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This heads of agreement on the kumtor PROJECT restructuring ("heads of Agreement") is made on 




   
18 JANUARY 2014

BETWEEN: 
(1)
THE GOVERNMENT OF THE KYRGYZ REPUBLIC (the "Government of the Kyrgyz Republic");
(2)
OJSC KYRGYZALTYN, an open joint stock company incorporated under the laws of the Kyrgyz Republic with its principal office and place of business at 195 Abdymomunova Street, Bishkek, 720040, Kyrgyz Republic ("Kyrgyzaltyn"); 
(3)
CENTERRA GOLD INC, a corporation incorporated under the laws of Canada with its principal office and place of business at 1 University Avenue, Suite 1500,  Toronto, ON, M5J 2P1 Toronto, Ontario, Canada ("Centerra"),
(jointly "the Parties" and each individually a "Party").
1. PREAMBLE

2. The Government of the Kyrgyz Republic, Kyrgyzaltyn and Centerra,  for the purposes of further restructuring of the Kumtor Project, aimed at creating a joint venture on the basis of parity, equal partner relationship and mutual benefit, have agreed on the general terms and conditions of the restructuring, set forth in this Heads of Agreement.

3. Following the review by the Parliament of the Kyrgyz Republic (the "Zhogorku Kenesh") on 23 October 2013 of the Memorandum of Understanding dated 9 September 2013, the Government of the Kyrgyz Republic, Kyrgyzaltyn and Centerra have conducted additional discussions with a view to addressing the concerns expressed by the Zhogorku Kenesh at this meeting, and progressing the restructuring of Kyrgyzaltyn's share interest in Centerra to establish a joint venture between Centerra and Kyrgyzaltyn with respect to the Kumtor Project.

4. Following a series of intensive negotiations, the Parties have agreed on the key issues set out in this Heads of Agreement as the basis for the implementation of the Kumtor Project Restructuring.  

5. This Heads of Agreement is intended to be the basis for further negotiations between the Parties necessary to address legal and regulatory matters and to facilitate the obtaining of approvals; it is not intended to be and is not legally binding.  When definitive subsequent agreements ("Subsequent Agreements") are executed and delivered by the Parties, they will become legally effective and binding only upon the requisite consents and approvals having been obtained by each of the Parties, including for avoidance of doubt from the Government of the Kyrgyz Republic, the Zhogorku Kenesh of the Kyrgyz Republic, the Boards of Kyrgyzaltyn and Centerra, the shareholders of Kyrgyzaltyn and Centerra and the Canadian courts and regulatory bodies.

6. THE KUMTOR PROJECT RESTRUCTURING

7. The Parties agreed that the restructuring of the Kumtor Project (the "Kumtor Project Restructuring") will be implemented through creation of a joint venture on the following conditions: 
7.1.1. JSC "Kumtor Gold Company" and JSC "Kumtor Operating Company" will be restructured with a Joint Venture being created in a legal form acceptable to the Parties. The Joint Venture shall be a legal entity of the Kyrgyz Republic, acting on the territory of the Kyrgyz Republic in accordance with the principles, set out in this Heads of Agreement, consistent with the terms of Subsequent Agreements and the legislation of the Kyrgyz Republic;

7.1.2. Subject to provisions contained in Section 63 below, the Joint Venture shall take over the assets (including fixed assets, inventories, accounts receivable, financial contributions, Kumtor Deposit concession rights, and other tangible and intangible rights, including assets owned by the JSC "Kumtor Gold Company" and JSC "Kumtor Operating Company") related to the implementation of the Kumtor Project. The exact list of such assets will be agreed upon by the Parties and reflected in Subsequent Agreements;

7.1.3. The shares held by Kyrgyzaltyn in the capital of Centerra (32.75%) will be converted into a direct share in the Joint Venture of 50%;

7.1.4. The founders of the Joint Venture shall be Kyrgyzaltyn and Centerra (or their respective 100 percent subsidiaries) in equal shares;

7.1.5. The Parties will continue negotiations with a view to developing the corporate structure of the Joint Venture, reflecting the interests of the Parties.
7.1.6. The Parties acknowledge that the requisite legal process and approvals to effect the Kumtor Project Restructuring under relevant Kyrgyz Republic and Canadian law, which require the Kumtor Project Restructuring to be fair to all Centerra shareholders, shall be reflected in the Subsequent Agreements concluded on the basis of this Heads of Agreement.
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7.1.7. In this Heads of Agreement:
7.1.8. "Annual Mine Plan" has the meaning given to it in Section 73;

7.1.9. "Board of Directors" has the meaning given to it in Section 27;

7.1.10. "Centerra Board Liaison" has the meaning given to it in Section 50;

7.1.11. "Equipment Lease" has the meaning given to it in Section 64;
7.1.12. "Joint Venture" or "JV" means a company (as property complex) incorporated and existing under the laws of the Kyrgyz Republic,, created in accordance with the this Heads of Agreement;

7.1.13. "KGC" means Kumtor Gold Company;

7.1.14. "Kumtor Deposit" means the mineral resources occurring in lands located within the concession area;

7.1.15. "Kumtor Project" means the exploration and development of gold and silver reserves, as well as the production and sale of gold and silver mined at the Kumtor Deposit; 

7.1.16. "Kumtor Project Restructuring" has the meaning given to it in Section 8; 

7.1.17. "life of mine plan" refers to the life of mine plan set out in the Technical Report on the Kumtor Gold Project, Kyrgyz Republic, for Centerra, effective as of 30 September 2012 (as may be amended from time to time in accordance with good international commercial mining practices);

7.1.18. "Management Services" has the meaning given to it in Section 58;

7.1.19. "Mandatory Policies" has the meaning given to it in Section 67;

7.1.20. "Operating Agreement" has the meaning given to it in Section 59;

7.1.21. "Operating Standards" means the operating standards described in Section 61;

7.1.22. "Project Agreements" has the meaning given to it in Section 77;

7.1.23. "Subsequent Agreements" means the agreements required for implementation of the Kumtor Project Restructuring, which are to be the subject of further negotiation between the Parties; 

7.1.24. "Restructuring Date" means the date of completion of the Kumtor Project Restructuring;

7.1.25. "Shareholder" means, if the form of the JV is a joint stock company, a shareholder, or if the form of the JV is a limited liability company, a participant;
7.1.26. "Chair" and "Vice Chair" have the meanings given to them in Section 32; 

7.1.27. "Manager" has the meaning given to it in Section 58;

7.1.28. "Working Capital Facility" has the meaning given to it in Section 21; and

7.1.29. "Zhogorku Kenesh" has the meaning given to it in Section 4.
8. GUIDING PRINCIPLES AND CORE OBJECTIVES OF THE KUMTOR PROJECT RESTRUCTURING

9. The Parties acknowledge and agree that the Kumtor Project Restructuring shall be based on the guiding principles set out in Section 11 below and aimed at achieving the core objectives set out in Section 12 below.

Guiding principles

10. The following principles shall guide the Parties in the conduct of further negotiations relating to the implementation of the Kumtor Project Restructuring:
10.1.1. The Kumtor Project Restructuring shall be fair to all Parties - to the Kyrgyz Republic and its citizens and also to all shareholders in Centerra, including Kyrgyzaltyn, which holds 32.75% of the issued and outstanding shares in Centerra.

10.1.2. The Kumtor Project Restructuring shall be implemented in a manner that is open and transparent to all relevant stakeholders, with all laws applicable to the Parties, including but not limited to laws prohibiting corruption and bribery, being strictly adhered to.  The Parties will affirm that no payments or benefits of any sort have been provided other than those that are disclosed under the agreements between the Parties.

10.1.3. The Kumtor Project Restructuring shall incorporate, and the JV's operations shall be conducted in accordance with, good international commercial standards of practice in the mining industry. 

10.1.4. The Kumtor Project Restructuring shall resolve all outstanding disputes among the Parties and ensure the long term stability of the Kumtor Project and recognise and affirm the legal framework for the operation of the JV and the Kumtor Project throughout the remaining life of mine.
Core objectives

11. The Kumtor Project Restructuring is aimed at achieving the following core objectives:
11.1.1. to safeguard the environment of the Kyrgyz Republic and to preserve the ecological safety and purity of the region surrounding Kumtor Deposit.  In this regard, the Parties have agreed that they will comply with the environmental laws of the Kyrgyz Republic and that the findings and recommendations of the Kyrgyz Republic's independent, international environmental and technical expert, AMEC, which has examined the Kumtor Project’s environmental and technical practices, shall be implemented, as set out in Section 13 below. 

11.1.2. to allow the Kyrgyz Republic to derive a substantially greater economic benefit from the Kumtor Project through increased cash flow and investment in the Kyrgyz Republic.  

11.1.3. to provide  Kyrgyzaltyn with a means to benefit financially from an increase in the publicly traded price of Centerra shares on the Toronto Stock Exchange consequent upon successful Kumtor Project Restructuring.  

11.1.4. to provide a greater degree of control for Kyrgyzaltyn over the Kumtor Project subject to Centerra's continued ability to consolidate its interests in the JV  for accounting purposes and Centerra's continuing responsibility to manage the Kumtor Project operations in accordance with the Subsequent Agreement.  

11.1.5. to stimulate the economy of the Kyrgyz Republic through the reinvestment of proceeds from the JV  into local legal entities and other entrepreneurs in the Kyrgyz Republic. 

11.1.6. to increase jobs in the Kyrgyz Republic and promote the education and experience of citizens of the Kyrgyz Republic.

11.1.7. to recognise and acknowledge that the existing agreements governing the Kumtor Project facilitated significant investment into the Kumtor Project and that the Kumtor Project Restructuring and the continued effectiveness of the existing agreements will strengthen the investment environment in the Kyrgyz Republic and increase the confidence of foreign investors and multilateral institutions to continue and expand their investment activities in the Kyrgyz Republic.

11.1.8. to resolve, in accordance with the requirements of the laws and agreements of the Kyrgyz Republic, comprehensively and finally, all claims and concerns related to the Kumtor Project, including but not limited to environmental, technical and land use matters, in accordance with the findings and recommendations of Kyrgyzaltyn's external legal, financial, environmental and technical experts, including AMEC, which has examined the Kumtor Project's environmental and technical practices.
12. RECOMMENDATIONS OF KYRGYZALTYN'S INTERNATIONAL ENVIRONMENTAL CONSULTANT, AMEC, TO BE IMPLEMENTED

13. As 100% owner of KGC prior to the Restructuring Date, and in accordance with applicable laws and agreements of the Kyrgyz Republic, Centerra confirms its responsibility for the environmental condition and environmental performance of the Kumtor Project in the course of its operation  prior to the Restructuring Date.  In order to give effect to the objectives of the Parties, all claims and concerns in relation to environmental matters, including claims by state agencies of the Kyrgyz Republic, shall be fully and finally resolved prior to the Restructuring Date in accordance with the laws and agreements of the Kyrgyz Republic and the recommendations of AMEC.  Such final resolution shall be incorporated into the Subsequent Agreements.

14. The Parties have agreed that the recommendations made by Kyrgyzaltyn's independent, international environmental and technical expert, AMEC, which has examined the Kumtor Project's environmental and technical practices, will be implemented further to additional discussions between the Parties as to the appropriate mechanism for their implementation.  The costs of implementing such recommendations prior to the Restructuring Date shall be borne by the KGC; thereafter, such costs shall be borne by the JV.

15. The Parties have further agreed that Centerra shall be obligated to reimburse the JV for actual costs arising out of waste dump stabilization, up to an amount to be negotiated and agreed between the Parties.

16. The Parties have agreed to implement a water monitoring programme, consistent with international and Kyrgyz Republic’ standards, at appropriate points along the Naryn River.

17. kyrgyzaltyn and centerra to share equally in Distributions and Dividends

18. Kyrgyzaltyn and Centerra shall each hold equal 50% interests in the JV.  As such, each of Kyrgyzaltyn and Centerra shall be entitled to participate equally in the profits from the JV through dividends.  Profits shall accrue to the Shareholders in accordance with their JV interests in the JV (Kyrgyzaltyn - 50%, Centerra - 50%).

19. The Subsequent Agreements shall set forth an agreed dividend policy, which takes into account the working capital requirement of the operation.  The dividend policy will provide that the Board of Directors (as to which, see Section 26 below) shall consider and recommend (if appropriate) and the Shareholders shall declare (if recommended), dividends. 

20. The Kumtor Project is expected to be funded through cash flow from operations, a working capital facility arranged by the JV with the European Bank for Reconstruction and Development and/or other third-party credit facilities that may replace it (the "Working Capital Facility").  No Shareholder shall be obligated to provide funding to the JV, and no JV shareholders’ general  meeting , the Board of Directors or the Manager shall have any right to require any Shareholder to provide funds to the JV, and, accordingly, no JV interest shall be subject to dilution for failure to contribute capital. 

21. To the extent that additional financing is required for the operation of the JV (whether from third parties or from the Shareholders), the terms, conditions and sources of such financing shall be subject to the approval of the Board of Directors, provided that Centerra may, at its sole option,  elect to provide shareholder loans to the JV on reasonable commercial terms to fund additional capital and/or working capital requirements for the JV.

22. The JV shall maintain the Working Capital Facility in accordance with its terms and conditions. 

23. WARRANTS

24. For no additional consideration, Centerra will grant to Kyrgyzaltyn warrants (the "Warrants") to acquire 10,000,000 common shares of Centerra (as of the date of this Heads of Agreement representing approximately 5.9% of Centerra’s outstanding shares), with the following attributes:
24.1.1. 6,000,000 exercisable on or before 24 months after the Restructuring Date, at an exercise price equal to CAD $10.00 per common share; and

24.1.2. 4,000,000 exercisable on or before 36 months after the Restructuring Date, at an exercise price equal to CAD $12.00 per common share.
24.1.3. If Kyrgyzaltyn does not exercise the Warrants before their expiration date (24 months and 36 months, respectively), Kyrgyzaltyn shall not be entitled to any additional consideration and the Parties' obligations under the Subsequent Agreements and all of the transactions contemplated thereby shall not be altered or affected in any way. 

25. Governance 

26. The corporate governance of the JV will be performed by the respective management bodies of the JV within their respective competencies established in the foundation documents of the JV and Subsequent Agreements and to the extent permitted by the legislation of the Kyrgyz Republic. The main corporate body performing the general management function of the JV shall be the Board of Directors ("Board of Directors").  The Board of Directors will be responsible for coordinating and convening the general meetings of the Shareholders in accordance with the laws of the Kyrgyz Republic. 

Board of Directors

27. Each Shareholder shall have an equal number of representatives on the Board of Directors.

28. The Board of Directors shall meet in the Kyrgyz Republic and shall do so at least quarterly and at any other times as may be reasonably requested by any member of the Board of Directors.

29. Quorum of the Board of Directors requires the presence of at least one member appointed by each Shareholder.  All decisions of the Board of Directors shall require the affirmative vote of at least one member appointed by each Shareholder.

30. The Board of Directors shall receive customary monthly and quarterly reports from the Manager regarding the performance of the JV as well as any other additional information thereof, reasonably requested of the Manager by a member of the Board of Directors from time to time. 

31. Kyrgyzaltyn shall nominate one of its appointees to the Board of Directors to serve as Chair of the Board of Directors (the "Chair") and Centerra shall nominate one of its appointees to the Board of Directors to serve as the Board of Director’s vice chairperson (the "Vice Chair").  

32. During Board of Directors' meetings, the role of acting chairperson of the meeting shall alternate (from meeting to meeting) between the Chair and Vice Chair.  In respect of any action taken in their respective capacities as Chair and Vice Chair outside of Board of Directors’ meeting, the Chair and Vice Chair shall be required to act jointly, such that each of them shall take action only with the consent and participation of the other.
32.1. The Board of Directors shall act consistently with the laws of the Kyrgyz Republic, the JV’s constituent documents, the Subsequent Agreements and the decisions of the general meeting of the shareholders of the JV.  
32.2. Consistent with the Manager’s rights and obligation to ensure the continued operation of the Kumtor Project  in accordance with good international commercial mining practices, key matters, which are not the exclusive competence of the  general meeting of the Shareholders, shall be reserved for decision by the Board of Directors.  The detailed operation of the Board of Directors and applicable competencies will be the subject of further negotiation between the Parties.  All other operational matters which are not specifically the competence of the Board of Directors or general meeting of Shareholders, will be decided and determined by the Manager in accordance with the Subsequent Agreements and the Operating Agreement.

32.3. All general meetings of the Shareholders and the Board of Directors shall occur in the Kyrgyz Republic.  

32.4. Each person nominated by Kyrgyzaltyn and Centerra as members of the Board of Directors must:
32.4.1. have the knowledge and experience, including with respect to financial matters, required to manage a mining business;

32.4.2. not have been convicted in any jurisdiction of any felony, misdemeanour or other crime involving theft, fraud, bribery or any related offense; and

32.4.3. not be a member of the Parliament of the Kyrgyz Republic (i.e. the Zhogorku Kenesh), public or municipal official of the Kyrgyz Republic.
Management of Operations 

33. Kyrgyzaltyn shall have the right to nominate one senior manager of the executive body of the JV– the Vice President of Geological Exploration or the Vice President of Geotechnical Services - for approval by the Board of Directors.  The Parties shall use all reasonable efforts to increase, within four years after the Restructuring Date, the number of executive positions nominated by Kyrgyzaltyn to two positions, as and when positions become open and subject to appropriately qualified Kyrgyz citizens being available.

34. Subject to Kyrgyzaltyn's right to nominate senior manager of the executive body candidates contained in Section 34 above, the Manager shall select, hire, set the compensation of and have the power to terminate the President of the JV and all other members of senior management of the executive body of the JV, as well as any of their replacements, such selection to be subject to approval by the Board of Directors. All managers of the JV shall report to the President of the JV. Reports of the President of the JV shall be reviewed at the meetings of the JV Board of Directors.

35. In the event of a vacancy in any senior management position (other than the position nominated by Kyrgyzaltyn), the Manager shall conduct a search and evaluation of candidates and shall nominate the replacement for approval by the Board of Directors. The responsibilities of the Board of Directors regarding the termination of senior managers shall be specified in the Subsequent Agreements.
36. RE-INVESTment IN THE KYRGYZ REPUBLIC

37. The Parties have agreed that the JV shall use all reasonable efforts to procure the Kumtor Project’s capital expenditures and operating cost expenditures from within the Kyrgyz Republic.

38. The Parties have agreed that the JV shall continue its current level of procurement within the Kyrgyz Republic of US $50 million per year.  

39. The Parties have further agreed that the JV shall commit to increase its current level of procurement within the Kyrgyz Republic by an aggregate of US $100 million over the current life of mine.  Procurement decisions  shall be based on commercial terms, including as to quality, price and reliability of supply, and may include the following procurement activities:
39.1.1. supply of lime for use by the Kumtor Project; and

39.1.2. supply of grinding media for use by the Kumtor Project.
40. CENTERRA COMMITS TO INCREASE PARTICIPATION OF KYRGYZ CITIZENS IN THE JV MANAGEMENT 

41. The Parties have agreed that the JV shall use all reasonable efforts to ensure that not less than 90% of managers, supervisors and senior technical staff in the top four levels of management at the JV are citizens of the Kyrgyz Republic by 2016. 

42. The Parties have agreed that the JV shall use all reasonable efforts to ensure that 75% of managers in the top three levels of management are citizens of the Kyrgyz Republic by 2016.

43. The Parties have agreed that suitably qualified citizens of the Kyrgyz Republic shall be encouraged to apply for all vacant management positions in the JV.

44. COMMITMENT TO COMMUNITY DEVELOPMENT PROJECTS

45. The Parties have agreed that the JV shall commit to investment in community development projects focused on infrastructure (including roads), job creation, agricultural projects and businesses providing goods and services used in the Kyrgyz mining industry.

46. The Parties have agreed that the JV shall spend an amount equal to two per cent of the prior year's project free cash flow (subject to a minimum of US $2 million per year) on such community development projects.  Based on the current life of mine plan, this will be a minimum of US $26 million (i.e. US $2 million x 13 years).

47. Based on the current life of mine plan, the life of mine CSR spending would be approximately US $60 million.  At a US $1,650 gold price, the life of mine CSR spending would be approximately US $100 million.

48. KYRGYZALTYN TO APPOINT CENTERRA BOARD LIAISON

49. So as to ensure that Kyrgyzaltyn is kept abreast of developments in Centerra's business, Centerra agrees that Kyrgyzaltyn shall be entitled to appoint a "Centerra Board Liaison", who shall be entitled to receive, on no less than a quarterly basis, a comprehensive briefing from a member of Centerra's senior management team on Centerra's corporate strategy, planning, results of operations and financial condition, subject to Kyrgyzaltyn and the Centerra Board Liaison agreeing to appropriate restrictions upon the use of confidential information. 

50. ADDITIONAL RIGHTS OF KYRGYZALTYN 

Kyrgyzaltyn right to acquire 67% share of the JV

51. Kyrgyzaltyn will have the right (but not the obligation) to increase its ownership of the JV from 50% to 67% on the terms set out in Section 53 below.

52. Kyrgyzaltyn will have the right (but not the obligation) to acquire from Centerra, and Centerra will be obliged to sell to Kyrgyzaltyn, at the end of the current life of mine in 2026, an additional 17% of the JV interest in the JV (bringing its total shareholding in the JV to 67%) for a fair market value to be agreed by the Parties.  In the event the Parties are unable to agree on the fair market value, the Parties will refer the matter to independent expert determination.

Kyrgyzaltyn right to recover for its sole benefit gold in tailings for US $1.00

53. Kyrgyzaltyn will have the right (but not the obligation), at the end of the current life of mine in 2026, to recover for its sole benefit the gold contained in the tailings, for the price of US $1.00.  

54. For the avoidance of doubt, Kyrgyzaltyn's right to recover for its sole benefit the gold contained in the tailings shall not affect Centerra's existing obligations with respect to reclamation of the tailings, such obligations to be fully described in the Subsequent Agreements.
Kyrgyzaltyn right to develop underground resources

55. If, 24 months prior to the projected termination of open pit mining at the Kumtor Deposit, the JV has decided not to undertake development of the underground resources at the Kumtor Deposit, the Kyrgyz Republic shall have the right (but not the obligation) to assign the rights to explore and develop those resources to another operator chosen by it and the JV and the Manager will cooperate with Kyrgyzaltyn, the Government of the Kyrgyz Republic and such new operator, as provided in Section 3.2 of the Restated Investment Agreement.

56. CENTERRA'S ROLE AND OBLIGATIONS AS MANAGER OF THE JV 

Services Provided by the Manager

57. Centerra as Manager (the "Manager") shall undertake managerial responsibility for the operation of the JV and the Kumtor Project on conditions specified in the Subsequent Agreements (the "Management Services").

58. The JV will conclude an operating agreement (the "Operating Agreement") with the Manager, which will contain terms and provisions which are typical of such agreements, including a requirement that the Kumtor Project should be operated in compliance with the laws and regulations of the Kyrgyz Republic, the Project Agreements,  the Subsequent Agreements and with good international practices of the mining industry and customary operating agreement termination provisions (among other things, providing for termination of the Operating Agreement in the event of material uncured breaches of law, environmental standards, good international mining practices, specified performance benchmarks, and approved plans subject to customary provisions as to notice, cure and arbitration).  The Operating Agreement shall also include provisions for compensation for services provided by the operator and Kyrgyzaltyn.  

59. In accordance with the review by the Government of the Kyrgyz Republic and Kyrgyzaltyn's financial adviser, PwC, of actual costs incurred by the Manager in relation to the Kumtor Project, the Manager shall be entitled to compensation in a fixed annual amount to be agreed and reflected in the Operating Agreement for the provision of the above Management Services to the JV. 

Operating Standards

60. The "Operating Standards" described in Section 59 shall be subject to customary provisos, including as to production, revenues and costs, which acknowledge the operational, technical and other risks associated with the Kumtor Project.

Breach of Operating Standards

61. If the JV (or any Shareholder in the JV) believes that the Manager is in breach of the Operating Standards (or any other obligation under the Operating Agreement), it shall give the Manager notice thereof, and the Manager shall have a reasonable period during which to cure any such breach.  If at the end of such period such party believes the Manager to still be in breach, and wishes to terminate the Operating Agreement, it shall notify the Manager accordingly.  If contested, no such termination shall be effective unless and until the dispute resolution procedures set forth in the Operating Agreement have been concluded with a finding in support of such termination.  

62. Equipment leasing

63. The mobile mine equipment, having a value of approximately US $200 million and the acquisition of which equipment has been funded by Centerra since 2009, shall be held by Centerra, and capital leased to the JV for 10 years on commercial terms to be negotiated by the Parties (the "Equipment Lease").  

64. The JV shall be entitled to acquire the equipment for US $1 at the end of the Equipment Lease.

65. JV to adhere to strict, Mandatory Policies on environment, safety,  anti-corruption and financial standards

66. Certain mandatory policies shall govern the operation of the JV ("Mandatory Policies").  The obligation of the JV to comply with the Mandatory Policies shall be ongoing and is not subject to any further vote or approval by either Shareholder, and the Mandatory Policies cannot be vetoed or amended by either Shareholder.  In the JV’s constituent documents and Subsequent Agreements, the Shareholders shall agree to cause their respective representatives and members of the Board of Directors to support implementing and funding such Mandatory Policies on an ongoing basis.

67. The Mandatory Policies shall include the following:
67.1.1. Environment; Human Health and Safety:  Compliance with the environmental, human health and safety policies currently contemplated in the Restated Investment Agreement and the laws of the Kyrgyz Republic.  In addition, the policy will require that all operations are in compliance with:

67.1.1.1. the environmental laws of the Kyrgyz Republic; and

67.1.1.2. good international environmental practices.
67.1.2. Reclamation:  To require closure and reclamation plans for the Kumtor Deposit as required by the Restated Investment Agreement and AMEC recommendations, in accordance with Section 15 of this Heads of Agreement.  
67.1.3. Mineral Reporting:  Preparation and access to all information necessary to enable all Shareholders to comply with all public reporting obligations applicable to any Shareholder, including without limitation Canada’s National Instrument 43-101 (Standards of Disclosure for Mineral Projects) and all other laws and regulations of Canada and the Kyrgyz Republic and in accordance with good international commercial mining practices.
67.1.4. Anti-Corruption / Code of Ethics:  To require the JV to maintain and enforce an internal anti-corruption policy and code of ethics that complies with the policies of each of Kyrgyzaltyn and Centerra , the anti-corruption laws of the Kyrgyz Republic and Canada , as well as the U.S. Foreign Corrupt Practices Act and the OECD Convention on Combating Bribery of Foreign Public Officials in International Business Transactions.
67.1.5. Disclosure and Insider Trading:  To require the JV to maintain and ensure compliance with a disclosure and insider trading policy that complies with the policies of Kyrgyzaltyn and Centerra .
67.1.6. Financial Accounting, Audit and Reporting:  To require the JV to keep books, accounts and financial statements, for all purposes, including, but not limited to taxation by the Kyrgyz Republic in Kyrgyz Soms and for corporate purposes, in both Kyrgyz Soms and US Dollars and in accordance with the applicable laws of the Kyrgyz Republic and International Financial Reporting Standards, to maintain an independent auditor of international standing (which shall be one of the top four international accounting firms and shall be the incumbent auditor of the JV unless and until such incumbent is replaced by the General Meeting), and to provide unaudited quarterly, and audited annual, financial statements and also to provide timely, complete and accurate disclosure and access to all other information and other materials reasonably required by any Shareholder in relation to its own reporting, listing or financing requirements. 
67.1.7. Insurance:  To require the JV at all times to maintain insurance with respect to its operations, directors, members of the Board of Directors, officers and employees in accordance with the applicable laws of the Kyrgyz Republic and the most stringent of the insurance requirements mandated by the corporate policies of Kyrgyzaltyn and Centerra.  Centerra may assist in arranging for insurance for the JV; provided, that such costs are borne by the JV (as the case may be). 
67.1.8. Public Announcements:  Following the Kumtor Project Restructuring, all decisions as to the timing, form and content of any external communication, including any communication intended for dissemination or to reach members of the public, regarding the operation of the JV , shall be made only by senior management of the JV, with the prior approval of the Board of Directors (with customary exceptions for disclosures required by each Party to comply with any applicable laws, regulations, court orders and similar requirements).
68. Mine Plans and Budgets

Life of Mine Plan

69. The Kumtor Deposit will be developed and operated in accordance with the life of mine plan (as defined in Section 8.1.17 above) and in compliance with the laws of the Kyrgyz Republic. 

70. The Manager shall oversee the preparation of any amendments to the life of mine plan as may be necessary or desirable from time to time, provided that with respect to any material amendments, the Manager will consult with Kyrgyzaltyn and any expert appointed by Kyrgyzaltyn regarding the proposed amendment to obtain their feedback and input into the preparation thereof.  In addition, either Shareholder may propose an amendment to the life of mine plan.

71. All amendments to the life of mine plan shall be submitted by the Manager for approval of the Board of Directors, and the Board of Directors shall grant such approval provided that such amended life of mine plan is certified as being consistent with good international commercial mining practices by an independent geological engineering firm with an international reputation in mining.   

Annual Mine Plans

72. The Manager shall oversee the preparation of all annual mine plans in order to implement the life of mine plan for the applicable annual period (each, an "Annual Mine Plan").  All Annual Mine Plans shall be:
72.1.1. prepared by the Manager in consultation with Kyrgyzaltyn and any expert appointed by Kyrgyzaltyn so as to obtain their feedback and input into the preparation thereof, and

72.1.2. submitted by the Manager for approval of the Board of Directors, and the Board of Directors shall grant such approval provided that each such Annual Mine Plan is consistent with the agreed upon life of mine plan.
72.1.3. For the avoidance of doubt, the provisions above shall not diminish or abrogate any required review or approval of mining and exploration plans by relevant authorized bodies of the Kyrgyz Republic which,  shall be in accordance with the laws of the Kyrgyz Republic.

Annual Operating and Capital Expenditure Budgets

73. The Manager shall oversee the preparation of annual operating and capital expenditure budgets as necessary to implement the Annual Mine Plan and otherwise for the Kumtor Project.  All such budgets shall be submitted by the Manager for approval of the Shareholders Meeting and/or Board of Directors, and the Shareholders Meeting and/or Board of Directors shall grant such approval provided that such budgets are consistent with the approved Annual Mine Plan.   

Continuation of Operations

74. To ensure the uninterrupted operation of the Kumtor Deposit, if the Shareholders Meeting, and/or Board of Directors fails to approve a new budget before the expiration of the budget period then in effect:
74.1.1. Under condition that the Board of Directors is timely notified, the JV shall be authorised to continue to operate on the basis of budgets then in effect with such increases in expenditure as may be necessary to maintain mining activity and production for such period as set forth in the life of mine plan and/or the approved Annual Mine Plan; and

74.1.2. The JV shall be authorised to make additional expenditures as may be necessary to protect human health and safety and the environment.
75. STATUS OF PROJECT AGREEMENTS and other matters

76. Subject to those agreements that will be affected by the conclusion of the Subsequent Agreements, the existing agreements governing the Kumtor Project (collectively, the "Project Agreements") will remain in full force and effect.  The Parties will agree to a mechanism for an independent auditor of international standing to audit the Annual Amount (as defined in the Restated Investment Agreement).

77. Kyrgyzaltyn and the Government of the Kyrgyz Republic shall commit to supporting the operations and activities of the JV and the Kumtor Project  in accordance with the Project Agreements and the Subsequent Agreements and acknowledge that the procurement commitments of the JV set out in Section 37 of this Heads of Agreement and the community development investment commitments of the JV set out in Section 45 of this Heads of Agreement are dependent upon the uninterrupted operation of the Kumtor Project in accordance with good international commercial mining practices, including security of access to the Kumtor Deposit.

78. taxation

79. The Parties agree that appropriate steps shall be taken so that the taxation implications of the Subsequent Agreements and the transactions contemplated thereby are minimised.  For greater certainty, the Parties acknowledge and agree that, notwithstanding the Kumtor Project Restructuring, Centerra (and/or its subsidiaries) and the JV shall continue to enjoy the tax treatment of transactions accorded to Centerra (and/or its subsidiaries) under the Project Agreements.

80. language

81. This Heads of Agreement is to be submitted to the Zhogorku Kenesh and other decision making bodies in Kyrgyz, Russian and English.  In case of any discrepancy between the three versions of this Heads of Agreement, the Parties shall conduct consultations in order to achieve understanding on the issue that has arisen.
	Government of the Kyrgyz Republic
_______________________________

J.J. Satybaldiev

Prime Minister of the Kyrgyz Republic


	Centerra Gold Inc.
_______________________________

Ian Atkinson

President and Chief Executive Officer


	OJSC Kyrgyzaltyn 
_______________________________

Dilger Japarov

Chair of the Management Board

	_______________________________

Frank Herbert

General Counsel and Corporate Secretary
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