a
May 2019 0.17 0.12 6,300
June 2019 0.18 0.12 58,700
July 2019 0.17 0.14 45,500
August 2019 0.14 0.11 104,300
September 2019 0.13 0.10 78,100
October 2019 0.14 0.11 24,500
November 2019 0.14 0.13 5,100
December 2019 0.13 0.07 118,500
HKEX
(stated in Hong Kong dollars)
Period High Low Volume
January 2019 1.18 1.18 n/a
February 2019 1.18 1.18 n/a
March 2019 1.18 1.18 n/a
April 2019 1.18 1.18 n/a
May 2019 1.50 1.15 2,990,200
June 2019 1.27 0.94 1,869,400
July 2019 1.14 0.88 1,607,050
August 2019 1.16 0.89 1,215,233
September 2019 1.00 0.84 976,200
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Period High Low Volume
October 2019 1.04 0.76 589,200
November 2019 1.00 0.82 1,265,650
December 2019 1.04 0.78 963,900
DIRECTORS AND OFFICERS
Biographical Information

The name, province or state, and country of residence and position with the Company of each director and
executive officer of the Company, and the principal business or occupation in which each director or
executive officer has been engaged during the immediately preceding five years are as follows (such
information not being within the knowledge of the Company, it has been furnished by each director and
officer individually):

Name and Municipality of
Residence

DALANGUERBAN

Beijing, China

Position with Company

Executive Director and
Chief Executive Officer

(Since March 31, 2020)

Principal Occupation
During Past Five Years

Chief Executive Officer of the Company
(March 31, 2020 to present); Retired (July
2017 to March 2020); Chief Representative
of China Nonferrous Metal Industry’s
Foreign Engineering and Construction Co.,
Ltd. in Mongolia (1991 — July 2017).

JIAMIN BAO
Beijing, China

Director
(since March 18, 2020)

Member of the Executive Committee of CIC
(September 2019 - present); Managing
Director, Investment Department | at CIC
Capital (July 2015 to September 2019);
Managing  Director,  Private  Equity
Department at CIC (June 2011 to July 2015);
Director of PT Bumi Resources Thk (July 9,
2020 to present).

ZHIWEI CHEN
Hong Kong

Director
(since April 13, 2018)

Deputy General Manager of China Cinda
(HK) Holdings Co. Limited (“Cinda HK”)
(2016 to present) and the Managing Director
of its investment department (2012 to 2016).
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Name and Municipality of
Residence

Position with Company

Principal Occupation
During Past Five Years

YINGBIN IAN HE
North Vancouver, Canada

Independent Director
(since May 16, 2017)

Director of China Gold International
Resources Corp. (May 2003 to present);
Director of Tri-River Ventures Inc. (October
2006 to present); Director of Vatukoula Gold
Mines plc (February 2013 to present);
Director of PT Bumi Resources Thk (June 18,
2019 to present); Director of Zhongrun
Resources Investment Corporation
(December 2010 to June 2018); Director of
Huaxing Machinery Corp. (January 2011 to
December 2016).

KA LEE KU Director Managing Director of Cinda HK (March
Hong Kong _ 2018 - present); Executive Director of Cinda
(since December 9, 2020)  {K (March 2017 — March 2018); Senior
Manager Assistant of Cinda HK (1996 —
March 2017).
BEN NIU Director Vice President at CIC Capital (May 31,
. . 2019 to present); Senior Manager at China
Beijing, China ; . -
Jng (since May 30, 2019) Minmetals Corporation (April 2012 to
January 2019).
JIN LAN QUAN Independent Director Financial Planner and Business Consultant,

Sydney, Australia

(since August 6, 2015)

J&Q Investments Pty Ltd. (June 2004 —
present).

MAO SUN

Richmond, British Columbia,
Canada

Independent Director

(Lead Director since May
30, 2019, Interim Lead
Director between August
2016 and May 30, 2019,
Director since November
2015)

Founding partner, Mao & Ying LLP (October
2009 - present).

WEIGUO ZHANG

Chief Financial Officer

Chief Financial Officer of the Company (June
1, 2018 to present): President of NFC’s

Beijing, China (since June 1, 2018) -
Kyrgyzstan office (November 2012 to
December 2017).
AIMING GUO Chief Operating Officer Chief Operating Officer of the Company
Beijing, China (since June 1, 2018) (June 1, 2018 to present); Deputy Chief

Engineer at  Shanxi
Construction Co., Ltd., a subsidiary of
Yangquan Coal Industry Group Co.,
Ltd. (January 2014 to May 2018).

Hongsha  First
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Name and Municipality of
Residence

Position with Company

Principal Occupation
During Past Five Years

TAO ZHANG
Beijing, China

Vice President
(since July 3, 2018)

Vice President of the Company (July 3, 2018
to present); Senior Supervisor of the
Corporate  Development  (Investment)
Department of NFC (May 2018 — June 2016);
Supervisor in the Quality, Health, Safety and
Environment Department at NFC (June 2016

to December 2012).

Each director’s term of office expires at the next annual general meeting of the Company, currently
scheduled to be held on January 21, 2021.

Cease Trade Orders, Bankruptcies, Penalties or Sanctions

Other than disclosed below, to the knowledge of the Company, no director, executive officer or Shareholder
of the Company holding a sufficient number of Common Shares to materially affect control is, as at the
date in this Annual Information Form, or has been, within 10 years before the date in this Annual
Information Form, a director or executive officer of any company (including the Company) that, while that
person was acting in that capacity:

e was the subject of a cease trade or similar order or an order that denied the relevant company access
to any exemption under securities legislation, for a period of more than 30 consecutive days;

e was subject to an event that resulted, after the director or executive officer ceased to be a director
or executive officer, in the company being the subject of a cease trade or similar order or an order
that denied the relevant company access to any exemption under securities legislation, for a period
of more than 30 consecutive days;

e within a year of that person ceasing to act in that capacity, became bankrupt, made a proposal under
any legislation relating to bankruptcy or insolvency or was subject to or instituted any proceedings,
arrangement or compromise with creditors or had a receiver, receiver manager or trustee appointed
to hold its assets; or

¢ has within the 10 years before the date in this Annual Information Form, become bankrupt, made
a proposal under any legislation relating to bankruptcy or insolvency, or become subject to or
instituted any proceedings, arrangement or compromise with creditors, or had a receiver, receiver
manager or trustee appointed to hold the assets of the proposed director.

On May 13, 2020, the Company applied for a MCTO with the applicable Canadian securities regulators in
connection with the anticipated delayed filing of the Required Filings. A MCTO was issued by the BCSC
on May 15, 2020. On June 19, 2020, the BCSC issued a CTO prohibiting trading in the securities of the
Company by any person in Canada, due to the Company’s failure to file the Required Filings prior to the
deadline of June 15, 2020 provided in the MCTO. The Cease Trade Order remains in effect as of the date
of this Annual Information Form.

Mr. Yingbin lan He (a director of the Company) was a director of Huaxing Machinery Corp. (“Huaxing’)
from January 2011 to December 2016. On February 26, 2015, the British Columbia Securities Commission
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issued a cease trade order requiring all persons to cease trading in the securities of Huaxing until Huaxing
files amended and restated audited financial information for the financial years ended December 31, 2013
and 2012.

On June 9, 2015, the Alberta Securities Commission issued a cease trader order which required that all
trading or purchasing cease in respect of the securities of Huaxing as a result of the failure by Huaxing to
file: (i) annual audited financial statements, annual management’s discussion and analysis, and certification
of annual filings for the year ended December 31, 2014; and (ii) interim unaudited financial statements,
interim management’s discussion and analysis, and certification of interim filings for the interim period
ended March 31, 2015.

Shareholdings of Directors and Senior Management

As at December 16, 2020, to the best of the Company’s knowledge, the directors and executive officers, as
a group, beneficially owned, directly or indirectly, or exercised control or direction over, 7,000 Common
Shares representing less than 1% of the outstanding Common Shares.

Committees of the Board

The committees of the Board consist of the Audit Committee, the Nominating and Corporate Governance
Committee, the Compensation and Benefits Committee, the Health, Environment, Safety and Social
Responsibility Committee and the Operations Committee.

The members of the Audit Committee are Messrs. Mao Sun (Chair), Yingbin lan He, and Ms. Jin Lan Quan.

The members of the Nominating and Corporate Governance Committee are Messrs. Yingbin lan He
(Chair), Mao Sun, and Ms. Jin Lan Quan.

The members of the Compensation and Benefits Committee are Ms. Jin Lan Quan (Chair), Messrs. Yingbin
lan He and Mao Sun.

The members of the Health, Environment, Safety and Social Responsibility Committee are Messts.
Dalanguerban (Chair), Yingbin lan He and Aiming Guo.

The Operations Committee was formed on July 14, 2020. The members of the Operations Committee are
Messrs. Yingbin lan He (Chair), Dalanguerban and Ben Niu. The primary objective of the Operations
Committee is to assist the Board of Directors in fulfilling its oversight responsibilities with respect to mine
operations and product marketing.

In 2017, the Board formed a Special Committee to initiate and oversee the formal internal investigation
into the charges against Mr. Aminbuhe and the connection, if any, between those charges and the Company
and his conduct as Chairman and Chief Executive Officer of the Company. In December 2018, the mandate
of the Special Committee was expanded to include oversight of the investigation into the allegations of
serious fraud, misappropriation of Company assets and other criminal acts by the Former Management and
Employees. The Special Committee was officially dissolved by the Board on August 22, 2019. The
members of the Special Committee consisted of Messrs. Sun, He and Ms. Quan.
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Audit Committee Information
Audit Committee Charter

The charter of the Audit Committee is reproduced in its entirety in Schedule “A” to this Annual Information
Form.

Composition of Audit Committee

The Audit Committee consists of Messrs. Mao Sun (Chair), Yingbin lan He and Ms. Jin Lan Quan. The
Board has determined that each of Messrs. Sun, He and Ms. Quan are “independent” directors, and each is
“financially literate” within the meaning of Multilateral Instrument 52-110 Audit Committees.

Relevant Education and Experience
Mao Sun

Mr. Sun is the founding partner of Mao & Ying LLP, a private accounting firm offering tax, assurance and
management consulting services.

Mr. Sun has over 15 years’ experience in the accounting sector and has extensive knowledge of Canadian
accounting standards, International Financial Reporting Standards and Canadian taxation laws. Mr. Sun has
extensive experience with Canadian listed companies. Since 2014, Mr. Sun has been the Chief Financial
Officer of HFX Holding Corp. Mr. Sun was a Director and Chairman of the audit committee for Yalian
Steel Corporation (TSX-V) from 2012 to 2013, and a Director and member of the audit committee for
Wildsky Resources Inc. (TSX-V) (formerly China Minerals Mining Corporation) from 2017 to February
2020. Prior to founding Mao & Ying LLP, Mr. Sun was the audit manager in the Vancouver office of
KPMG, an internationally recognized accounting firm.

Mr. Sun graduated from Columbia University in New York with a Master Degree in International Affairs,
International Finance and Business, and a Bachelor Degree in Computer Science from Nanjing University,
China. Mr. Sun is a member of the Institute of Chartered Accountants of British Columbia, the Canadian
Tax Foundation and the Canadian Institute of Corporate Directors.

Yingbin lan He

Director of China Gold International Resources Corp. (May 2003 to present); Director of Tri-River
Ventures Inc. (October 2006 to present); Director of Vatukoula Gold Mines plc (February 2013 to present);
Director of PT Bumi Resources Tbk (June 18, 2019 to present); Director of Zhongrun Resources Investment
Corporation (December 2010 to June, 2018); Director of Huaxing Machinery Corp. (January 2011 to
December 2016).

Mr. He’s career in the mining industry has spanned over 30 years, with extensive senior executive and
board experience. Mr. He is the Lead Director and an Independent Non-Executive Director of China Gold
International Resources Corp. Ltd. (“China Gold”), a company dually listed on the TSX and HKEX; a
Director of Tri-River Ventures Inc. (“Tri-River”), a company listed on the TSX-V; a Director of PT Bumi
Resources Thk, a company listed on the Jakarta Stock Exchange, and a Director and non-Executive
Chairman of Vatukoula Gold Mines Plc (“Vatukoula™), formerly listed on the London Stock Exchange
Alternative Investment Market. Previously, Mr. He also served as a Director on the Boards of the following
companies: Zhongrun Resources Investment Corporation (“Zhongrun”), listed on Shenzhen Stock
Exchange; Jiulian Resources Inc. (“Jiulian”), listed on the TSX-V; Huaxing Machinery Corp., listed on the
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TSX-V; and Dolly Varden Silver Corp., listed on the TSX-V. In addition to being a former President and
Director of Spur Ventures Inc., listed on the TSX-V, Mr. He was also the General Manager of its operating
subsidiary Yichang Mapleleaf Chemicals Inc. In his early career, Mr. He worked as a mineral process
engineer and coal preparation engineer in a Canadian mining company and an engineering consulting
company.

Mr. He obtained his Doctoral and Master’s Degrees in Mineral Process Engineering from the University of
British Columbia in Canada and his Bachelor Degree in Coal Preparation from Heilongjiang Institute of
Mining and Technology (currently known as the Heilongjiang University of Science and Technology) in
China. Mr. He is a member of the Canadian Institute of Mining, Metallurgy and Petroleum and the
Canadian Institute of Corporate Directors.

Mr. He is currently the Chairman of the Audit Committee of China Gold and a member of the Audit
Committee for Tri-River. He was a member of the Audit Committees for Zhongrun, Jiulian and Vatukoula.

Jin Lan Quan

Ms. Quan is an independent financial planner and business consultant based in Sydney, Australia. Prior to
her current role, Ms. Quan developed extensive and diverse finance and audit experience during her time
as an audit partner with one of the big four international accounting firms in Sydney, Australia. Ms. Quan
has extensive experience in financial consulting services with specialist skills in external auditing, internal
audit structuring, corporate financing and risk management and business acquisition. Ms. Quan was
previously a director of Kresta Holdings Ltd., a company listed on the Australian Stock Exchange.

Ms. Quan is a Certified Public Accountant of China and a member of the Chinese Institute of Certified
Public Accountants. She is also a Fellow of the Association of Chartered Certified Accountants of United
Kingdom, a member of the Chartered accountants Australia and New Zealand (CA ANZ) and a member of
the Canadian Institute of Corporate Directors.

Pre-Approval Policies and Procedures

All services to be performed by the Company’s independent auditor must be approved in advance by the
Audit Committee or a designated member of the Audit Committee (“Designated Member”). The Designated
Member is a member of the Audit Committee who has been given the authority to grant pre-approvals of
permitted audit and non-audit services.

The Audit Committee has considered whether the provision of services other than audit services is
compatible with maintaining the auditors’ independence and has adopted a policy governing the provision
of these services. This policy requires the pre-approval by the Audit Committee or the Designated Member
of all audit and non-audit services provided by the external auditor, other than any de minimis non-audit
services allowed by applicable law or regulation. The decisions of the Designated Member to pre-approve
permitted services need to be reported to the Audit Committee at its regularly scheduled meetings.

Pre-approval from the Audit Committee or Designated Member can be sought for planned engagements
based on budgeted or committed fees. No further approval is required to pay pre-approved fees. Additional
pre-approval is required for any increase in scope or in final fees.

Pursuant to these procedures, 100% of each of the services provided by the Company’s external auditor

relating to the fees reported as audit, audit-related, tax and other fees were pre-approved by the Audit
Committee or the Designated Member.
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Audit Fees

BDO was appointed as the Company’s auditor on November 13, 2019. PwC served as the Company’s
auditor from April 2, 2012 to November 13, 2019.

Fees paid/payable to BDO and its affiliates in respect of audit and non-audit services provided during the
fiscal 2019 were approximately Cdn$563,000. Fees billed by PwC and its affiliates during fiscal 2019 and
fiscal 2018 were approximately Cdn$425,000 and Cdn$959,000, respectively. These fees are detailed
below.

PwC BDO PwC BDO
(Canadian $ in 000 s) 2019 2019 2018 2018
Audit Fees® 328 563 848 nfa
Audit Related Fees* 97 - 111 n/a
Total 425 563 959 n/a

! Fees for audit services billed relating to fiscal 2019 consisted of: (i) audit of the Company’s annual financial statements;
(ii) review of the Company’s quarterly financial statements; (iii) statutory audit of the annual financial statements of
subsidiaries of the Company; and (iv) other services related to Canadian securities regulatory authorities’ matters.

Conflicts of Interest

Certain directors of the Company and its subsidiaries are associated with other reporting issuers or other
corporations, which may give rise to conflicts of interest. In accordance with the BCBCA, directors and
officers of the Company are required to disclose to the Company the nature and extent of any interest that
they have in a material contract or material transaction, whether made or proposed, with the Company, if
the director or officer: (i) is a party to the contract or transaction; (ii) is a director or an officer, or an
individual acting in a similar capacity, of a party to the contract or transaction; or (iii) has a material interest
in a party to the contract or transaction.

The Nominating and Governance Committee monitors the disclosure of conflicts of interest by directors
with a view to ensuring that no director votes or participates in any Board deliberations on a matter in
respect of which such director has a material interest.

Ethical Business Conduct

The Company has adopted and implemented a Code of Business Conduct and Ethics (the “Ethics Policy”)
called “The Way We Work”. The Ethics Policy is applicable to all employees, consultants, officers and
Directors regardless of their position in the organization, at all times and everywhere the Company does
business.

In addition to “The Way We Work “, the Company has also adopted additional guidance notes and standards
which form part of the Company’s overall Code of Conduct Standards. Included in the Code of Conduct
Standards are the following policies and standards: the Anti-Corruption Standard and the Conflicts of
Interest Standard, “The Way We Work” and Guidelines for the investigation into allegations of serious
wrongdoing and the EthicsPoint program.

EthicsPoint is the Company’s whistleblowing service that is administered by an independent third party
provider. EthicsPoint provides an avenue for the Company’s personnel to raise concerns confidentially
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and anonymously and it is available for use should someone suspect or is aware of any illegal, unsafe or
inappropriate activity at work. Information regarding EthicsPoint is available on the Company’s website
at www.SouthGobi.com.

The Ethics Policy and the Code of Conduct Standards provide that the Company’s employees, consultants,
officers and Directors are required to uphold the Company’s commitment to a culture of honesty, integrity
and accountability and that the Company requires the highest standards of professional and ethical conduct
from its employees, consultants, officers and Directors. A copy of the Ethics Policy entitled “The Way We
Work” and the various policies forming the Code of Conduct Standards are available on the Company’s
website at www.SouthGobi.com and may be obtained, without charge, by request to SouthGobi Resources
Ltd. at its registered and records office in Canada, 20" floor — 250 Howe Street, Vancouver, British
Columbia, Canada V6C 3RS, for the attention of the Corporate Secretary, or by phone to 604-762-6783.

The Nominating and Corporate Governance Committee monitors compliance with the Code of Conduct
Standards and is responsible for establishing systems to verify compliance with legal, regulatory, corporate
governance and disclosure requirements.

On April 30, 2019, the Special Committee, with the assistance of the Forensic Accountant, completed its
assessment of potential remedial actions and preventative measures to improve and strengthen the
Company’s commitment to a culture of honesty, integrity and accountability and compliance with the
highest standards of professional and ethical conduct and delivered its report setting out a set of
recommended Remedial Actions and Preventative Measures to the Board, which was approved at a meeting
held on April 28, 2019. The Remedial Actions and Preventative Measures were intended to remediate the
incidents identified in the Formal Investigation and address deficiencies in the implementation of the
Company’s practices and procedures. Issues identified of note for the purposes of such remediation include
a lack of preventative measures to avoid conflicts of interests, the need for additional employee oversight
and the need to enhance compliance with accounting protocols and documentation retention. A summary
of the Remedial Actions and Preventative Measures, which were adopted and approved by the Board and
the actions that the Company has taken to implement the Remedial Actions and Preventative Measures, is
set out in the section of this Annual Information Form entitled “General Development of the Business —
Overview — 2019”.

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS

Other than as described elsewhere in this Annual Information Form, no director, executive officer or person
or company that beneficially owns, or controls or directs, directly or indirectly, more than 10% of any class
or series of the Company’s outstanding voting securities and no associate or affiliate of any of such persons
or companies has any material interest, direct or indirect, in any transaction within the three most recently
completed fiscal years or since the commencement of the Company’s last completed fiscal year or in any
proposed transaction, which, in either case, has materially affected or is reasonably expected to materially
affect the Company or any of its subsidiaries.

TRANSFER AGENTS AND REGISTRARS
The registrar and transfer agent for the Common Shares in Canada is AST Trust Company (Canada) at its

principal offices in Vancouver and Toronto. The registrar and transfer agent for the Common Shares in
Hong Kong is Computershare Hong Kong Investor Services Limited.
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MATERIAL CONTRACTS

Material contracts under NI 51-102 are contracts, other than contracts entered into in the ordinary course
of the Company’s business, which are material to the Company. The Company has not entered into any
material contracts since January 1, 2020. Prior to January 1, 2020, the following material contracts were
entered into and remain in effect:

Novel Private Placement

On February 24, 2015, the Company entered into a subscription agreement (the “Novel Subscription
Agreement”) with Novel Sunrise setting out the terms and conditions of the Novel Private Placement, which
consisted of the issuance of a combination of mandatory convertible units of the Company and Common
Shares to Novel Sunrise. The Novel Private Placement was completed in two stages for aggregate gross
proceeds of $7.5 million. The net proceeds of the Novel Private Placement were applied towards general
working capital.

Pursuant to the terms of the Novel Subscription Agreement, Novel Sunrise is entitled to nominate up to
three individuals for appointment or election to the Board and to appoint executive officers of the Company,
subject to Novel Sunrise and its affiliates owning certain threshold percentages of the issued and
outstanding Common Shares, as more particularly set out in Novel Subscription Agreement.

A copy of the Novel Subscription Agreement is available under the Company’s profile on SEDAR at
www.sedar.com.

Convertible Debenture

The major terms of the Convertible Debenture are described in the chart below. Unless otherwise defined
in this Annual Information Form, capitalized terms used in the chart below shall have the meanings ascribed
to them in the Convertible Debenture.

Transaction: An original principal amount of US$500 million senior debentures
convertible into Common Shares (US$485 million net of advisory fees).
Subsequently, as described herein, US$250 million was converted into
Common Shares, leaving an outstanding principal balance of US$250

million

Maturity: 30 years.

Interest: The Convertible Debenture carries interest of 8.0% per annum made up
of:

(i) a cash coupon of 6.4% payable semi-annually; and

(ii) additional interest of 1.6% per annum payable in Common
Shares to be issued on each anniversary of the issue. Share value
shall be calculated based on the 50 business day volume
weighted average price (“VWAP”) prior to each anniversary of
the issue.

Conversion Price: Cdn$11.88 shall be considered the “Base Conversion Value” and
ordinarily, the conversion price will be set at the Base Conversion Value,
subject to the adjustments set out below.
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The Company’s Early
Conversion Right:

Qualified Float:

Right to Nominate Director:

Voting Restriction:

At the time of conversion, the VWAP of the Common Shares for the 50
business days prior to the conversion date will be calculated (the
“Conversion Date Value”).

In the event the Conversion Date Value is lower than the Base
Conversion Value, then the conversion price will be the Conversion Date
Value.

The conversion price will be subject to a “Floor Price” of Cdn$8.88.

The conversion price, so determined, is referred to as the “Conversion
Price” in this summary of key investment terms.

After the earlier of two years from closing or the time of the Qualified
Float (as defined below), the Company will have the right to require
conversion of up to 50% of the initial principal amount of US$500
million at the Conversion Price.

The Company exercised this conversion right and on March 29, 2010,
the Company converted US$250 million of the debt into 21,560,961
Common Shares at a price of US$11.64 per share.

A transaction whereby the Common Shares are listed on the SEHK or
the SEHK and the TSX and that meets the following three criteria, shall
be considered a “Qualified Float™: (i) not less than 25% of the issued and
outstanding Common Shares (on a non-diluted basis, except including
the initial principal amount of the Convertible Debenture on an as-
converted basis) are held by persons who are not insiders of the
Company (i.e. insider holdings cannot exceed 75%); (ii) the offering
price of the Common Shares issued to achieve the public float is not less
than the base conversion value unless CIC consents; and (iii) the
Common Shares are listed on the SEHK.

While the Convertible Debenture is outstanding, or while CIC Subco has
a 15% direct or indirect shareholding interest in the Company, CIC
Subco has the right, but not the obligation, to nominate one person to the
Board. When CIC Subco nominates a person, the Board is not obliged
to appoint such nominee as a director; the election of a nominee to the
Board is subject to Shareholders’ approval. Furthermore, the CIC Subco
cannot require that its nominee be employed by or participate as the
Company’s executive or manager, and the sole entitlement of the
nominee is to act in the capacity of director. If appointed to the Board
the nominee would be a non-independent non-executive director.

CIC or any transferee will be entitled to one vote per Common Share
held on matters to be voted on by Shareholders. However, if conversion
results in CIC Subco, or its affiliates, directly or indirectly owning more
than 29.9% of the fully diluted Common Shares outstanding, CIC Subco
will not vote any Share in excess of 29.9%. This cap in CIC’s voting
rights is a contractual agreement between CIC and the Company and will
not extend to third party transferees of all or a part of any Common
Shares issued to CIC and thereafter sold to a third party. The cap does
include shares held by CIC affiliates, and shares beneficially owned by
CIC, so affiliate transferees are part of the aggregate summation to
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determine the 29.9%. Further, if CIC transfers its interest, in the
Convertible Debenture or the ancillary agreements, the latter being the
security holder’s agreement and the registration rights agreement made
in connection with the Convertible Debenture financing, to an affiliate,
the transferee of the interest would be bound by the contractual voting
limitation.

Security: The Convertible Debenture is secured by a first charge over the
Company’s assets. Standard loan restrictive covenants regarding
incurring additional debt and granting additional security to third parties
(with standard carve-outs and grace periods for issues of this type) apply
to the Company and its direct and indirect subsidiaries.

Pre-emptive Right: While the Convertible Debenture is outstanding, or while CIC Subco has
a 15% direct or indirect shareholding interest in the Company, the CIC
Subco has a pre-emptive right on a pro rata basis to subscribe for any
new Common Shares issued during the period which the Convertible
Debentures remain outstanding. The pre-emptive right will not apply to
new Common Shares issued pursuant to pro-rata public equity offerings
made to all Shareholders, or the exercise of stock options and shares to
achieve a 25% public float.

Right of First Offer: While the Convertible Debenture is outstanding, or while CIC Subco has
a 15% direct or indirect shareholding interest in the Company, CIC
Subco has a right of first offer for any direct or indirect sale of Turquoise
Hill’s stake in the Company.

Liquidity Rights: CIC Subco has registration rights for Common Shares received upon
conversion of the Convertible Debenture.

Under certain conditions, including the non-payment of interest amounts as the same become due, amounts
outstanding under the Convertible Debenture may be accelerated. Bankruptcy and insolvency events with
respect to the Company or its material subsidiaries will result in an automatic acceleration of the
indebtedness under the Convertible Debenture. Subject to notice and cure periods, certain events of default
under the Convertible Debenture will result in acceleration of the indebtedness under such debenture at the
option of CIC. Such other events of default include, but are not limited to, non-payment, breach of warranty,
non-performance of obligations under the Convertible Debenture, default on other indebtedness and certain
adverse judgments.

On June 12, 2017, the Company executed the June 2017 Deferral Agreement with CIC for a revised
repayment schedule on the $22.3 million of cash interest and associated costs due under the Convertible
Debenture on May 19, 2017. The key repayment terms of the June 2017 Deferral Agreement are: (i) the
Company was required to repay on average $2.2 million of the cash interest and associated costs monthly
during the period from May 2017 to October 2017; and (ii) the Company was required to repay $9.7 million
of cash interest and associated costs on November 19, 2017. The Company will pay a deferral fee at a rate
of 6.4% per annum in consideration for the deferral.

On April 23, 2019, the Company executed the 2019 Deferral Agreement with CIC in relation to a deferral
and revised repayment schedule in respect of (i) $41.8 million of outstanding cash and payment in kind
interest and associated costs due and payable to CIC on November 19, 2018 under the Convertible
Debenture and the June 2017 Deferral Agreement; and (ii) $27.9 million of cash and PIK Interest payments
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payable to CIC under the Convertible Debenture from April 23, 2019 to and including May 19, 2020.
Pursuant to Section 501(c) of the TSX Company Manual, the 2019 Deferral Agreement became effective
on June 13, 2019, being the date on which the 2019 Deferral Agreement was approved by shareholders at
the Company’s adjourned annual and special meeting of shareholders.

The key repayment terms of the 2019 Deferral Agreement are: (i) the Company agreed to pay a total of
$14.3 million over eight instalments from November 2019 to June 2020; (ii) the Company agreed to pay
the PIK Interest covered by the Deferral by way of cash payments, rather than the issuance of Common
Shares; and (iii) the Company agreed to pay the remaining balance of $62.6 million on June 20, 2020. The
Company agreed to pay a deferral fee at a rate of 6.4% per annum in consideration of the deferred amounts.

At any time before the payment under the terms of the 2019 Deferral Agreement is fully repaid, the
Company is required to consult with and obtain written consent from CIC prior to effecting a replacement
or termination of either or both of its Chief Executive Officer and its Chief Financial Officer, otherwise this
will constitute an event of default under the Convertible Debenture, but CIC shall not withhold its consent
if the Board proposes to replace either or both such officers with nominees selected by the Board, provided
that the Board acted honestly and in good faith with a view to the best interests of the Company in the
selection of the applicable replacements.

As a condition to agreeing to the Deferral, CIC required that the Cooperation Agreement dated November
19, 2009 between SGS and CIC, be amended and restated to clarify the manner in which the service fee
payable to CIC under the Cooperation Agreement is calculated, with effect as of January 1, 2017.
Specifically, the Management Fee under the Amended and Restated Cooperation Agreement is determined
based on the net revenues realized by the Company and all of its subsidiaries derived from sales into China
(rather than the net revenues realized by the Company and its Mongolian subsidiaries as currently
contemplated under the Cooperation Agreement). As consideration for deferring payment of the additional
Management Fee payable to CIC as a result of the Amended and Restated Cooperation Agreement, the
Company agreed to pay to CIC a deferral fee at the rate of 2.5% on the outstanding Management Fee.
Pursuant to the Amended and Restated Cooperation Agreement, the Company agreed to pay CIC the total
outstanding Management Fee and related accrued deferral fee of $4.2 million over six instalments from
June 2019 to November 2019. The Company executed the Amended and Restated Cooperation Agreement
with CIC on April 23, 2019.

Pursuant to their terms, both the 2019 Deferral Agreement and the Amended and Restated Cooperation
Agreement became effective on June 13, 2019, being the date on which the 2019 Deferral Agreement was
approved by shareholders at the Company’s adjourned annual and special meeting of shareholders.

In connection with the 2019 Deferral Agreement, the Company also announced that it intends to discuss a
potential debt restructuring plan with respect to amounts owing to CIC which is mutually beneficial to the
Company and CIC; and to form a special committee comprised of independent directors to ensure that the
interests of its minority shareholders are fairly considered in the negotiation and review of any such
restructuring; however, there can be no assurance that a favorable outcome will be reached. As of the date
hereof, there has not been any significant progress in relations to the restructuring plan.

On February 19, 2020, the Company and CIC entered into the 2020 February Deferral Agreement pursuant
to which CIC agreed to grant the Company a deferral of: (i) the 2020 February Deferral Amounts; and (ii)
approximately $0.7 million of the Management Fee which was due and payable on February 14, 2020 to
CIC under the Amended and Restated Cooperation Agreement. The 2020 February Deferral Agreement
became effective on March 10, 2020, being the date on which the Company obtained the requisite
acceptance of the 2020 February Deferral Agreement from the TSX as required under applicable TSX rules.
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The principal terms of the 2020 February Deferral Agreement are as follows:

e Payment of the 2020 February Deferral Amounts will be deferred until June 20, 2020, while the
Management Fee will be deferred until they are repaid by the Company.

e As consideration for the deferral of these amounts, the Company agreed to pay CIC: (i) a deferral
fee equal to 6.4% per annum on the 2020 February Deferral Amounts, commencing on the date on
which each such 2020 Deferral Amount would otherwise have been due and payable under the
2019 Deferral Agreement; and (ii) a deferral fee equal to 2.5% per annum on the Management Fee,
commencing on the date on which the Management Fee would otherwise have been due and
payable under the Amended and Restated Cooperation Agreement.

e The Company agreed to provide CIC with monthly updates regarding its operational and financial
affairs.

e As the Company anticipated prior to agreeing to the 2020 February Deferral Agreement that a
deferral was likely required in respect of the monthly payments due and payable in the period
between April 2020 and June 2020 under the 2019 Deferral Agreement and Amended and Restated
Cooperation Agreement, the Company and CIC have agreed to discuss in good faith a deferral of
these payments on a monthly basis as they become due. There can be no assurance, however, that
a favorable outcome will be reached either at all or on favorable terms.

e The Company agreed to comply with all of its obligations under the 2019 Deferral Agreement and
the Amended and Restated Cooperation Agreement, as amended by the 2020 February Deferral
Agreement.

e The Company and CIC agreed that nothing in the 2020 February Deferral Agreement prejudices
CIC’s rights to pursue any of its remedies at any time pursuant to the 2019 Deferral Agreement and
Amended and Restated Cooperation Agreement, respectively.

On March 10, 2020, the Company agreed with CIC that the $2.0 million which was due and payable to CIC
on March 19, 2020 under the 2019 Deferral Agreement will be deferred until June 20, 2020. The terms of
the 2020 March Deferral Agreement are substantially the same as the terms of the 2020 February Deferral
Agreement, including that the Company agreed to pay CIC a deferral fee equal to 6.4% per annum on the
2020 March Deferral Amount, commencing on March 19, 2020. The 2020 March Deferral Agreement
became effective on March 25, 2020, being the date on which the Company obtained the requisite
acceptance of the 2020 March Deferral Agreement from the TSX as required under applicable TSX rules.

On April 10, 2020, the Company agreed with CIC that the $2.0 million which was due and payable to CIC
on April 19, 2020 under the 2019 Deferral Agreement will be deferred until June 20, 2020. The terms of
the 2020 April Deferral Agreement are substantially the same as the terms of the 2020 February Deferral
Agreement, including that the Company agreed to pay CIC a deferral fee equal to 6.4% per annum on the
2020 April Deferral Amount, commencing on April 19, 2020. The 2020 April Deferral Agreement became
effective on April 29, 2020, being the date on which the Company obtained the requisite acceptance of the
2020 April Deferral Agreement from the TSX as required under applicable TSX rules.

On May 8, 2020, the Company agreed with CIC that the 2020 May Deferral Amount which was due and
payable to CIC on May 19, 2020 and May 15, 2020 under the 2019 Deferral Agreement and the Amended
and Restated Cooperation Agreement, respectively, will be deferred until June 20, 2020. The terms of the
2020 May Deferral Agreement are substantially the same as the terms of the 2020 February Deferral
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Agreement, including that the Company agreed to pay CIC a deferral fee equal to 6.4% per annum on the
deferred cash interest and deferral fees commencing on May 19, 2020 and a deferral fee equal to 2.5% per
annum on the deferred Management Fees commencing on May 15, 2020. The 2020 May Deferral
Agreement became effective on June 8, 2020, being the date on which the Company obtained the requisite
acceptance of the 2020 May Deferral Agreement from the TSX as required under applicable TSX rules.

On June 19, 2020, the Company agreed with CIC that the 2020 June Deferral Amount which was due and
payable to CIC on June 19, 2020 under the 2019 Deferral Agreement and the prior deferral agreements
entered into during the period between February to May 2020 will be deferred until September 14, 2020.
The terms of the 2020 June Deferral Agreement are substantially the same as the terms of the 2020 February
Deferral Agreement, including that the Company agreed to pay CIC a deferral fee equal to 6.4% per annum
on the 2020 June Deferral Amount commencing on June 19, 2020. The 2020 June Deferral Agreement
became effective on July 17, 2020, being the date on which the Company obtained the requisite acceptance
of the 2020 June Deferral Agreement from the TSX as required under applicable TSX rules.

On November 19, 2020, the Company and CIC entered into the 2020 November Deferral Agreement
pursuant to which CIC agreed to grant the Company a deferral of the 2020 November Deferral Amounts.
The effectiveness of the 2020 November Deferral Agreement and the respective covenants, agreements and
obligations of each party under the 2020 November Deferral Agreement are subject to the Company
obtaining the requisite approval of the 2020 November Deferral Agreement from the Company’s
shareholders in accordance with applicable TSX rules. On October 29, 2020, the Company obtained an
order from the BCSC which partially revoked the CTO to, amongst other things, permit the Company to
execute the 2020 November Deferral Agreement.

The principal terms of the 2020 November Deferral Agreement are as follows:

o Payment of the 2020 November Deferral Amounts will be deferred until August 31, 2023.

e CIC agreed to waive its rights arising from any default or event of default under the Convertible
Debenture as a result of trading in the Common Shares being halted on the TSX beginning as of June
19, 2020 and suspended on the HKEX beginning as of August 17, 2020, in each case for a period of
more than five trading days.

e As consideration for the deferral of the 2020 November Deferral Amounts, the Company agreed to pay
CIC: (i) a deferral fee equal to 6.4% per annum on the 2020 November Deferral Amounts payable under
the Convertible Debenture and the 2020 June Deferral Agreement, commencing on the date on which
each such 2020 November Deferral Amount would otherwise have been due and payable under the
Convertible Debenture or the June 2020 Deferral Agreement, as applicable; and (ii) a deferral fee equal
to 2.5% per annum on the 2020 November Deferral Amounts payable under the Amended and Restated
Cooperation Agreement, commencing on the date on which the Management Fee would otherwise have
been due and payable under the Amended and Restated Cooperation Agreement.

e The 2020 November Deferral Agreement does not contemplate a fixed repayment schedule for the 2020
November Deferral Amounts and related deferral fees. Instead, the Company and CIC would agree to
assess in good faith the Company’s financial condition and working capital position on a monthly basis
and determine the amount, if any, of the 2020 November Deferral Amounts and related deferral fees
that the Company is able to repay under the Convertible Debenture, the June 2020 Deferral Agreement
or the Amended and Restated Cooperation Agreement, having regard to the working capital
requirements of the Company’s operations and business at such time and with the view of ensuring that
the Company’s operations and business would not be materially prejudiced as a result of any repayment.
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e Commencing as of November 19, 2020 and until such time as the November 2020 PIK Interest is fully
repaid, CIC reserves the right to require the Company to pay and satisfy the amount of the November
2020 PIK Interest, either in full or in part, by way of issuing and delivering PIK interest shares in
accordance with the Convertible Debenture provided that, on the date of issuance of such shares, the
Common Shares are listed and trading on at least one stock exchange.

o If at any time before the 2020 November Deferral Amounts and related deferral fees are fully repaid,
the Company proposes to appoint, replace or terminate one or more of its Chief Executive Officer, its
Chief Financial Officer or any other senior executive(s) in charge of its principal business function or
its principal subsidiary, then the Company must first consult with, and obtain written consent from CIC
prior to effecting such appointment, replacement or termination.

A copy of the Convertible Debenture may be found under the Company’s profile on SEDAR at
www.sedar.com.

CIC Mutual Cooperation Agreement

On November 19, 2009, the Company entered into the Cooperation Agreement with CIC. The agreement
is on commercial terms consistent with industry practices. Under the terms of the Cooperation Agreement,
CIC agreed to provide advisory services to the Company in relation to the sale of coal into the PRC, and
other procurement and logistics related matters. In consideration, the Company agreed to a commercial
payment for such services based on the amount of the Company’s coal sales into the PRC which originated
from Mongolia.

As a condition to agreeing to the Deferral, CIC required that the Cooperation agreement be amended and
restated to clarify the manner in which the Management Fee payable to CIC under the Cooperation
Agreement is calculated, with effect as of January 1, 2017. Specifically, the Management Fee under the
Amended and Restated Cooperation Agreement is determined based on the net revenues realized by the
Company and all of its subsidiaries derived from sales into China (rather than the net revenues realized by
the Company and its Mongolian subsidiaries as currently contemplated under the Cooperation Agreement).
As consideration for deferring payment of the additional Management Fee payable to CIC as a result of the
Amended and Restated Cooperation Agreement, the Company agreed to pay to CIC a deferral fee at the
rate of 2.5% on the outstanding Management Fee. Pursuant to the Amended and Restated Cooperation
Agreement, the Company agreed to pay CIC the total outstanding Management Fee and related accrued
deferral fee of $4.2 million over six instalments from June 2019 to November 2019. Pursuant to Section
501(c) of the TSX Company Manual, the Amended and Restated Cooperation Agreement became effective
on June 13, 2019, being the date on which the 2019 Deferral Agreement was approved by shareholders at
the Company’s adjourned annual and special meeting of shareholders.

INTERESTS OF EXPERTS

BDO Limited is the independent auditor of the Company and they have advised that they are independent
with respect to the Company within the meaning of the Code of Professional Conduct of the Institute of
Chartered Professional Accountants of British Columbia.

Disclosure in this Annual Information Form relating to scientific and technical information with respect to
the Ovoot Tolgoi Deposit is derived from the Ovoot Tolgoi Technical Report prepared in accordance with
NI 43-101 by Dragon Mining Consulting Limited (“DMCL”). To the knowledge of the Company, DMCL
nor any of its respective “designated professionals” (as such term is defined in NI 51-102) held securities
of the Company representing in excess of 1% of the outstanding securities of any class at the time of the
preparation of the report.
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Disclosure in this Annual Information Form relating to scientific and technical information with respect to
the Zag Suuj Deposit is derived from the Zag Suuj Technical Report, which was prepared in accordance
with NI 43-101 by Minarco-MineConsult. To the knowledge of the Company, Minarco-MineConsult nor
any of its respective “designated professionals” (as such term is defined in NI 51-102) holds securities of
the Company representing in excess of 1% of the outstanding securities of any class at the time of the
preparation of the reports.

INSURANCE

The Company currently holds their primary insurance policies through Canadian insurance providers to
insure its properties. The Company has taken out insurance for risks including commercial general liability
and mining property insurance for all of its mining assets wherever located. However, no assurance can be
given that the Company will elect or be able to obtain such insurance coverage at economically reasonable
premiums (or at all), or that any coverage it obtains will be adequate to cover the extent of any claims
brought against it.

ADDITIONAL INFORMATION

Additional information, including directors’ and officers’ remuneration and indebtedness, principal holders
of the Company’s securities and securities authorized for issuance under equity compensation plans is
contained in the Company’s management proxy circular dated December 9, 2020 for the Company’s annual
and special meeting of shareholders held on January 21, 2021. Additional financial information is contained
in the Company’s comparative financial statements and MD&A as at and for the years ended December
31, 2019 and 2018, copies of which are available under the Company’s profile on SEDAR at
www.sedar.com and may also be obtained by request to SouthGobi Resources Ltd., 20" floor — 250 Howe
Street, Vancouver, British Columbia, Canada V6C 3R8, Attention: Corporate Secretary, or by phone to
604-762-6783 or Unit 1208-10, Tower 1, Grand Century Place, 193 Prince Edward Road West, Mongkok,
Kowloon, Hong Kong.

Additional information relating to the Company may be found under the Company’s profile on SEDAR at
www.sedar.com.
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SCHEDULE “A”

AUDIT COMMITTEE CHARTER
(amended November 23, 2020)

L Purpose

The primary objective of the Audit Committee (the “Committee”) of SouthGobi Resources Ltd. (the
“Company”) is to act as a liaison between the Board and the Company’s independent auditors (the “Auditors™)
and to assist the Board in fulfilling its oversight responsibilities with respect to: (a) the integrity and accuracy
of the financial statements and other financial information provided by the Company to its shareholders, the
public and others; (b) the Company’s compliance with legal and regulatory requirements; (c) the Company’s
risk management and internal financial and accounting controls, and management information systems; and
(d) the qualification, independence and performance of the Auditors.

Although the Committee has the powers and responsibilities set forth in this Charter, the role of the Committee
is oversight. The members of the Committee are not full-time employees of the Company and may or may not
be accountants or auditors by profession or experts in the fields of accounting or auditing and, in any event, do
not serve in such capacity. Consequently, it is not the duty of the Committee to conduct audits or to determine
that the Company’s financial statements and disclosures are complete and accurate and are in accordance with
generally accepted accounting principles and applicable rules and regulations. These are the responsibilities of
management and the Auditors.

The responsibilities of a member of the Committee are in addition to such member’s duties as a member of the
Board.

I1. Organization

The Committee shall consist of three or more independent non-executive directors of the Company. The
Committee membership shall satisfy, at a minimum, the laws governing the Company and the independence,
financial literacy, expertise and financial experience requirements under applicable securities laws, rules and
regulations, stock exchange rules and policies, and any other regulatory requirements applicable to the
Company.

The members of the Committee and the Chair of the Committee shall be appointed (and may be replaced) by
the Board on the recommendation of the Nominating & Corporate Governance Committee. The appointment
of members of the Committee shall take place annually at the first meeting of the Board after a meeting of
shareholders at which directors are elected, provided that if the appointment of members of the Committee is
not so made, the directors who are then serving as members of the Committee shall continue as members of
the Committee until their successors are appointed.

Members of the Committee shall not simultaneously serve on the audit committees of more than two other
public companies, unless the Board first determines that such simultaneous service will not impair the ability
of the relevant member to effectively serve on the Committee.

Members of the Committee must be financially literate, as the Board interprets such qualification in its business
judgment, and all members shall be able to read and understand the Company’s financial statements and to
understand the breadth and complexity of the issues that can reasonably be expected to be raised by the
Company’s financial statements.
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No member of the Committee shall have (i) been a partner of or otherwise have had a financial interest in the
Auditors during the past two years; or (ii) participated in the preparation of the financial statements of the
Company or any current subsidiary at any time during the past three years. At least one member of the
Committee shall have past employment experience in finance or accounting of public companies, requisite
professional certification in accounting, or any other comparable experience or background which results in
such individual’s financial sophistication (including being or having been a chief executive officer, chief
financial officer or other senior officer with financial oversight responsibilities).

Any member of the Committee may be removed or replaced at any time by the Board and shall cease to be a
member of the Committee as soon as such member ceases to be a director of the Company. Where a vacancy
occurs at any time in the membership of the Committee, it may be filled by the Board on the recommendation
of the Nominating & Corporate Governance Committee.

The Committee may form and delegate authority to individual members or subcommittees when appropriate.

The members of the Committee shall be entitled to receive such remuneration for acting as members of the
Committee as the Board may from time to time determine.

I1I. Meetings

The Committee shall meet as frequently as the Committee deems necessary to carry out its duties effectively,
but not less frequently than four times per year. The Committee shall meet at least quarterly with management,
the Company’s financial and accounting officer(s) and the Auditors in separate sessions to discuss any matters
that the Committee or each of these groups believe should be discussed privately. Meetings may be held in
person, by telephone, by video-conference or by any combination of any of the foregoing, to the extent
permitted by the Company’s constating documents and applicable corporate law.

A majority of the members of the Committee, present in person, by video-conference, by telephone or by a
combination thereof, shall constitute a quorum. Matters decided by the Committee shall be decided by a
majority vote. The Chair of the Committee shall have an ordinary vote and not a casting vote.

The Chair of the Committee shall be an independent chair who is not the Chair of the Board. In the absence of
the appointed Chair of the Committee at any meeting, the members shall elect a temporary Chair from those in
attendance at the meeting. The Chair of the Committee, in consultation with the other members of the
Committee, shall set the frequency and length of each meeting and the agenda of items to be addressed at each
upcoming meeting. The Chair shall ensure that the agenda for each upcoming meeting of the Committee is
circulated to each member of the Committee in advance of the meeting.

The Committee will appoint a Secretary who will keep full minutes of all meetings. The Secretary may be the
Company’s Corporate Secretary or another person who does not need to be a member of the Committee. Draft
and final versions of the meeting minutes shall be sent to all members of the Committee within a reasonable
time following such meetings, which, in the case of draft meeting minutes, shall be circulated no later than
21 days following the date of the applicable meeting.

The Committee may invite, from time to time, such persons as it may see fit to attend its meetings and to take
part in discussion and consideration of the affairs of the Committee. The Company’s accounting and financial
officer(s) and the Auditors shall attend any meeting when requested to do so by the Chair of the Committee.



Iv.

Authority and Responsibilities

The Board, after consideration of the recommendation of the Committee, shall nominate the Auditors for
appointment by the shareholders of the Company in accordance with applicable law. The Auditors report
directly to the Committee. The Auditors are ultimately accountable to the Committee and the Board as
representatives of the shareholders.

In fulfilling its duties and responsibilities under this Charter, the Committee will be entitled to reasonably rely
on: (a) the integrity of those persons within the Company and of the professionals and experts (such as the
Auditors) from whom it receives information; (b) the accuracy of the financial and other information provided
to the Committee by such persons, professionals or experts; and (c) the representations made by the Auditors
as to any services provided by them to the Company.

The Committee shall have the following responsibilities:

(@)
1.

Auditors

Recommend to the Board the independent auditors to be nominated for appointment or
reappointment as the Auditors of the Company at the Company’s annual meeting of shareholders
and the remuneration to be paid to the Auditors; approve the scope of all auditing services to be
provided by the Auditors; be directly responsible for the oversight of the work of the Auditors,
including the resolution of disagreements between management and the Auditors regarding
financial reporting; and recommend to the Board and the shareholders the termination of the
appointment of the Auditors, if and when advisable.

When there is to be a change of the Auditors, (i) review all issues related to the change, including
any notices required under applicable law, stock exchange rules or policies, or other regulatory
requirements, and the planned steps for an orderly transition; and (ii) be primarily responsible for
questions relating to such change.

Review and discuss with the Auditors their audit plan, scope, staffing, materiality threshold, and
general audit approach.

Review and monitor the Auditors’ independence and objectivity and the effectiveness of the audit
process in accordance with applicable standards. The Committee should discuss with the Auditors
the nature and scope of the audit and reporting obligations prior to the commencement of the audit.

Review on an annual basis the performance of the Auditors, including the lead audit partner.

Take reasonable steps to confirm the independence of the Auditors, which include:

@) ensuring receipt from the Auditors of a formal written statement in accordance with
applicable regulatory requirements delineating all relationships between the Auditors and
the Company;

(b) considering and discussing with the Auditors any disclosed relationships or services,
including non-audit services, that may impact the objectivity and independence of the
Auditors;

(c) developing and implementing a policy on the provision of non-audit related services
provided by the Auditors to the Company or its subsidiaries and approving in advance the



10.

11.

12.

(b)
13.

14.

15.

provision of and the fees for such services, with a view to ensure independence of the
Auditors, and in accordance with applicable regulatory standards, including applicable
stock exchange requirements with respect to approval of non-audit related services
performed by the Auditors (for the purposes of this Part 1VV(a)(6)(c), Auditors include any
entity that is under common control, ownership or management with the Auditors or any
entity that a reasonable and informed third party knowing all the relevant information
would reasonably conclude to be part of the Auditors, nationally or internationally); and

(d) as necessary, taking or recommending that the Board take appropriate action to oversee
the independence of the Auditors.

Review and approve any disclosures required to be included in periodic reports under applicable
securities laws, rules and regulations and stock exchange and other regulatory requirements with
respect to non-audit services provided by the Auditors.

Confirm with the Auditors and receive written confirmation at least once per year: (i) indicating
that the Auditors are a member in good standing with the Canadian Public Accountability Board
(CPAB) and comparable bodies elsewhere to the extent required and disclosing any sanctions or
restrictions imposed by the CPAB and such other comparable bodies; and (ii) responding to any
other reasonable request of the Committee for confirmation as to their qualifications to act as the
Company’s Auditors.

Consider the tenure of the lead audit partner on the engagement in light of applicable law, stock
exchange rules and policies or other regulatory requirements.

Review all reports required to be submitted by the Auditors to the Committee under applicable
laws, rules and regulations, stock exchange rules and policies or other regulatory requirements.

Receive and consider all recommendations and explanations which the Auditors place before the
Committee.

Ensure that the provision of any non-audit related services by the Auditors does not impair
their independence or objectivity and develop and implement any necessary policies in that
regard.

Financial Statements and Financial Information

Review and discuss with management, the financial and accounting officer(s) of the Company and
the Auditors, the Company’s annual audited financial statements, including the disclosure made in
Management’s Discussion and Analysis relating thereto and the Auditor’s report thereon, prior to
filing or distribution of such statements, and recommend to the Board, if appropriate, that the
Company’s audited financial statements be included in the Company’s annual reports distributed
and filed under applicable laws and regulatory requirements.

Review and discuss with management, the financial and accounting officer(s) of the Company and
the Auditors, the Company’s interim financial statements, including the disclosure made in
Management’s Discussion and Analysis relating thereto and the Auditors’ review of such interim
financial statements, prior to filing or distribution of such statements.

Review any earnings press release of the Company before the Company publicly discloses this
information.



16.

17.

18.

19.

©)

20.

21.

22.

23.

Be satisfied that adequate procedures are in place for the review of the Company’s disclosure of
financial information extracted or derived from the Company’s financial statements and
periodically assess the adequacy of these procedures.

Discuss with the Auditors and review the matters required to be discussed by applicable auditing
standards requirements relating to the conduct of the audit, including:

@) the adoption of, or changes to, the Company’s significant auditing and accounting
principles and practices, including significant assumptions and qualifications;

(b) the management letter provided by the Auditors and the Company’s timely response to
that letter;

© any difficulties encountered in the course of the audit work, including any restrictions on
the scope of activities or access to requested information, or personnel and any significant
disagreements with management; and

(d) any material queries raised by the Auditors to management about accounting records,
financial accounts or systems of control and management’s response.

Discuss with management and the Auditors any major issues regarding accounting principles used
in the preparation of the Company’s financial statements, including any significant changes in the
Company’s selection or application of accounting principles, at least twice a year. Review and
discuss analyses prepared by management and/or the Auditors setting forth significant financial
reporting issues and judgments made in connection with the preparation of the financial statements,
including analyses of the effects of alternative approaches under generally accepted accounting
principles.

Review any report under applicable securities law, stock exchange rules or policies or other
regulatory requirements, including any reports required to be included in statutory filings, including
in the Company’s annual proxy statement.

Ongoing Reviews and Discussions with Management and Others

Obtain and review an annual report from management relating to the accounting principles used in
the preparation of the Company’s financial statements, including those policies for which
management is required to exercise discretion or judgments regarding the implementation thereof.

Periodically review separately with each of management, the financial and accounting officer(s) of
the Company and the Auditors: (a) any significant disagreement between management and the
Auditors in connection with the preparation of the financial statements;; (b) any difficulties
encountered during the course of the audit, including any restrictions on the scope of work or access
to required information; and (c) management’s response to each.

Periodically discuss with the Auditors, without management being present: (a) their judgments
about the quality, integrity and appropriateness of the Company’s accounting principles and
financial disclosure practices as applied in its financial reporting; and (b) the completeness and
accuracy of the Company’s financial statements.

Monitor the integrity of the Company’s financial statements and annual report and accounts, half-
year report and, if prepared for publication, quarterly reports, and review significant financial



24.

25.

26.

217.

28.

29.

reporting judgments contained therein. In reviewing such reports before submission to the Board,
the Committee’s review shall include a review of:

@) any changes in accounting policies and practices;
(b) major judgmental areas;

(© significant adjustments resulting from the audit;
(d) going concern assumptions and any qualifications;
(e) compliance with accounting standards; and

()] compliance with applicable stock exchange regulations and other legal requirements
relating to financial reporting.

Consider and approve, if appropriate, significant changes to the Company’s accounting principles
and financial disclosure practices as suggested by the Auditors or management and the resulting
financial statement impact. Review with the Auditors or management the extent to which any
changes or improvements in accounting or financial practices, as approved by the Committee, have
been implemented.

Review and discuss with management, the Auditors and the Company’s independent counsel, as
appropriate, any legal, regulatory or compliance matters that could have a significant impact on the
Company’s financial statements, including applicable changes in accounting standards or rules, or
compliance with applicable laws and regulations, inquiries received from regulators or government
agencies and any pending material litigation.

Discuss with the Company’s financial and accounting officer(s) and the Auditors-any matters which
should be brought to the attention of the Committee concerning accounting, financial and operating
practices and controls and accounting practices of the Company and give due consideration to such
matters.

Review the principal control risks to the business of the Company, its subsidiaries and joint
ventures; and verify that effective control systems are in place to manage and mitigate these risks.

Review and discuss with management any earnings press releases, including the use of “pro forma”
or “adjusted” non-GAAP information, as well as any financial information and earnings guidance
provided to analysts and rating agencies, before the Company publicly discloses this information.
Such discussions may be done generally (i.e., discussion of the types of information to be disclosed
and the types of presentations made).

Review and discuss with management any material off-balance sheet transactions, significant or
unusual items, arrangements, obligations (including contingent obligations) and other relationships
of the Company with unconsolidated entities or other persons, that may need to be reflected in the
reports or accounts, or may have a material current or future effect on financial condition, changes
in financial condition, results of operations, liquidity, capital resources, capital reserves or
significant components of revenues or expenses. Obtain explanations from management of all
significant variances between comparative reporting periods.



30.

(d)

31.

32.

33.

34.

35.

36.

37.

38.

39.

Review and discuss with management the Company’s major risk exposures and the steps
management has taken to monitor, control and manage such exposures, including the Company’s
risk assessment and risk management guidelines and financial and accounting policies.

Risk Management and Internal Controls

Review, based upon the recommendation of the Auditors and management, the scope and plan of
the work to be done by the Company’s financial and accounting group and the responsibilities,
budget and staffing needs of such group.

Discuss the internal control system with management to ensure that management has performed its
duty to have an effective internal control system. Such discussions should include adequacy of
resources, staff qualifications and experience, training programs and budget of the Company’s
accounting and financial reporting function.

Ensure that management has designed and implemented effective systems of risk management and
internal controls and, at least annually, review and assess the effectiveness of such systems.

Approve and recommend to the Board for adoption policies and procedures on risk oversight and
management to establish an effective system for identifying, assessing, monitoring and managing
risk.

In consultation with the Auditors and management, review the adequacy of the Company’s internal
control structure and procedures designed to ensure compliance with applicable laws and
regulations, and discuss the responsibilities, budget and staffing needs of the Company’s financial
and accounting group.

Establish and review procedures for: (a) the receipt, retention and treatment of complaints received
by the Company regarding accounting, internal accounting controls or auditing matters; and (b) the
confidential, anonymous submission by employees of the Company of concerns, including without
limitation, concerns with respect to internal controls, financial reporting and questionable
accounting or auditing matters. The Committee should ensure that proper arrangements are in place
for fair and independent investigation of such matters and for appropriate follow-up.

Ensure coordination between the Auditors and the Company’s internal audit team and ensure that
the internal auditor function is adequately resourced and has appropriate standing within the
Company; Maintain a direct reporting relationship with the Company’s internal audit team and
review: (i) the internal control reports prepared by management, including management’s
assessment of the effectiveness of the Company’s internal control structure and procedures for
financial reporting; (ii) the Auditors’ attestation and report on the assessment made by
management; and (iii) the performance of the Company’s internal audit team on an annual basis.

Review the appointment of the Chief Financial Officer and any key financial executives involved
in the financial reporting process and recommend to the Nominating and Corporate Governance
Committee and to the Board any changes in such appointments.

Review arrangements that employees of the Company can use, in confidence, to raise concerns
about possible improprieties in financial reporting, internal control or other matters. The Committee
should ensure that proper arrangements are in place for fair and independent investigation of these
matters and for appropriate follow-up action; and act as the key representative body for overseeing
the Company’s relations with the Auditors.



(e) Other Responsibilities
40. Create an agenda and timetable for the Committee for the ensuing year.

41. Review and approve related-party transactions if required under applicable law, stock exchange or
other regulatory requirements.

42. Consider major investigation findings with respect to risk management and internal control matters,
as delegated by the Board or on its own initiative, and management’s response to such findings.

43. Review and approve: (a) any change or waiver in the Company’s code of ethics applicable to senior
financial officers; and (b) any disclosures made under applicable law, stock exchange or other
regulatory requirements regarding such change or waiver.

44, Establish, review and approve policies for the hiring of partners, former partners, employees, or
former employees of the Auditors or the Company’s former independent auditors.

45, Review and reassess the adequacy of, and the duties and responsibilities set out in, this Charter
annually and recommend to the Nominating and Corporate Governance Committee and to the
Board any changes deemed appropriate by the Committee.

46. Review its own performance annually, seeking input from management and the Board.

47. Confirm to the Board annually that all responsibilities outlined in this Charter have been carried
out.

48. Perform any other activities consistent with this Charter, the Company’s constating documents and

governing law, as the Committee or the Board deems necessary or appropriate.
V. Reporting

The Committee shall report regularly to the Board, including on matters set out in applicable stock exchange
regulations, and shall submit the minutes of all meetings of the Committee to the Board (which minutes shall
ordinarily be included in the papers for the next full board meeting after the relevant meeting of the Committee).
The Committee shall also report to the Board on the proceedings and deliberations of the Committee at such
times and in such manner as the Board may require. The Committee shall review with the full Board any issues
that have arisen with respect to the quality or integrity of the Company’s financial statements, the Company’s
compliance with legal or regulatory requirements, the performance or independence of the Auditors or the
performance of the Company’s financial and accounting group.

VI. Resources and Access to Information

The Committee shall be provided with sufficient resources by the Company to perform its duties. The
Committee shall have the authority to: (i) retain, at the expense of the Company, independent legal, accounting
and other advisors or consultants to advise the Committee, as it determines necessary to carry out its duties;
and (ii) approve the terms and conditions of the arrangement (including, the fees and other retention terms)
with such outside advisors.

The Committee has the authority to conduct any investigation appropriate to fulfilling its responsibilities. The
Committee has direct and unrestricted access to any officer, employee or consultant of the Company and its
subsidiaries. The Committee may request any officer, employee or consultant of the Company or its



subsidiaries, the Company’s outside counsel or the Auditors to attend a meeting of the Committee or to meet
with any members of, or consultants to, the Committee with or without the presence of management. In the
performance of any of its duties and responsibilities, the Committee shall have unrestricted access to any and
all books and records of the Company and its subsidiaries necessary for the execution of the Committee’s
obligations.

The Committee shall determine the extent of funding necessary for payment of: (a) compensation to the
Company’s independent public accounting firm engaged for the purpose of preparing or issuing an audit report
or performing other audit, review or attest services for the Company; (b) compensation to any independent
legal, accounting and other advisors or consultants retained to advise the Committee; and (c) ordinary
administrative expenses of the Committee that are necessary or appropriate in carrying out its duties.

Amendments

At least annually, this charter will be fully evaluated by the Nominating and Corporate Governance
Committee and any appropriate updates will be recommended to the Board for consideration. The
Nominating and Corporate Governance Committee shall have the authority to make minor technical
amendments to this charter from time to time as required.



