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The Mineral Resources Law of the People's Republic of China (""PRC"") was adopted in 1986, with subsequent regulations
being promulgated in 1993 and 1994. All mineral resources belong to the State, pursuant to the Chinese Constitution. The
State Council (the Executive Cabinet) exercises control over the mineral resources on behalf of the State. With recent changes
in the principal mining laws and related laws and regulations, the government hopes to encourage foreign exploration and
exploitation mineral projects, to meet its economic expansion needs and, thereby achieve national economic and social
objectives. Recent mineral investment activities and production statistics indicate movement in that direction, with some
disappointments. Foreign investment still lags, but government changes in mining regulations continue in an attempt to attract
further investment, while at the same time protect State interests. New discoveries encourage continued interest in the vast,
untapped resources of the country.

1. Chinese Mining Law Policy Basics

China (also termed herein the "State" or "PRC") recognizes the significance of a strong
mineral industry on its economic future, and that in recent years domestic supplies of
necessary mineral commodities have failed to meet the requirements of economic
expansion®. During the recent past, measures have been attempted to "reformulate”
China's mineral policy system to promote mineral development in order to aid in the
achievement of its national economic and social development objectives®.

State owned mining enterprises used to be the principal organizations involved in mining
mineral resources. Provincial, autonomous regions and municipal governments, in
conjunction with the local departments of the Ministry of Land and Resources (the
“"Ministry"), are responsible for supervising and administering exploration and mining®.
Now, however, collective-owned, private-owned and other ownership enterprises (via
Hong Kong, Macao and Taiwan or foreign investment) have entered this industry area.
The Ministry of Geology & Mineral Resources (now the Ministry of Land and
Resources”) began drafting in 1994 the Proposed Amendments to the Mineral Resource
Law, which amendments went into effect on January 1, 1997.

1.1. Mining law policy

Mineral exploration and exploitation are carried out by State enterprises or Chinese -
foreign joint ventures. Foreign interests, however, were not allowed to recover gold or
silver under 1983 Rules (being termed a "Special Industry™) promulgated by the Bank of
China, whose president has been a member of the State Council and a principal of the
Gold Bureau.® Under its 1983 Rules for gold and silver, the Bank of China controls the
purchase and distribution of gold and silver in China, and all such precious metals have
had to be sold to the Bank of China and could not be exported.’



1.2. Policy toward foreign mineral development

Prior to the 1996 amendments to the Mineral Resources Law, the law did not provide
anything special for foreign investment in mineral resources. The State allowed foreign
entities and individuals to invest in mineral exploration and exploitation under the
Mineral Resources Law, subject to all other laws.? A variety of measures have been
undertaken to improve mineral investment conditions within China, to promote domestic
mineral development and, simultaneously, to encourage the introduction of foreign
capital and advanced technology.® The introduction of foreign capital and advanced
technology is intended to achieve certain objectives, including: augmenting mineral fuel
and raw material supplies, increasing government revenues, improving the mining
technology base and increasing employment opportunities in Chinese mining.*® To
achieve those and other goals, the government hopes to encourage foreign exploration
and exploitation into the mineral project categories ("Groups™) discussed below.

2. Chinese Mining Law

The Mineral Resources Law of the PRC is the principal mining law of the State. Together
with the PRC Constitution, it stipulates that rights to the mineral resources within the
territories of China vest in the State.™

2.1. Constitution

Under the Chinese Constitution, all mineral resources occurring within China's territorial
boundaries belong to the State, and there is a tri-level structure of legislative power
whereby the lower level is subject to, and must not contravene, the more upper leve
The three levels of legislative power consist of national legislation (the National People's
Congress), followed by the state administrative rules and regulations (State
administration), and finally, by the local regulations (provincial congresses).
Administrative departments functioning directly under the State Council may formulate
implementation rules, which will have effect within their respective departments.
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2.2. Laws

The Mineral Resources Law of the PRC, adopted March 19, 1986, amended on August
29, 1996 ("Amendments") and effective as amended as of January 1, 1997 (after passage
of the 21% Session of the Standing Committee of the 8" National People's Congress on
August 29, 1996), is the principal mining law. The Amendments were adopted to achieve
the policy goals set forth above. Same treatment is now to be accorded foreign
investment enterprises as to domestic enterprises, regarding exploration rights, mining
rights and the transfer of those rights.*®

China has adopted a licensing-type of system for the exploration and exploitation of the
mineral resources. Exploration permits (or licenses) are registered and issued to
"licensees” in the form of 3-year leases (7 years for oil and gas) from the Central or the
Provincial Bureau of Land and Resources.™ The exploration permit area is described by a



“basic block" of 1' of longitude x 1' of latitude (approximately 848 acres):* an
exploration permit for metallic and non-metallic minerals has a maximum of 40 basic
blocks and for coal, has a maximum of 200 basic blocks.*

When an economic deposit is discovered, the licensee may apply for a 2-year renewal or
retention of the exploration right (permit) within thirty (30) days prior to expiration of the
permit term, for a maximum period of four (4) years or two extensions, covering the area
of the economic deposit.” Among the obligations under the permit are scheduled
minimum exploration expenditures™® (the portion of which actual expenditures are greater
than the year's scheduled expenditures is creditable against the next year's scheduled
expenditures), reporting requirements with the local county and licensing authority and
scheduled payments per kilometer for exploration right (i.e., rentals).’* The permittee,
with approval and compliance with exploration expenditures, may transfer its
explorations right.?

The mining license holders of a mining right are termed "concessionaires," and their
license terms are determined by the magnitude of a mining project.? If the size of a
mining project is large, the maximum term of the mining license is thirty (30) years, and
scaled down from there to as low as ten (10) years for one small in size.”* The mining
licensee may extend the term of a mining license with an application thirty (30) days
prior to expiration of the term.?® The "rentals" for exercise of the mining right are a fee of
1,000 RMB per square kilometer per year.?* The Ministry of Land and Resources is
responsible for approving exploitation applications for coal, hydrocarbons, precious
metals, most base metals, most non-metallics, rare earths and other minerals as listed in
the appendix to the Regulations on Registration for Exploration of Mineral Resources, for
large scale reserves.”® The concessionaire, or mining licensee, may transfer with
governmental approval all or a portion of its mining right.?

While taxation and environmental regulation are beyond the general scope of this paper,
the reader should be aware that significant regulations exist in these areas affecting
mining. There are numerous taxes, charges and fees that apply to the mineral industries,
including the value added tax, resources tax, mineral resources compensation (royalties),
corporate income tax, city construction tax, land use tax, business tax and other taxes or
assessments. As for environmental regulations, the basic laws in China governing
environmental protection in the mineral industry sector of the economy are the
Environmental Protection Law and the Mineral Resources Law.?” According to the State
Environmental Protection Administration, the Chinese mining industry produces eighty-
five percent (85%) of China's solid waste each year and ten percent (10%) of its
wastewater, only 4.23% of which is estimated to be properly processed.?®

2.3. Administrative regulations

The legal rights and interests of the holder of mineral titles are under the protection of the
Chinese Government, pursuant to the Rules for Implementation of the Mineral Resources
Law of the PRC, promulgated March 20, 1994 (“Mineral Resources Rule").?® As
discussed above, China has adopted a licensing-type system for exploration and



exploitation of its mineral resources; the exploration permittee, or holder of the
exploration permit has the following rights: to undertake without interference exploration
within the area under permit during the permit term, to have a priority to obtain a mining
license upon discovery of a mineral deposit of commercial value, to construct necessary
exploration facilities and to pass through other exploration areas and adjacent ground to
access the permitted area, among other rights.*

While exploration permits are registered and issued to licensees in the form of 3-year
term leases, initially, from the Central or Provincial Bureau of Land and Resources, as
discussed above, at least one longer term joint venture lease (20 years) has been
reported.®! The obligations of the permittees include the following: to start exploration
within the prescribed term, to report to the appropriate exploration management
government agency, to conduct its exploration activities in accordance with the permit, to
conduct a comprehensive exploration program for all key and associated minerals, to
submit mineral exploration reports for review and approval and to comply with other
applicable laws and regulations.®

The amended law stipulates that an exploration licensee has a priority, an exclusive right
to obtain the "mining right™ within the area under the exploration right, when there has
been a discovery, to conduct mining operations, pursuant to applicable regulations (for
example: mining plans, financial and technical qualifications and environmental impact
statements).*

Once mining licenses are obtained, the rights of the concessionaires include the
following: to conduct mining operations within the term and mining area prescribed by
the license, to sell the mineral products by themselves, except for those mineral products
which the State Council had prescribed for unified purchase, to construct production
facilities within the mining area, to acquire land use and other rights.®* As well, the
concessionaires have obligations including reporting requirements and submission to
inspections. Additionally, the miner - applicant for a mining right (concession) must
present, with its plan for development and utilization of the mineral resources under
lease, an environmental impact statement.®

On February 12, 1998, the State Council issued three sets of regulations (the three "items
of regulations™) to implement the Amendments, as follows: (1) the Regulations on
Registration for Mineral Exploration; (2) the Regulations on Registration for Exploration
of Mineral Resources; and (3) the Regulations on Transfer of Exploration Rights and
Mining Rights.

2.4. Local law considerations

The congress of a province or autonomous may adopt local mining regulations. The
departments under provincial governments, autonomous regions and municipalities
directly under the Central Government are responsible for exploration applications for
mineral resources not reviewed by the Ministry of Land and Resources, such as oil
shales, manganese, chromium, iron or sulphur and those whose reserves are "medium™ in



scale.®® Prefecture and county level departments are responsible for "small-scale” mineral
resources.®’

2.5. Laws and regulations relating to foreign investment®®

China first allowed foreign investment in prospecting and mining in 1993 with
prospecting for, and exploitation of, the Tarim Basin's natural gas reserves in western
China.*® The Ministry approves exploration applications for mineral resources to be
explored by foreign investment entities.”> The mineral resources available to foreign
investments (generally not as wholly owned foreign investments) are divided into three
categories: (1) Group A ("encouraged" projects) -- coal and associated minerals mining
and separation, iron ore mining and beneficiation, base metal (copper, lead, zinc and
aluminum) and nonmetallic minerals; (2) Group B ("restricted™ projects) -- coke/coal
mining, copper processing, precious metal mining and processing (gold, silver, and
platinum group metals), other base metals (tin, tungsten and antimony), rare earth
minerals and gemstones; and (3) Group D -- minerals not included in Group A, B or C.**
A "Group C" project for prohibited minerals includes radioactive minerals,
boromagnesites and celestites.

The Ministry approves exploration applications for mineral resources to be exploited
(mined) by foreign investment.*? The transfer of foreign investment mining rights, as well
as similar (mined) exploration rights, are subject to approval by the Ministry pursuant to
any other transfer conditions as discussed above.

The general procedure for implementing foreign investment in exploration of Chinese
mineral resources (at the Central Government level) is described as a seven step process:
Step 1 - inquire with the Ministry about available land areas; Step 2 - reserve the name of
the proposed entity; Step 3 - apply to the Ministry for designation of an exploration (or
mining) area; Step 4 - apply to the Ministry of Foreign Trade and Economic Cooperation
(or local agency) for authority of the proposed business entity; Step 5 - obtain a business
license; Step 6 - apply to the Ministry for a grant of the exploration right (or the mining
right); and Step 7 - apply to the Ministry for a land use right.** The Ministry of Foreign
Trade and Economic Cooperation and the State Environmental Protection Agency issued
provisions in 1993 on environmental protection management with regard to foreign
investment.

Of particular interest for foreign investment, gold and silver (pursuant to an official
"Gold Policy") have been subject to regulatory changes of their restricted or protected
status in the 1990s. Under the Gold Policy, gold had to be sold by the miner exclusively
to the Bank of China at the current international market price discounted, initially, at 10%
and, subsequently, at 3%.* Pursuant to State Council direction, the Bank of China has
authority to adjust the purchase price with respect to the gold market prices under certain
criteria.”® The price of gold has been raised to more closely track the international market
prices, e.g., the "London Fix." Subject to the same policy are the low grade (less than
0.03 ounces per ton) and refractory-processed (sulphide ore) gold deposits, that have been
the sole deposits open to foreign investors; however, such foreign investors may retain



their investment if, as development proceeds, they discover a high grade or non-
refractory gold deposit.*®

Revised regulations for the settlement, selling and payment of foreign exchange came
into effect in 1996.%” The foreign exchange regulations apply to domestic, as well as
foreign, investment enterprises.*®

3. New Developments in Chinese Mining Law

China continues to make changes in its mining regulations in attempts to advance
production, encourage foreign investment and insure environmental protection.

3.1. New laws and regulations

The Bank of China has recently ended over fifty years of government monopoly over
silver transactions, allowing producers and buyers to deal in silver directly, putting silver
under rules and regulations for general commodities.”* The Bank of China has
endeavored to adjust the price of gold purchased so as to keep it close to the price on the
international gold market; for example, on February 16, 1998, by direction of the State
Council, the Chinese gold price was 80.5 Yuans per gram ($305 in United States Dollars
("USD™) per ounce at $1 USD per 8.2 Yuans) for gold content of less than 99.9%, and
81.2 Yuans per gram ($308 USD per ounce) for gold content greater than 99.9%.>° On
October 10, 1999, the Bank of China raised its buying and selling prices of gold 21.9%,
the buying price from RMB 69.9/g to RMB 85.2/g and the selling price from RMB 71.3
to RMB 86.9 after three previous price drops, in accordance with fluctuations in the
international gold market.>*

Two (2) directives intended to standardize the trade in mining rights and foster a
"healthy" mining rights market were promulgated and released by the State Council and
the Ministry in March, 1999, to establish a legal structure for managing the mining rights
market.>” The first directive, the Temporary Measures for Managing Appraisal of
Prospecting and Mining Rights provides that, when prospecting and mining rights
derived from "national investment" are under appraisal for sale or transfer, the appraisal
shall be accomplished through a system maintained by the Office of Geology and Mining
Management, and the second directive, the Temporary Measures for Managing
Qualifications to Appraise Prospecting and Mining Rights, sets out appraiser
qualifications for the responsible organizations.>

3.2. New foreign investment laws and regulations

As mentioned, there have been significant changes in the restrictions on foreign
investment in mining in China. To further open its door to foreign investment to mining,
and "raise the level of the utilization of foreign investment,” China issued a new policy
document on April 14, 1998, providing for the new forms of foreign investment entities
mentioned above, for the Groups of minerals mentioned above and for a set procedure for
foreign investment.>* As well, the Gold Policy has seen substantial change. Foreign



investment is no longer limited to the low grade and/or refractory gold deposits, as set
forth above.> No value added tax is imposed on gold, the royalty is calculated against
gold ore (and not "downstream product™) and the Bank of China is directed to proceed
more rapidly with further gold management reform.>®

Changes in the treatment of foreign investment are continuing into the 21* century.
Significant changes were initially announced by China's Vice Minister to the Ministry,
Shou Jiahua, that China will adopt additional preferential policies to encourage foreign
investment in prospecting and exploring mineral resources (excluding oil and gas).>” The
State Council Information Office later announced, on December 14, 2000, that foreign
investors may engage in "risk exploration™ for mineral resources (excluding oil and gas)
either as sole proprietorships or as joint ventures with Chinese partners.®® Foreign
investors may also purchase rights to explore and mine such mineral resources (except
those forbidden by law) legally held by large and medium-sized Chinese enterprises.>
Western China is getting particular State attention for mining development under the new
pronouncements. Foreign investors who explore and develop such mineral resources in
western China are entitled to existing State preferential policies, are exempt from "fees"
for one (1) year and pay only half the fees for two years thereafter.®°

The PRC plans to establish a gold exchange in 2001 as part of its efforts to open up the
country's precious metals market, with an exchange in either Beijing, Shanghai,
Shenzhen or Tianjin.®! It is hoped that efforts to relax government controls over gold
production and distribution will increase funding channels and encourage foreign
investment.®

Investment and securities are certainly beyond the scope of this paper; however, recent
State directives involving mining in this area are significant from a technical
perspective.®® Foreign companies that carry out financial assessments of Chinese mining
enterprises, such as those planning to offer "B shares" should be aware that all companies
that appraise Chinese mineral rights must be approved by the Ministry and meet all the
relevant conditions of the "Interim Management Methods Concerning Qualifications for
Appraising Prospecting and Mineral Rights.”®* In general, foreign assessment firms are
reported to not meet all the relevant requirements of this regulation or the "Management
Methods Concerning the Transfer of Prospecting and Mining Rights."®

4. Recent Developments with Mining in China

The domestic mining world has dramatically changed in China since the 1980s. One
report states that official subsidiaries for gold prospecting are being cut back,®® smaller
mines are being closed down and polluting processes are being restricted.®” However
accurate this report may be, it is clear for China and for the world in general that, as
stated in the same report, so long as the world price for gold remains around $280-$330
USD per ounce (let alone below $270 USD, per current reports in January, 2001at the
time of this paper), gold production is likely to stagnate or falter in the medium term.®®

4.1. Domestic development activities



With respect to gold, in Tibet (Xizang Province) two high grade, accessible alluvial gold
deposits discovered by the Tibetan Command Center of the Third Gold Regiment of the
Chinese Army have been reported in the northern Naqu region, with an estimated value
of $36.23 million USD, according to a September 16, 1999 report in Hua Sheng Bao
(Hua Sheng Overseas Chinese Newspaper).*® According to reports from the China News,
gold production overall in China has risen three and 6/10ths percent (3.6%) in the first
nine (9) months of 2000, to 120.8 million tons (mt), below the targeted production rate of
175 mt for the same period.”® Apparently, the new regulations are having some desired
effect, since 1999 gold output was reportedly at 169.1 mt.”*

China's concern for encouraging production in the base metals is well-founded as well,
apparently. Copper consumption has grown rapidly in China during the 1990s and trails
only the United States in consumption, secondly, China has become a major aluminum
importer and, according to the China State Administration of Metallurgical Industry, an
importer of rolled steel.”> However, concerns for environmental protection have
mounted in concert with this production effort. According to reports by Zhongyang
Dianshitai (China Central Television) on October 15, 2000, all mining construction
projects, as required above, must submit environmental impact "assessments” and those
projects that fail to meet environmental protection standards will not be permitted to go
forward.

However, according to Jiang Chengsong, Vice Minister of the Ministry, the largest
copper reserve in China was recently discovered in the Tianshan Mountain area of
eastern Xinjiang Uygur Autonomous Region, south of the Turpan - Hami Basin, with,
reportedly, "millions of tons of copper deposits,” at 380 meters deep, with an ore grade of
1% to 1.5% copper.”

China has considered expanding its resources supplies by looking overseas, as well. The
China National Overseas Mineral Development Fund was established to support Chinese
mining corporations operating overseas, seeking opportunities in the exploration and
exploitation of mineral resources overseas.

4.2. Foreign investment activities

Foreign direct investment in Chinese gold mining has so far been disappointing: the
major companies, up to now, find the approval process daunting, the legal framework
unclear and the taxation regime not conducive to exploration risk costs.’* During the
1990s, prominent international mining companies such as Barrick, BHP, and Newmont
entered into negotiations with the Chinese government on large area gold exploration
agreements, particularly in Guangxi and Yunnan Province areas. That area of China was
identified as a prime target for "Carlin-type" gold deposits in the early 1990s and has
been actively explored since the 1970s.”> However, none of these major gold producers
are pursuing gold projects in China at this time.

A "dozen or so0" gold juniors have signed up to develop gold properties in China, but are
reported to be constrained by the current low world gold price and lack of funding.”



World Wide Minerals Ltd., via its subsidiary Libra Gold Corp., has acquired control of
the Dafang Gold Project, with a "total drill-indicated and inferred” resource estimated at
one million ounces of gold, located in Hunan Province.”” Libra also has an interest in the
Dexing Gold Project, a 99 square kilometer concession in Jiangxi Province, that
surrounds the Tongshang open pit copper/gold mine.” Sino Mining Ltd., an Australian-
Chinese joint venture, operates a nickel/gold mine in Jianchaling, Shaanxi Province,
currently producing 70,000 ounces of gold per year.”

Prominent mining companies, as Billiton plc and Rio Tinto (RTZ) have reportedly
expressed strong interst in copper mining in the Tianshan Mountain region, site of the
reportedly large copper discovery.®® Both of these companies, reportedly, are presently
involved with preparing mining feasibility studies for projects in China.**

Finally, the recent issue of the Engineering and Mining Journal reports (without naming
operators) that there are eleven (11) capital investment, mining projects (half
underground and half open pit) scheduled in China this year: two (2) which are primarily
precious metal; eight (8) which are primarily base metal; and one (1) which is tantalum.*?
Of the eleven (11) projects, one, which is in the pre-feasibility study stage, is termed "a
major capital investment,” an open pit zinc mine at Lanping with a resource of 200
million tons and a reserve of 14 million tons, an estimated investment value of $500
Million USD, and a "start up" date of post-2004.2
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