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Turkmenistan, what should 1t do
With all its natural wealth?
So far away its sands do lie

From economic health

Beneath its desert locked 1n faults
lies crude petroleum
perhaps its fate, this land of rugs,
twill be linoleum

SUMMARY OF ACCOMPLISHMENTS & MAJOR ACTIVITIES UNDERTAKEN

15T QUARTER, 1997

DO 17 activities began 1in Turkmenistan with a survey tour in February 1997 Traveling with a
group of Hagler Bailly consultants and staff, as well as several USAID personnel from both
Washington, DC, and Almaty, Kazakhstan, we met and discussed with Turkmen officials their
potential need for technical assistance 1n the petroleum sector We also met and discussed with
petroleum ndustry representatives working in Turkmenistan about their views of having USAID
provide technical assistance Indeed, both the Turkmen officials and industry representatives
were very enthusiastic and receptive to the possibility of receirving such assistance from USAID
A Workplan was designed from among the various projects discussed As a coincidence, there
was an 01l and gas conference being held about the same time and both Kris Gupta and I stayed
on 1n Ashgabat to attend the conference During this conference, a new Petroleum Law
(Attachment A) was announced by the Government of Turkmemistan We reviewed the content
of the Law and found 1t to be progressive and an excellent first step toward legal and regulatory
reform i Turkmenistan

2"* QUARTER, 1997

I returned to Ashgabat 1n late April to take up the position of Resident Advisor Following

discusstons with the Ministry of O1l and Gas Industry and Mineral Resources (MOG) and with
the American Ambassador to Turkmenistan, we were assigned that Ministry as our counterpart
and provided offices directly adjacent to the Minister of O1l & Gas Again, we made the rounds
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of public officials and representatives of those o1l firms doing business 1n Turkmenistan We also
began preparing reports on the existing legal and regulatory framework, and on recommended
changes 1n laws and decrees Part of the report also commented on recommended changes to
regulations and on recommended process and changes 1n the 1nstitutional structure for foreign
investment 1 the o1l and gas sector Midway through the quarter we were asked to reassign our
counterpart focus from the MOG to the State Agency for Foreign Investment (SAFI) Fnally, in
early June, the President of Turkmenistan tssued a decree establishing the Competent Body for
the Use of Hydrocarbon Resources at the President of Turkmenistan (Attachment B) The decree
also named specific individuals to sit as an Expert Council to momtor the activities of the
Competent Body, and further named the Executive Director of the Competent Body to be Mr
Toily Kurbanov Mr Kurbanov immediately informed us that the Competent Body was to be our
new (and third) counterpart and that the working relationship we had developed with the MOG
and continued with SAFI was to be changed Essentially, we were asked to “re-apply” for the
technical advisor’s position With our assistance, the local USAID representative began what
would turn out to be a six-month process of arriving at agreement on a Memorandum of
Understanding (MOU) (Attachments C & D) and a Work Plan (Attachment E) for such MOU

3% QUARTER, 1997

During this quarter we finalized our reports begun in the previous quarter, and established new
office facilities outside of the Ministry Much of the effort this quarter was negotiation of the
MOU with the Competent Body Efforts to engage 1n technical assistance activities was blocked
by Mr Kurbanov, mncluding the cancellation of our first seminar on International Petroleum
Agreements

4" Quarter, 1997

Negotiation of the MOU continued nto this quarter, with the final agreement being executed 1n
mud-October A second attempt was made to hold a seminar — this time 1n Petroleum
Economics — but again Mr Kurbanov thwarted the plans, telling us that he had been unaware of
the plan to conduct the seminar although, 1n fact, his assistant had been very much mnvolved in
the planning process A Work Plan for the MOU was finally agreed to by the Competent Body
on November 17 We were asked by the Competent Body to review a set of rules and regulations
that had been prepared within the government for o1l and gas operations under the new
Petroleum Law These regulations turned out to be a poorly edited version of the former Gost
Standards from the Soviet days, complete with all the prescriptiveness and grueling detail for
which the command economy had been famous We submitted our review suggesting the rules
not be adopted (Attachment F) Late in the quarter I traveled to Almaty, Kazakstan to see the
rule-making process which was underway 1n that country Mr Gupta and our staff accompamed

Hagler Bailly




LONG-TERM ADVISORY SERVICES WILLIAM JAMES » 5

a group of Central Asian officials to the United States to attend the semi-annual meeting of the
Interstate O1l and Gas Compact Commussion, and to tour various o1l field facilities and o1l
company sites

15T QUARTER, 1998

Our epistle suggesting the rules prepared by the government not be adopted was not well
rece1ved by erther the Competent Body or the Major State Inspection Agency which had
authored, or more correctly, had edited them from the former set of rules We suggested a new
process be adopted for development of the new rules — namely, creation of a commaittee with
representatives from various agencies affected by the petroleum sector as well as industry
(Attachment G) Ultimately, a variation of this suggestion was made a decree of the President 1n
creating a number of Permanent Expert Groups (PEG’s)to take specific steps to implement the
Petroleum Law I was appointed by the President to serve on the PEG for development and
approval of “Umform Rules for Development of O1l and Gas Deposits of Turkmenistan ” Hagler
Bailly assistance was requested for two specific other PEG’s, that for development of “Umform
Principles and Methods of Accounting for O11 Operations 1n Turkmenistan” and another for
development of “The National Strategy for The Use of Hydrocarbon Resources of
Turkmemnistan ” Within the Ashgabat office, I have taken primary responsibility for the rule-
making effort, while Kris Gupta has taken the primary responsibility for the accounting PEG and
strategic planning PEG’s work

The rule-making tasks 1s ongoing at the writing of this report A total of thirteen chapters of new
rules and regulations — some 150 pages of rules and regulations in Russian and English — have
been submitted and debate remains on only one chapter It 1s anticipated that work will continue
beyond the termination of DO 17 by preparation of a preliminary-final draft of the entire set (all
thirteen chapters) of such rules and submuttal of the set to the Expert Council of the Competent
Body for the Exploitation of Hydrocarbon Resources!, receipt and consideration of industry
comments to the preliminary-final set of rules, possible shepherding and advocacy of the set of
rules before the Experts Council, explaining the merit and purpose of each section, and
explaining the merit and content of industry comments to such preliminary-final draft, re-drafting
or amendment of sections to the specification of the Expert Council, and development of a final-
final set of rules for adoption by the government

'The Expert Council includes the President of Turkmemstan, and the heads of various
Ministries concerned with the 1ssues of hydrocarbon development It can be thought of as the
“Board of Directors™ of the regulatory agency, the Competent Body, created by the new

Petroleum Law to control all facets of petroleum development within the bounds of
Turkmenistan

Hagler Bailly




LONG-TERM ADVISORY SERVICES WILLIAM JAMES » 6

The thirteen chapters of the Turkmenistan O1l and Gas Rules include

Chapter 1 General Rules and Definitions
Chapter 2 Permits

Chapter 3 Exploration

Chapter 4 Appraisal

Chapter 5 Dnlling & Completion
Chapter 6 Development

Chapter 7 Well Operations

Chapter 8 Conservation of O1l & Gas Resources
Chapter 9 Environmental Protection
Chapter 10  Safety & Health

Chapter 11  Offshore Matters

Chapter 12 Records & Reporting

Chapter 13  Remedies

Consensus has nearly been reached by the PEG assigned to develop such rules Industry
comments have been solicited and will be considered before a preliminary-final draft of the rules
1s submatted to the Expert Council Importantly, the newly drafted set of rules dramatically alters
the old Sowviet style of prescriptive regulations which micro-managed o1l field operations, and
which froze equipment and technology at moments 1n time which were seldom changed or
updated The new rules, 1f adopted, will require the regulatory body, the Competent Body, to
substantially professionalize its operation so as to become competent 1n the constantly improving
technologies available to international firms Decision making and permit and application
processing would no longer be a simple matter of checking boxes and stamping “Approved” or
“Denied” but rather would involve knowledgeable negotiation with Operators for a wide range of
design specifications and permissible operating techmques

Two traming semnars were also held this quarter The first course was conducted on February
17 and 18, 1998, by Dr Bhamy Shenoy Discussed under his broad topic of Petroleum
Economics were the concepts of time value of money, return on investment, financial analysis of
mvestments icluding the impact of royalties, taxes, and production sharing arrangements The
forces which set prices in the international petroleum and the impact of transportation costs on
the producing country were highlighted Illustrative examples explored, among other things,
refinery investment, pipeline costs, and different product values

The second seminar was held on March 9-10, 1998, by Dag Lillegraven The discussions focused
on the creation and purpose of accounting data, and the usefulness of such data to managers,
investors or creditors, and others who may be indirectly interested 1in such information for
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purposes such as taxation or economic pulse measures Issues specific to o1l and gas accounting
were explored 1n detail including “full cost’ versus ‘successful efforts’ accounting, the
acquisition and conveyances of mineral nights, exploration and production costs, petroleum
reserves, capitalization and amortization of exploration and development costs, and joint
ventures

2" QUARTER, 1998

Work this quarter continued to support the work of the three PEG’s with which our office was,
and 1s, working That work 1s described more fully 1n the immediately preceding section

Mr Bhamy Shenoy spent two weeks 1in April, and 10 days in June in Ashgabat to work with the
commuittee working on a National Strategy for the o1l and gas sector Mr Shenoy’s efforts provided
the commuttee with direction and substance, and were so helpful that he has been asked to return for
a longer period of time to become a full member of the commuttee and see 1ts work to completion

Durning his last visit to Ashgabat, Dr Shenoy held meetings with the new Chamrman of the
commuittee, the Minister of O1l and Gas Industry and Mineral Resources, and with other members
and assisted them 1n preparing an action plan to complete the National Strategy by the end of
August

3*¢ Quarter, 1998

Again, work 1n this quarter has continued to support the work of the three PEG’s with which our
office 1s working

Our third and fourth seminars were held this quarter The third workshop was held on July 15-16,
1998, with Houston o1l and gas attorney John Sanders speaking on Independent Regulatory
Agencies Sessions explored the nature and creation of such agencies, their importance and
purpose in common ‘three-branch’ governmental systems, and their practices and procedures
Finally, a Model O1l & Gas Regulatory Agency was presented and discussed

Working 1n concert with the PEG on National Strategy, Dr Bhamy Shenoy conducted a fourth
workshop on August 4-5, 1998 What was supposed to have been an active two-way discussion
or brainstorming session quickly demonstrated how far behind the learning curve the Turkmen
officials are Virtually no one from the government side was prepared to present any 1deas to the
other workshop participants and hence Dr Shenoy was forced to ‘lead’ the bramstorming session
through discussions and on to 1ts inspiration One topic discussed which 1s of considerable
timeliness and relevance to Turkmenistan 1s the rehabilitation and upgrading of the
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Turkmenbashi Refinery — a three staged, nearly 1 billion dollar project, the economics of which
Dr Shenoy helped the participants to analyze The workshop also exposed the need for the
restructuring of Turkmenistan’s o1l and gas sector

LESSONS LEARNED

Gaining the confidence of the Turkmen officials has proven to be more difficult than I
anticipated Aside from the problem of getting others to accept your 1deas and to abandon their
own, Turkmenistan 1s particularly difficult because of the special respect they extend to the
country’s leader, Saparmurad Niyazov, or Turkmenbashi Literally no decision 1s made in this
country without his approval  secretaries are not hired, leave 1s not granted, documents are not
handed out, nothing 1s done without his approval Often, therefore, rather than exercise imitiative,
Turkmen officials do nothing knowing that to do something would require them to approach the
President to request approval I do not foresee this changing any time soon It requires a lot of
patience to achieve changes 1n Turkmenistan

Turkmenistan 1s starting down the road toward 1ts legal and regulatory reform far behind other
countries The education system of the country 1s dismal and there 1s a very low level of
understanding about all but the most basic concepts To be sure, there 1s some talent in the
government, but the bench has little depth and there 1s no one 1n the bull pen This country may
be heading over the precipice and yet no one seems to notice, or care, or maybe even understand
When the Financial Times called the country’s economy a “basket case” earlier this month, and
placed 1t dead last by a three-fold margin on the chart of post-communist emerging economues,
that was not just alarmist histrionics And, yes, the average Turkoman does not read the Financial
Times, but some must, and others even used to hardscrabble Turkmenistan must feel the pinch
without needing to read about 1t So, where’s the beef? A lesson learned 1s that eight years after
the fall of communism, and command economic rule, nothing has changed The motto of
Turkmemstan 1s “Don’task  don’ttell  don’t worry!” If USAID really wants to nudge the
country toward economic and legal reform 1t can’t use the metaphor of ‘priming the pump * This
pump 1s broken and the agency had better plan on buying them a new one

Hagler Bailly
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Petroleum Law of Turkmenistan

The Present Law 1s elaborated by the President of
Turkmemstan Saparmurat Turkmenbashy on the bas:s of the
Constitution of Turkmenistan taking mto consideration the
national interests of Turkmenistan and 1ts people and 1s
directed towards securing rational and effective explortation of
the Petroleum resources and the_protection of the natural
wealth of Turkmenistan for future generattons

Chapter 1 General Provisions
Article 1 Definitions

In this Law the definitions hsted hereunder shall have the
followmg meanings

Block - areal section on land or on water which 1s partially
or completely located m the territory under the jurisdiction of
Turkmemistan and designated as such on a specially compiled
map of Blocks

Internal water basins - lakes artificial water reservoirs and
other surface water circumvented by land under the
Jurisdiction of Turkmenistan

Production Operations - all types of operations for recovery
of Petroleum 1ts saving treating handling storing
transporting metering delivery and marketing as well as
operations connected with primary and secondary production
and other kinds of activities connected with these operations

Contract - agreement entered into between a Contractor
(Contractors) and the Competent Body or Concern for the
conduct of Petroleum Operations

Contract Area - the area delineated and defined by
geographical coordinates as described 1n the Appendices to
a Contract within which a Contractor is allowed to conduct
Petroleum Operations

Competent Body - State Body to which the Cabinet of
Ministers delegates powers, to 1ssue Licenses and enter into
the Contracts with the Contractors

Concern - an operating structure of the Petroleum Sector of
Turkmenistan conducting Petroleum Operations on 1fs own
account or in a Jomnt Venture or 1n other forms

License the legal instrument instituted n the form of legal
act and 1ssued by the Competent Body and granting the right
to carry out all or certain types of Petroleum Operations

Person - a physical or legal person

Commercial Discovery - a discovery of Petroleum  which
after consideration of all relevant data and of the operative
technical and economical factors could be developed
commercially

Petroleum Operations - all Exploration and Production
Operations and related operations for treating metering
saving storing marketing dehvery and transportation of
Petroleum and 1ts denvatives as well as other operations
connected to the implementation of a Contract

Normal Atmospheric Pressure and Temperature - pressure
of 101325 atmospheres and temperature of 60 degrees
Fahrenhent

“License Holder” - a Physical or a Legal Person being granted
a License pursuant to the present Law

‘Contractor - a Physical or a Legal Person being a License
Holder and having entered mto a Contract with the Competent
Body or the Concern pursuant to the present Law

‘Natural Gas - hydrocarbons, which are in the gaseous state
at Normal Atmospheric Temperature and Pressure associated
or non-associated to Crude O1l

Exploration Operations  geological, geophysical aerial
and other surveys the dnlling of such shotholes core holes
stratigraphic tests and other wells for the discovery of
Petroleum and the purchase as well as the leasing of materials
and equipment therefor

Parent Company - a Legal Person which owns more than
50% of the voting shares of the Contractor and which controls
him at the general meetings

Affilate - a Legal Person which executes control over the
Contracting Party or 1s controlled by such Contracting Party
or 1s controlled by an other Legal Person which at the same
time executes control over the Contracting Party For the
purposes of this definition the control 1s understood as the
power to define strategy of the Legal Person or the
Contracting Party though direct or indirect ownership of more
than 50% of the voting shares

Jomnt Venture - the activity carried out by an aggregation of
Persons without constitution of a new legal entity jontly
partictpating 1n the supply of techmical and financial resources
for the implementation of the Contract entered into between
the Competent Body and such aggregation

Contracting Parties  the Competent Body or the Concern
and a Contractor at the moment of entering into a Contract

Crude Oil  any hydrocarbons including distillates and
condensates extracted from Natural Gas which at Normal
Atmospheric Pressure and Temperature are in liquid state at
the well head or o1l/gas separator

Model Contract - standard form of an agreement elaborated
by the Competent Body for drafting a Contract and entering
mnto a Contract with a Contractor

Petroleum - Crude Oil and Natural Gas as well as all
components derived therefrom or produced therewith



Article 2 Sphere of apphcation of the present law

The present Law regulates relations arising n the course of
conduct of Petroleurn Operations 1n the territory under the
Junsdiction of Turkmenistan including sea and internal water
basins 1ssuance of the Licenses  entermg mto and
implementation of the Contracts on conduct of such
Operations and regulates powers rights and obligations of
State Entities as well as of the Companies Enterprises and
Organisations carrying out Petroleum Operations

Should the legislation of Turkmenistan contain rules
conflicting with those contemplated herem the provisions of
this Law shall apply

Should an international treaty to which Turkmenistan 1s a
signatory party set rules different from rules contemplated
heremn then the rules of the international treaty shall apply

Article 3 Ownership of Petroleum

Petroleum 1n its natural state in or upon the land in the
terntory of Turkmenistan 1s the exclusive property of
Turkmenistan

Competence for ownership explortation and disposal of
Petroleum 1s granted to the Cabinet of Mmisters (the
Government) of Turkmenistan pursuant to the provisions of
this Law

Chapter 2 Competence of the Cabinet of Mimsters (the
Government) of Turkmemstan, the Competent Body
and the Concern in the sphere of exploitation of
Petroleum resources

Article 4 Competence of the Cabinet of Ministers (the
Government) of Turkmenistan

The Cabinet of Muusters (the Government) of Turkmenistan
within the field of exploitation of Petroleum resources and the
conduct of Petroleum Operations

- defines the strategy for exploitation further expansion of the
productivity of Petroleum reserves as well the rates of 1ts
production

- sets the order of prionty for the exploitation of Petroleum
resources and the rules of protection thereof

- takes measures for the natural environment public Iife and
health protection ensuring healthy and safe labour conditions
in the conduct of Petroleum Operations

- organises statistic reports on Petroleum reserves
- sets restrictions for the conduct of Petroleum Operations m

certain areas with the purpose of saving holy sites historical
and cultural monuments and the like being important for the

safeguard and development of the traditional values and
culture of the Turkmen people,

- exercises other powers granted to it by the Laws and the acts
of the President of Turkmenistan

Article 5 Competence of the Competent Body

The Competent Body i the field of explortation of Petroleum
reserves and the conduct of Petroleum Operations

- under the assignment by the Cabimet of Mimsters (the
Government) of Turkmenistan sets uniform rules for the
development of Petroleum fields which shall comply with the
uniform standards of the international practice for the conduct
of Petroleum Operations

- carries out the activity for preparation of a tender to be held
m comphance with the rules set by this Law and other
legislative acts of Turkmenistan and pubhishes  terms
conditions and procedure for holding a tender

- works out a Model Contract and gives 1t for consideration to
Legal and Physical entities interested to obtain a License

- carries out negotiations with a License applicant

- carries out negotiations with a potential License Holder and
Contractor about the terms and conditions of a Contract

- 1ssues the Licenses pursuant to this Law
- signs a Contract

- provides for registration of the Contract within fiveteen (15)
days from the date of its signature

- executes control over the conduct of Petroleum Operations
and their comphance with the laws as well as with the terms
of the License and the Contract

- suspends and revokes a License pursuant to this Law

- upon the nomination by the Cabmet of Mmisters (the
Government) and jomntly with the Contractor carries out
negotiations and enters into agreements with relevant
authorities of other States concerning the construction and
operation of transportation facilities for the transportation of
the produced Petroleum through their territory and also
concerning the utilisatton of such transportation facilities
being available and used 1n these Countries

- submits annual reports to the Cabinet of Ministers (the
Government) of Turkmemstan on the implementation of

Contracts

- exercises other powers attributed to hum by the laws and the

!0



acts of the President of Turkmenistan

The Competent Body 1s entitled to require the License Holder
and the Contractor to submit a bank guarantee or the guarantee
of its Parent Company Granting of the License and entering
into the Contract may be subject to providing such guarantees

The Competent Body m the exercise of its powers shall
comply with the national interests of Turkmenistan

Article 6 Competence of the Concern

The Concern assists the Competent Body n the exercise of 1ts
powers

The Concern 1s entitled to sign Contracts conduct on its own
account Petroleum Operations in specific sites of the Turkmen
territory  to act as a member of Jomnt Ventures as well as an
entity authorised to execute control over the conduct of
Petroleum Operations mn accordance with the established
order

Chapter 3 Licensing of Petroleum Operations

Article 7 Types of Licenses

The present Law determines the following types of Licenses
Exploration License

Production License

combined Exploration and Production License

Article8 Methods for granting a Licenses

An Exploration or a Production License or a combined
Exploration and Production License shall be granted on the
basis of a tender or direct negotiations carried out by the

Competent Body with the License applicant

The method for granting a License shall be determined by the
Cabinet of Ministers (the Government) of Turkmenistan

Article 9 Main conditions for holding a tender
A tender could be open or with a short list of bidders

Tender conditions are published or delivered to the potential
bidders not later than 90 days prior to the tender starting date

A tendering procedure consists of 2 phases submussion of the
apphcation to prequalify and the submission of the bidding
proposal

All Persons wishing to prequalify are entitled to obtamn an
mnformation related to the procedure and conditions for
holding a tender

A notice for holding a tender should contain the following
information on

timing and location of the tender and on the deadline for
submusston of applications
- main conditions for prequalification
- location and description of the Blocks offered for conduct
of Petroleum Operations

An apphication for prequalification should contain

- name of the applicant 1ts address 1ts nationahity (for legal
persons) or citizenship (for physical persons)

- data on applicant s shareholders 1ts directors and authorised
representatives which shall represent 1t upon holding the
tender or conducting the negotiations as well as upon the
granting of the License

- data on apphcants s technical managenial organisational
and financial capabilities

An application shall be accepted for consideration after the
payment by the apphicant of a tender fee the amount of which
15 determined by the Competent Body

Upon the compliance with the conditions for submission of
applications, 1t shall be accepted for participation to a tender

and the apphicant shall be notified to this effect within one
month from the date of its filing

Prequalified applicants shall be notified about the second
phase of the tender Such notification should contain an
mnformation on the cost of the package with technical and legal
documents on the deadimne for paymng such cost and on the
mam conditions for determination of the tender winner

Article 10 Bidding proposal

An applicant, within the deadlines set by terms of the tender
and 1n compliance with the requirements set therein  shall
compile a bidding proposal and submit 1t to the Competent
Body

A bidding proposal shall be regarded as an application for the
grant of an Exploration or a Production License or a combined
Exploration and Production License as the case may be

Article 11 Evaluation of bidding proposals

The Competent Body shall form a commussion of experts for
the evaluation of techmical financial and organisational
capabilities of the applicants and their bidding proposals

The winner of the tender 1s determined on the basis of a
combmation of the following criteria

- the commencement date of the operations and the work
implementation pace

- the expected date for start up of Production and the projected
time to attain the peak production (in the case of the i1ssuance
of a Production or 2 combined Exploration and Production
License)



- the mmmimum commitments of an applicant n terms of
conduct of geological and geophysical operations and
exploratory drilling as well as appraisal and development
drilling (in the case of the 1ssuance of a combined Exploration
and Production License) and of the expenditures for the
conduct of aforesaid operations

comphance with the requirements for the protection of
natural environment and subterranean resources and the safe
conduct of operations
- a projection of revenues for Turkmenistan during the
Contract validity

Article 12 Application for the grant of a License

An application for the grant of an Exploration License shall
contam

- name of the applicant 1ts address nationality (for Legal
Persons) and citizenship (for Physical Persons)
- data on applicants shareholders 1ts directors and authorised
representatives which shall represent 1t upon holding a tender
or conduct of negotiations as well as upon granting a License
- data on apphicant s technical managenial orgamisational and
financial capabilities
- information on previous activities of the applicant, including
a hst of the States where he has conducted Petroleum
Operations during the last five years and also a balance sheet
for the said period
- proposals of the applicant 1 respect to the conduct of
Petroleum Operations including minimum commitments with
indication of quantity of work and expenses for ifs
implementation

obligations of the applicant concerning natural environment
protection including replanting and reclamation of the
Contract Area

numbers of the Blocks applied for by an applicant
- sources of financing of Petroleum Operations
- the time period the Exploration License 1s applied for

In case of a Commercial Discovery the Exploration License
Holder shall have an exclusive right to be granted a Production
License subject to the submussion of an application therefore

An application for a Production License shall contain

- data on the results of the Exploration Operations

- official notification of the Commercial Discovery including
relevant data and conclusions

- a detailed plan for the development of the Commercial
Discovery with the indication of recoverable Petroleum
reserves

- an expected start-up date for the development of the
Commercial Discovery and the expected date for the start-up
of the production of Petroleum

- an estimated profile of production and expected date for
attaining 1ts peak production

- an estimated calculation of the expenditures associated with
the development and production operations and of the
proceeds from the sales of Petroleum

- an analysis of the economic viability of the Commercial
Discovery

- a projected cash flow for Turkmenistan and recovery for
capital investments

mto the development of an operational and social
infrastructure of the Contract Area

An application for a grant of a combined Exploration and
Production License shall contain conditions required for the
application for a grant of an Exploration and a Production
License

Article 13 Terms and procedures for the issuance of
Licenses

A License shall be 1ssued to a Person to which the night to
conduct Petroleum Operations shall be granted as the result
from a tender or direct negotiations

A License shall be 1ssued upon reaching an agreement on the
terms of the relevant Contract and concurrently to 1ts
conclusion

The License 1ssuance procedure shall be determined 1n
comphiance with the rules set forth by the present Law and
other regulatory legal acts of Turkmemstan adopted in
accordance with the present Law

A License shall be 1ssued to Foreign Physical and Legal
Persons who register m Turkmenistan as an individual
entrepreneur or open a branch in Turkmenistan of a foreign
Legal Person or register as a member of Jomnt Venture

Article 14 Purpose of a License

No person 1s entitled to conduct Petroleum Operations without
a relevant License A License Holder 1s entitled to conduct
only those kinds of Petroleum Operations which are specified
m the License

The terms of the Contract shall comply with the terms of the
License

Article 15 Licensing Body

The 1ssuance of the Licenses giving the night to conduct
Petroleum Operations 1s carried out by the Competent Body
after 1ts approval by the Decree of the President of
Turkmenistan

Article 16 Content of an Exploration License

An Exploration License should contain

- data on the License grantee

- type of Petroleum Operations the License 1s 1ssued for
- delimitation of the Contract Area through the indication of



the geographical coordinates

- License validity period

- type of the Contract entered mto between the Contracting
Parties

- commutments of the Contractor to comply with the
requirements for the protection of the natural environment

- conditions for the extension of the License validity period
- other similar elements as may be determined by the
Competent Body

Article 17 Content of a Production License
A Production License should contain

- data on the License grantee

- type of the Petroleum Operations the License 1s 1ssued for

- dehmitation of the part of the Contract Area which

encompasses the Commercial Discovery

- License validity pertod and conditions for 1ts extensions
confirmation of the applicabihty of the Contract entered mnto

by the Contracting Parties

- commitments of the License Holder to comply with the

requirements of natural environment protectton

- other similar elements as may be determmed by the

Competent Body

A combined Exploration and Production License should
contain all the conditions contained mn an Exploration and a
Production Licenses

Article 18 License vahdity periods

An Exploration License shall be granted for the period of up
to 6 years

An Exploration License Holder shall have the right to extend
the License vaiidity period subject to the fulfilment of the
work program and other commitments stipulated n the
License and the Contract

The vahdity period of an Exploration License may be
extended twice with duration of each extension period of up
to 2 years

A Production License shall be granted for the period of 20
years The vahidity period of a Production License may be
extended for the period of 5 years if the License Holder
applies for the extension of the License not earher than 2 years
and not later than 1 year prior to the Production License expiry
date

An application for the extension of the License validity
periods shall be examined not later than 1n one month from the
date of their submission to the Competent Body

A combined Exploration and Production License shall be
granted for a period which includes the Exploration License
validity period and the Production License vahidity period
including their possible extensions

The License validity period 1s counted from the date of its
simultaneous registration with the Contract 1n the authonsed
bodies

Article 19 Rughts of a License Holder

An Exploration License Holder shall have an exclusive night
to carry out an Exploratien of Petroleum and required kinds of
Petroleum Operations connected to the Exploration pursuant
to this Law and the terms of a License and provided for n the
Contract

A Production License Holder shall pursuant to the present Law
and the terms of the License have the exclusive nights

- to carry out Exploration development and Production
Operations 1n that parts of the Contract Area, which are
specified 1n the content of the License

- to sell or otherwise dispose of its share of Petroleum

- to carry out such operations and works mside and outside the
Contract Area as required for or connected to the issues
provided for in the section 2 of this Article 21

Article 20 Termation of the License
A License shall terminate

- upon exprration of the License validity periods or extensions
thereof

1f 1t 15 revoked 1n accordance with the present Law
- n the event of the termmation of the Contract pursuant to the
provisions provided theremn

Article 21 Suspension of a License

The vahdity of a License shall be suspended by the Competent
Body 1n the event when the License Holder

- conducts Petroleum Operations not provided for 1n the
License
- carries out the activities within the framework of the License
but not under the program provided for in the Contract

m the course of 1ts activities systematically violates the
legislation of Turkmemstan 1n respect with the protection of
subterranean resources and of natural environment and of safe
conduct of Petroleum Operations

In the event of suspension of the License validity the
Competent Body shall notify in written the License Holder of
the reasons for such suspension and shall set a reasonable
deadline for their ehmination

Upon the elimination by the License Holder of the reasons
which have caused the License suspension its validity shall
be immediately restored and the License Holder shall be
notified 1n writing to that effect

The suspension of the License validity shall entail the
suspension of the Contract entered into on the basis of said
License The validity of the Contract shall be restored at the



same time as the License validity 1s restored
Article 22 Revocation of a License

The Competent Body shall have the nght to revoke the tssued
License in the following cases

- when the License Holder refuses to elimmate the causes that
have resulted in taking the decision to suspend the License or
if he fails to ehminate such causes within the fixed deadhine
- upon discovery of the fact of a deliberate submisston to the
Competent Body of false information which has materially
affected the latter’ s decision to 1ssue a License to such person
- 1n the event of a deliberate infringement by the License
Holder of the deadhne for the signing and registration of the
Contract as well as the commencement date for conduct of
Petroleum Operations stipulated 1n the Contract

- in other cases provided for mn this Law

Revocation of the License shall entail the cancellation of the
Contract entered 1nto on 1ts basis

Chapter 4 Contracts
Article 23 Types of Contracts

For carrying out Petroleum Operations in Turkmenistan the
following types of Contracts shall be adopted

- Production Sharing Contract
Joint Venture Contract

Under a Production Sharing Contract the Concern and/or the
Competent Body shall sign the Contract on behalf of the
Turkmen side Under such type of the Contract also the
Concern shall have the right to act in the role of Contractor

Under a Joint Venture Contract the Concern or any other
entity designated by the Government shall participate as one
party to the Joint Venture

Depending on the nature of the specific Petroleum Operations
and other circumstances a combination of the aforementioned
types of Contracts and other types of contracts are allowed

Article 24 Vahdity periods and terms of a Contract

The validity period and terms of a Contract shall be defined by
the agreement between the Parties i conformity with the
present Law and the License and also taking mto account
provisions of the Model Contract

Article 25 Signing of Contracts and registration
procedure

It 1s a mandatory procedure that the Contract shall be agreed
upon with State Entities in charge of health protection and
sanitation ecology subterranean resources protection and

safe conduct of Petroleum Operations The time for such
agreement shall not exceed 15 days from the date of filing of
the contractual documents by the relevant entittes The
absence of the agreement of the aforesard entities within the
fixed deadline shall not constitute an tmpediment for the
registration of the Contract

A Contract shall be registered 1n the competent entities
designated by the Cabmnet of Ministers (the Government) of
Turkmenistan

A Contract shall enter into force from the date of its
registration 1n the competent entities

Article 26 Annulment of a Contract

A contract shall be rendered null and void m case of
revocation of the License granted to the Contractor

Article 27 Amendments to and termination of the
Contract

Amendments to the terms of the Contract can be made only
upon wnitten consent by the Contracting Parhes provided that
such terms are consistent with requirements of the License
and the present Law

A Contractor and the Competent Body may terminate the
Contract on the grounds and 1n accordance with the procedure
provided for in the Contract

Revocation of the License shall entall termination of the
Contract

The parties shall not be released from the discharge of current
obligations which remarn outstanding at the time of delivery
of the notice on termination of the Contract

In the event of premature termunation of the Contract the
Contractor shall unless otherwise provided for 1n the Contract,
have the night to freely dispose of the assets owned by him
In this case the Competent Body shall have the prionity right

to an acquisttion of such assets

The 1ssues concerning the transfer of ownership of such assets
belonging to the Contractor during the Contract validity as
well as upon 1ts expiration are stipulated 1n the Contract

A Contractor shall leave the Contract Area in the condition
which corresponds to the duly approved rules for conduct of
Petroleum Operations and the protection of subterranean
resources and natural environment

Chapter 5 Conduct of Petrolenm Operations

Article 28 Conditions for the conduct of Petroleum
Operations

Conditions for the conduct of Petroleum Operations including
a work program and a budget for expenditures for 1ts
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implementation shall be specified in the Contract

If the Exploration results n a Commercial Discovery of
Petroleum the Contractor shall be obliged to notify the
Competent Body of such discovery to carry out an appraisal
of the field including an appraisal of its reserves and prepare
a report on whether the latter constitutes a Commercral
Discovery The deadhine for the notification of the discovery

the results of the field appraisal and the preparation of a report
on whether the field constitutes a Commercial Discovery shall
be defined m the Contract

If a Commercral Discovery 1s achieved the Contractor shall
have the night to full recovery of its expenses related to the
conduct of Petroleum Operations the amount of which shali
not exceed an amount of proceeds for its Petroleum
entitlement share

If upon the expiration of the Exploration License vahdity or
its extenston pertods no Commercial Discovery 1s achieved a
Contractor shall have no night to recover its investments In
this case the validity of the License and the Contract shall
terminate

In the event that the Contractor deems that the field doesn t
constitute a Commercial Discovery or fails to proceed with
the development of the Commercial Discovery Contractor
shall be obliged to relinquish that part of the Contract Area,
which encompasses such field

Article 29 Unit Development of a Field

Unit Development of a field means coordination between two
or more Contractors carrymg out their activity for the
development of the same field which lies on the adjoining
Contract Areas

Contractors may enter nto written agreements between
themselves on unit development of the field such agreement
being subject to the approval by the Competent Body

If Contractor (Contractors) fails to enter into an agreement
with another Contractor (Contractors) or 1f Contractor 1s not
in agreement with the unit development plan the Competent
Body 1s entitled to bind him (them) to enter such agreement
or to direct preparation of such plan by an independent expert
and 1ts following mandatory implementation In the event of
failing to comply with the Competent Body s directions the
Production License 1ssued for such field shall be revoked and
the relevant area shall be withdrawn from the exploitation by
the Contractor (Contractors)

Article 30 Artificial Islands, Dams and Structures

The construction operation and use of artificial 1slands dams
and other structures nstalled for the purpose of conduct of
Petroleum Operations at sea, shall be carried out on the basis
of the permission 1ssued to the Contractor by the Competent
Body subject to the protection by the Contractor of natural

environment and bioresources

A safety zone shall be established around such artificial
1slands dams and other structures which shall extend to a
distance of 500 meters from each pomt of their external
boundaries

Location of the artificial 1slands dams and other structures
shall not constitute an impediment to the customary sea routes
of significance for navigation and fishing activities

Contractors or subcontractors in charge of the construction
maintenance and operation of artificial 1slands dams and
other structures shall ensure their safeguard and constant
availabihity of warning facilities signalling their location

Abandoned or unused artificial 1slands dams and other
structures shall 1f they cannot be used for other purposes be
dismantled 1n such a manner, that they do not constitute a
hazard for human safety and an impediment to the navigation
and fishing activities

Article 31 Discharge and burial of wastes associated
with the conduct of Petroleum Operations

Discharge into and bural i the sea of wastes associated with
the conduct of Petroleum Operations shall not be allowed

Discharge of industrial waters mto the sea shall be allowed
only on the condition of their pre-treatment 1n order to bring
them down to the permussible levels of impurity

Article 32 Turkmenistan s right to purchase Petroleum

The Cabinet of Ministers (the Government) of Turkmenistan
shall have the priority right to purchase at the proportionate
basis Petroleum from the entitlement share of foreign or
Turkmen contractors of the private form of property in order
to satisfy the internal market requirements and on the
condition that such requirements were not satisfied by full
utihsation of the Turkmemstan s entitlement share of
Petroleum

The maximum amounts of the Petroleum purchased pricing
procedure form of the payment and the payment currency
shall be specified n the Contract

Article 33 Requisition of Petroleum and its
compensation

In the event of war natural hazard or other circumstances
specified by the legislation on emergency situations the
Cabinet of Mimisters (the Government) of Turkmenistan shall
have the nght to requisition Petroleum belonging to the
Contractor

The requisition shall be carried out to such an extent as is
necessary to satisfy the needs of Turkmenistan during the
period when such emergency situation remain
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The Government of Turkmenistan shall guarantee the
compensation of the requisitioned Petroleum esther 1n kind or
by payment of 1its value n freely convertible currency at the
international market price

Article 34 State control over the conduct of Petroleum
Operations

State control over the conduct of Petroleum Operations shall
be carried out by the Competent Body and other state entities
(within their competence) in accordance with the current
legislation of Turkmemistan The officers of such entities shall
be obliged to secure the confidentiality of any information
recetved during an mspection

Article 35 Measurement of Petroleum produced

The Contractor shall carry out measuring and weighing of
Petroleum produced or saved in the Contract Area, at regular
time 1ntervals specified in the Contract with the application
of methods adopted 1n the international practice for conduct of
Petroleum Operations

Application of other methods for measurement or weighing
of Petroleum as well as appliances and equipment used for
such purposes by the Contractor shall be done only upon the
written consent of the Competent Body

The Competent Body shall have the right systematically and
at specified time intervals to direct that the equipment or
apphance used for weighing and measurement of Petroleum
be tested

If any Petroleum weighing or measuring equipment or
apphance upon its test or exammation found to be false or
unyust such equipment or appliance shall 1f 1t 1s imposstble
to determine the time at which such equipment or appliance
became false or unjust be deemed to have been false or unjust
durning a period which 1s represented by half of the period from
the last date upon which the equipment and apphances were
tested and found to be 1n good order to the date upon which
such equipment and apphance were found to be false or
unjust Adjustment to all relevant terms under a contract shall
be then effected

Chapter 6 Rughts and obhgations of a Contractor
Article 36 Rights of a contractor
Contractor shall have the night

- to use the Contract Area for carrying out the activities
specified in the Contract and 1n the License

- to construct nside and outside the Contract Area facilities of
operative logistic and social infrastructures necessary for the
conduct of Exploration and Production Operations and also
to use upon agreement with the owners faciliies and
communications of general use inside as well as outside the
Contract Area

-to avail atself of the services of sub-contractors in performing
certamn types of Petroleum Operations

- to freely dispose of its Petroleum entitlement share 1n
Turkmenistan as well as in other States subject to the special
agreement with such States

-to carry out with the right of first refusal negotiations n
respect with the extension of the Contract validity period
above the periods provided for in the part 4 of Article 18

- to surrender all or part of its rights and to terminate 1ts
activities in accordance with terms specified in the Contract

Article 37 Obligations of a Contractor

In the course of implementation of a Contract the Contractor
shall be obliged

- to adopt the most efficient methods and technologies for the
conduct of Petroleum Operations based on standards of the
international  practice for the conduct of Petroleum
Operations
- to conduct Petroleum Operations n strict compliance with
this Law terms of the Contract and the License to comply
with the requirements pertaining to the protection of natural
environment and subterranean resources
- to control the flow and prevent the waste or escape of
Petroleum mside or outstde the Contract Area
- to prevent damage of productive strata, caused by water or
other matter entering into Petroleum reservoirs
- to take measures to prevent pollution of any water spring
river canal wurgation system lake sea by the escape of
Petroleum salt water dnlling mud chermcal additives or any
other waste product or effluent In case if pollution occurs
Contractor shall treat or disperse 1t in an ecologically
acceptable manner
- to g1ve preference to the equipment materials and finished
products produced in Turkmenistan 1f they are competitive
in terms of quality price operating parameters and delivery
conditions

to grve preference to Turkmen citizens in hiring personnel
for the conduct of Petroleum Operations and to provide for
training programs of such personnel 1n accordance with the
terms of the Contract
- to provide free access to the necessary documents
mformation and the sites of operations to the authorised
representatrves and officers of the Cabinet of Ministers (the
Government) of Turkmemstan and of the Competent Body
- to make payment of taxes and other mandatory payments in
due time
- to participate n the development of social infrastructure in
accordance with the Contract
- to restore at its own account, parts of land and other natural
cites which have been damaged mn connection with the conduct
of Petroleum Operations to the condition acceptable for their
further utilisation

Contractor shall be liable for the damages resulting from risks
connected with the conduct of Petroleum Operations The

enumeration of such risks 1s given i Article 52

Chapter 7 Main pipeline



Article 38 Ownership of the Mam Pipeline

Main Pipeline means an engineering facility consisting of the
main (linear) part of the pipelines systems and associated on-
land facilities communications and equipment designated for
transportation of Petroleum from the place of production
(treatment) to the place of transfer to another transportation
refining and consumption facilities

Construction, financing, operation and mamtenance of the
Main Pipeline shall be carried out by a specially established
company the owners of which can be the Government
Contractor independent investors or jointly aforesaid entities
and persons

Article 39 Transportation tariff

Transportation tanff shall be set and charged by the Pipeline
Company

Article 40 Construction of main pipeline

Main Pipeline shall be planned and constructed n such a way
as to allow a throughput capacity necessary for handhing and
transportation to land or seaboard terminals of Petroleum
estimated 1n accordance with medium and long term
projections of production

In the event that an extra throughput capacity 1s available in
the Mam Pipeline and subject to the payment of relevant
transportation tanff independent producers may use such
capacity for the transportation of their Petroleum production

Article 41 Maintenance of the Mamn Pipeline

The maintenance of the Mamn Pipeline and 1ts associated
facilities shall be carried out 1n conformity with the norms for
maintenance safety and security apphed m the international
practice for conduct of Petroleum Operations A control over
the application of such norms shall be executed by the Cabinet
of Minsters (the Government) of Turkmenistan and the
Competent Body

The owner (owners) of the Main Pipeline jointly with the
Governmental Bodies of the States which territories are
crossed by the pipehine shall elaborate the plan for joimnt
control over the safe operation of the Mamn Pipeline and
prevention of eventual accidents and emergencies

A conduct of any operations or actions within the security
zone of the Main Pipelme set by owners shall be prohibited

Construction of any objects and facilities which are not
related to the pipeline and 1ts purpose shall be prohibited
within the mimimum distance from the Mamn Pipeline set
conformity with the construction standards and safety norms
applicable in Turkmenistan

Article 42 Construction, laying and operation of

submarine pipehnes and cables

Construction laying and operation of submarine pipelines and
cables shall be carried out in conformity with the safetv and
natural environment protection rules apphied i the
international practice for conduct of Petroleum Operations n
respect of such types of activities

Chapter 8 Natural environment protection

Article 43 Status of natural environment protection
measures

Natural environment and health protection measures for the
population and the Contractors personnel are the obligatory
condition for planning and carrying out any types of
Petroleum Operations

Article 44 Ecological grounds for conduct of Petroleum
Operations

Before starting a conduct of Petroleum Operations a
Contractor shall submit to the special competent State entities
a plan for the natural environment protection measures that he
ntends to adopt m the implementation of 1ts work program

Conclusion of the special Competent Body shall be given in
writing within 30 days of the date of submission of the
aforesaid plan and shall be applied by the Contractor to the
extent to which 1t 1s compatible with the conduct of the
planned activity and relevant planned expenditures In case of
absence withmn the fixed deadline of the deciston of the spectal
competent bodies the Contractor shall have the right to start
implementation of the aforesaid plan

Article 45 Monitoring

Before starting the conduct of Petroleum Operations and for
the entire pertod of their conduct a Contractor shall set up a
monitoring system for obtainmg comprehensive current
information on changes occurring in the natural environment
and on the nature of environmental impact of the Petroleum
Operations conducted with the purpose of taking necessary
measures to eliminate and reduce the negative impact on the
natural environment and ensure ecologically safe conduct of
Petroleum Operations

Chapter 9 Fmancial and fiscal regime

Article 46 Currency transactions

The procedure for carrying out currency transactions by the
Contractor and sub-contractor shall be determined by the
current legislation of Turkmenistan and specified in the

Contract

Proceeds accruing to the Contractor from the sale of its
Petroleum entitlement share may be deposited on the accounts



in Turkmen banks as well as 1n foreign banks In doing so the
Contractor shall submit statements of such accounts to the
competent entities of Turkmenistan for control 1n accordance
with the current legislation of Turkmenistan

Contractor shall have the right to open and maintain accounts
n national currency of Turkmenistan and foreign currency 1n
banks 1n the territory of Turkmenistan

Article 47 Customs regime

Customs regime shall be applied in accordance with the
legislation of Turkmenistan

All matenials and equipment used 1n the conduct of Petroleum
Operations shall be exempted from custom duties and the
registration at the State Commodity Exchange of
Turkmenistan

Contractor shall not be exempted from the payment of custom
duties and other payments for the conduct of operations other
than Petroleum Operations

Article 48 Taxes and payments

In the conduct of Petroleum Operations the Contractor shall
pay only the following taxes and levies

- a tax on profit at the rate established by the legislation of
Turkmenistan Procedure for determination of the taxable
profit shall be provided for in the Contract

- aroyalty on Petroleum production at the rate specified mn the
Contract

Payment of the bonus 1 form of lump-sum may be provided
for n the Contract at the rate specified theremn A bonus may
be paid upon the sigming of the Contract and upon
achievement of certamn Petroleum production level specified
in the Contract

In the event that new taxes or levies are mtroduced
subsequently to the date of entering mnto a Contract a
Contractor shall pay only those which are substituting taxes
and levies paid by him  In such a case an overall amount of
due payments shall not exceed the amount of taxes and levies
imposed on the Contractor as for the time the Contract 1s
entered mto

Payment of taxes and levies envisaged 1n the present Law and
the Contract shall not release Contractor from the payment of
other taxes and levies due for the activities other than
Petroleum Operations

A sub-contractor shall pay profit tax at the same rate as
mposed on the Contractor and no other taxes than the
Contractor

Employees of contractor and of 1ts subcontractors shall pay
income tax i accordance with the legislation of Turkmenistan
and provisions of the Contract
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In the event of amendments to the legislation of Turkmenistan
which was applicable at the time when the Contract was
entered into including amendments due to the changes to the
international treaties to which Turkmenistan 15 a signatory
party the Contractor and the Competent Body shall consider
an 1ssue of mntroducing the amendments into the Contract
order to secure balance 1n the nterests of the Contracting
Parties and economic results which were expected by them
n accordance with the terms of the Contact at the time the
Contract was entered into

Article 49 Bookkeeping and audrting

Contractor (sub contractor) shall maintain bookkeeping and
submit accounting in comphance with the legislation of
Turkmemistan 1n respect with the salaries and social security
of the Turkmen employees

For the purpose of recording Contractor s costs and revenues
as well as for calculation of the taxable profit bookkeepimng
and accounting shall be maintained tn compliance with the
mnternational practice for bookkeeping and accounting apphied
1n the conduct of Petroleum Operations and in accordance with
the Contract provisions For the purposes of foregoing a
freely convertible currency shall be used as the monetary unit
of the bookkeeping

Nattonal currency shall be used for the purpose of periodical
and annual reporting through the translation of foreign
currency at the official exchange rate of the Central Bank of
Turkmenistan

Auditing of the financial and economic activity of the
Contractor (subcontractors) shall be carried out by the
Competent Body or other State entity designated by the
Government at the time intervals specified 1n the Contract
The aforementioned entities shall be enuitled to avail
themselves of the services of independent auditing firms

Chapter 10 Legal terms

Article 50 Assignment of the Contractor s rights and
obligations

Contractor may assign all or part of 1ts rights and obhgations
under the License and the Contract to the other interested
party with the prior written consent of the Competent Body

Contractor shall be entitled to assign all or part of its rights
and obhigations under the License and the Contract to an
Affiliate or one of 1ts members (1n case of the multi-membered
Contractor) with no consent required  subject to the
submussion of the document endorsed by assignor  such
document stating the joint liability of the Contractor for all the
actions of the assignee

As long as Contractor retains any participation interest 1n the
License and the Contract such Contractor and the assignee of
its nights and obligations shall bear joint responsibility under



the Contract

Expenses associated with the assignment of rights and
obligations shall be borne by the Contractor

Article 51 Ownership of information on subterranean
resources

Ownership of geological and geophysical information data
on Petroleum reserves and all other information obtamed or
prepared by the Contractor n the course of conduct of
Petroleum Operations shall belong to the Government Such
information shall not include proprietary rights and secrets of
the Contractor

Article 52 Insurance

Contractors shall be obliged to obtan and maintain an
msurance as follows

- all risks msurance covering all plant equipment, buildings
and other property of the Contractor used or intended for use
in the conduct of Petroleum Operations
- nsurance covering eventual loss of Petroleum and its by-
products up to the point 1n time and location at which the title
1s transferred from Contractor to the Competent Body (in
respect to the Competent Body s entitlement share of
production) or other persons,
- insurance covering clean-up costs for damage to the natural
environment, including pollution of the air water surface and
subsurface sotl under and 1n the Contract Area
general hability insurance covering property damage and hife
and health harm resulted from or in connection with the
conduct of Petroleum Operations
- control-of-well msurance covering control of well and
rednil costs caused by accidents to wells in the Contract Area
health hfe and accidents insurance covering the insurance
for employees and other persons engaged by the Contractor
for the conduct of Petroleum Operations
- such other types of mmsurance as would be applied by the
Contractor i compliance with the international practice for
conduct of Petroleum Operations
- such other msurance required by the current legislation of
Turkmenistan on obligatory types of insurance

Contractor shall be obliged to require sub-contractors which
activities are connected to the conduct of Petroleum
Operations o obtain and mamntain insurance in such forms
and amounts stipulated by the relevant contracts of sub-
contractors

Arfticle 53 Employment relations

The employment legal relations of the Contractors with 1ts
employees are regulated by the legislation of Turkmenistan
collective or individual employment contracts

Employment contracts of the Contractor with foreign
employees may contain spectal provisions in accordance with
the international practice for entering such contracts In such
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case the level of guarantees of labour nghts of foreign
employees should not be lower than the level of guarantees
provided for by the legislation of Turkmenistan

Article 54 Social nsurance and social security

Socral insurance and social security of the employees which
have entered into the employment legal relations with
Contractor (except for the pensions provisions of foreign
employees) are regulated by the legislation of Turkmenistan

Contractor may contributes to the State social insurance m
respect of foreign employees only 1n such cases when latter
wish to enjoy soctal benefits n the territory of Turkmenistan

Pension provisions and provisions on other kinds of social
secunty of foreign employees are regulated by employment
contracts and shall comply with the legislation of the States
of their permanent residence

Article 55 Guarantees of Contractors rights

Contractor shall be guaranteed the protection of its rights 1n
accordance with the principles of nternational law legislation
of Turkmermstan the License and the Contract

Article 56 Resolution of disputes

Disputes associated with the issuance refusal to issue
suspension or revocation of the License as well as those
related to the implementation of the Contract shall be
possibly resolved by way of negotiations including the
mvolvement of independent international experts or m
accordance with dispute resolution procedures previously
agreed n the Contract

In the event that disputes cannot be resolved m accordance
with the provisions of part 1 of this Article within 3 months
from the moment of a written communication from erther part
to the other either party may with prior written notification
to the other party refer to international arbitration bodies
determined by the parties m the Contract

All other disputes including disputes between the Contractor
and Legal Persons and citizens of Turkmenistan shall be
resolved by competent judicial bodies of Turkmenistan unless
otherwise provided for in the agreement of the parties
Article 57 Force Majeure

Failure by the Contractor to fulfil the terms of the License and
(or) the Contract or to comply with the requirements of the
legislatton shall not constitute thewr infringement 1f such
actions are caused by war act of war military conflicts

natural hazard or other events beyond the will and actions of
the Contractor or by other causes envisaged m the Contract
as circumstances of Force-Majeur

In the event of failure to fulfil terms of the License and/or the
Contract the Contractor shall be obliged to immediately
inform the Competent Body 1n that respect with indication of

14



causes for such circumstances to arise

Validity periods of the License and of the Contract shall be
extended for penods during which the Contractor did not
exercise 1ts rights and obhligations i comphiance with the
present Law the License and the Contract due to the
circumstances of Force Majeure

In the event that circumstances of Force-Majeur endure for
more than 1 year either party has the right to propose to the
other to terminate the Contract Upon reaching agreement by
the Parties the Contract shall terminate

In the event that the circumstances of Force Majeur remain
during a period of more than 2 years etther party has the nght
to unilaterally terminate the Contract with prior notification to
the other party

In the event that the Contractor did not recover 1its costs
connected to the conduct of Petroleum Operations the Contract
may be terminated at the Contractor option

The force of this Article shall not apply on the requirement of
payments to be made in due time  as provided for by this
Law the License and the Contract

Chapter 10 Final provisions
Article 58 Information required by the Competent Body

The Competent Body shail have the nght to summon the
Contractor 1 writing to furnish an information and data
related to Petroleum Operations such data including also
world price of Petroleum 1n the event that the Competent
Body has the ground to beheve that the Contractor 1s 1n
possession of such information or data, which information and
data have not be submitted to the Competent Body in
accordance with the provisions of the Law and terms of the
Contract  Contractor shall be obliged to provide such
information

Articie 59 Powers of the Competent Body and
authorised officers

In order to ensure control over the comphance with present
Law and fulfilment of the terms of the Contract the
Competent Body and authonsed officers shall have the nght
to

- enter any area, structure vehicle being used in connection
with the conduct of Petroleum Operations

- to carry out an nspection or testing of the equipment or
apphance bemng used n the conduct of Petroleum Operations

- to extract samples of Petroleum or other substances from any
area where Petroleum Operations are being conducted with
the purpose of their analysis or testing  or for use as evidence
upon the violation of the Law or mfringement of the terms of
the Contract

- carry out an 1nspection of the documents relating to the
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Petroleum Operations, make extracts from and make copies
of such documents

- give directions and introduce restrictions on the activities of
Contractor related to securing safety and health protection of
the Contractor s personnel and of the population

- carry out any necessary examination and mquiry n respect
with the 1ssues of comphance by the Contractor with the
laws other regulatory acts and terms of the Contract

In the exercise of its powers the Competent Body or its
authorised officers may nvolve other persons as experts

Contractor shall be obliged to supply necessary help and
assistance to the Competent Body or an authonsed officer in
the execution of their powers

Article 60 Confidentiahty of information

Neither party has the nght to publish disclose or transfer
any formation which is considered confidential and 1s
related To Petroleum Operations to a third party without
prior wriiten consent of the other Contracting Party

Confidential information may be supphed to legal counsels
accountants, other consultants underwnters lenders
subcontractors  shipping companies  subject to a prior
written undertaking from such persons not to disclose the
mformation recerved

Article 61 Indemnity of Turkmenistan and the Cabinet
of Ministers of Turkmenistan

A License Holder and Contractor shall keep the Government
indemnified agamnst all actions claims and demands which
may be brought or made agamst the Government by reason of
anything done by such License Holder and the Contractor n
the exercise of the latter s nghts and oblhigations under the
Law the License and the Contract



ATTACHMENT B

DECREE OF THE PRESIDENT OF TURKMENISTAN

Hagler Bailly




DECREE OF THE PRESIDENT OF TURKMENISTAN

Nr 3189
6 June 1997 Ashgabat

The steps to be taken i order to implement the Law of Turkmemstan on Hydrocarbon Resources
(Petroleum Law)

With the aim to implement the Petroleum Law most effectively, I decree
1 To create the Competent Body for the Use of Hydrocarbon Resources at the President of Turkmenistan

2 To ratify the ordonnance “ About the Competent Body for the Use of Hydrocarbon Resources at the
President of Turkmenistan ™ attached as Annex 1

3 To nommate the Members of the Expert Counsel of the Competent Body for the Use of Hydrocarbon
Resources at the President of Turkmemistan 1n accordance with Annex 2

4 To approve a Model Production Sharing Agreement for the exploration and production of o1l and gas in
Turkmenistan attached as Annex 3

5 To approve the Model Jomnt Venture Agreement for exploration and production of o1l and gas m
Turkmemistan attached as Annex 4

6 To control petroleum operations according to the Petroleum Law and to the ordonnance “ About the
Competent Body for the Use of Hydrocarbon Resources at the President of Turkmenistan ”

7 To form at the Competent Body for the Use of Hydrocarbon Resources at the President of Turkmenistan
management commuttees for contracts concluded for petroleum exploitation

President of Turkmenistan Saparmurat Turkmenbash:

Annex 1
ratified by decree of The President of Turkmenistan
Nr 3189 of June 6, 1997

Ordonnance
“ About the Competent Body for the Exploitation of the Petroleum Resources at the President of
Turkmenistan”

The Competent Body for The Exploitation of the Petroleum Resources at the President of Turkmenistan,
further “ Competent Body ”, 1s a Government organ invested with the exlusive powers to negotiate (on
applications-translater’s remark), to 1ssue licenses and to enter into contracts, and also to control the course
of the implementation of concluded contracts for the exploitation of the Petroleum resources of
Turkmenistan

The Competent Body shall execute his activity according to the Petroleum Law of Turkmenistan, this
Ordonnance, and other legislative acts directed towards securing rational and effective exploitation of the
Petroleum resources and the protection of the natural wealth of Turkmenistan

The Competent Body 1s headed by the President of Turkmenistan
Goals



The main goals of the Competent Body are

to submit and to receive mvestment proposals i accordance with the policy for the development of the
Petroleum Industry, the strategy and priorities for the exploitation of the Petroleum resources

to carry out negotiations with potential licence holders

to 1ssue licenses and to,enter mto contracts about the exploitation of Petroleum resources

to control the implementation of contracts on the exploitation of Petroleum resources

to submit pertodical reports to the President of Turkmenistan on the exploitation and development of the
Petroleum resources of Turkmenistan

Functions

In order to reach the main goals of its activity, the Competent Body has the following functions

to set uniform rules for the development of Petroleum fields according to mternational standards for
Petroleum Operations and to the strategy of exploitation of Petroleum resources, as defined i the
complex program for the development of the Petroleum Industry,

to organise and to execute work for preparation of tenders, to inform about the time limits, the
conditions and the order for holding tenders, to set procedures for making applications, for obtaming
licence and for signing respective contracts

to organise and to negotiate with mvestors, to prepare contracts with respect to the national interests of
Turkmenistan and n accordance with the investment policy for the development of the Petroleum
Industry

to 1ssue licenses and to sign contracts on Production Sharing and Joint Ventures upon the order of the
President of Turkmenistan,to register contracts with the Government organs nominated for this,

to execute control over the conduct of Petroleum Operations and their compliance with the legislation as
well as with the terms of a license and contracts on Production Sharing and Jomt Ventures,

upon the nomination by the President of Turkmenistan and together with mterested organs, to conduct
negotiations and to prepeare for the concluston of treaties with authorized organs of other countries on
the questions of construction and operation of pipelines and other transport facilities for the transport of
Petroleum

to receive from the Cabinet of Ministers, the Ministry of Gas and Oil Industry and Natural Resources the
description, criteria and directives for uniform rules for the development of Petroleum fields and their
protection as well as the strategy for the exploitation of the Petroleum resources as defined 1n the
complex program for the development of the gas and o1l indistry, and to bring them into comphance
with the standards of mternational practice and to prepare the main requirements for the conduct of
negotiations and the conclusion of contracts

to recetve from the State Agency for Foreign Investments at the President of Turkmenistan the
description criterias and directives on the general investment policy of Turkmenistan which define the
man requirements of the economic and investment block of questions for the conduct of negotiations
and complex expertise

Structure
The structure of the Competent Body consists of

1

Licensing Department

prepares mvestment proposals (under tender or direct negotiations) and organizes its acompanying
informational

mplements the acceptance of applications for obtaimning Licenses and the transfer of documents on an
mvestment project to the Department of negotiations

n case of holding a tender, the department shall carry out the prequalification selection among all the
mvestors, wishing to participate 1n the tender, and, on the basis of results of such a prequalhification
selection, the department obtains the bidding proposals who passed the first round, carries out their

%



complex expertise through a specially estabhished Expert Commussion, after which 1t transfers the
documents on the investment project to the Department of negotiations

the department obtains the preliminary draft contract, the report on the negotiations and complex
feasiblity for 1ssung the license from the Department of negotiations, carries out the final complex
expertise of the documents and submuts them for the review to the Expert Counsel of the Competent
Body

transfers the results of the expertise to the State Agency for Foreign Investment at the President of
Turkmenistan

n case of the positive decision of the Expert Counsel, prepares the draft of decree and submts the
accompanymng application for obtamning the licenses, with the signatures of all the members of the
Expert Counsel to the President of Turkmenistan

upon the approval of the President, 1ssues the License and signs the contract, n the adverse case 1t either
prepares the refusal giving the reasons or returns the draft of the contract for workover to the
Department of contracts

The License 1s given to the foreign physical and legal entities provided that they are registered in
Turkmenistan In case of absence of such registration at the moment of obtaming the License, the
application for formation of the approprate legal-organisational entity 1s submitted to the state organ for
registration

prepares the package of documents and transfers it to the State Agency for Foreign Investment at the
President of Turkmenistan for entering it mto the state register of investment programs, and also to the
Department of control for the subsequent handling

2 Department of Negotiations

1

2

receives the package of documents on an mvestment project for which a license has been applied for
from the Licensing Department

determines the group of experts out of the staff members of the Competent Body and the mnvited
consultants and prepares the scenario of negotiations on the subject, the strategy and the tactics for
conducting the negotiations, safeguarding the maximum interests of Turkmenistan and submits this for
approval by the President of Turkmenistan

carries out the negotiations on the basis of Model Agreements approved by the President of
Turkmenistan, with detailed protocoling of the negotiations, prepares the report on the basic parametres
and results of the process on conducting the negotiations, prepares protocols of disagreement and other
dicuments, composing the format of the contract agreed by the parties

n case of principal disagreements, submits without delay the description of the situation and the
alternative ways of decision to the President of Turkmenistan for further approval and changes for the
conduct of negotiations

upon the end of negotiations the report on negotiations and contract and also all the necessary
documentation for feasibility of the application and the 1ssuance of the License shall be prepared

in case of necessity for workover of the contract the abovementioned actions shall be repeated

3 Department of Control

recerves the full package of documents from the Licensing Department 1n order to execute the further
control on the implementation of the contract and the compliance with the conditions of the 1ssued
license

In order to provide the constant control and management of the newly formed household units
["domestic companies?” 7?], the Department forms the staff of members - representatives of the
Competent Body m the Commuttees for management which are to be created for every separate contract
executes the constant control for the implementation of the contract 1n compliance with the Petroleum
Law of Turkmenistan, with the present regulation and with other legislative acts which can be adopted 1n
relation to the actrvities of the management Commuttees

in the case of shortcomings carries out their detailed protocolling, and determines the complex of
actions for notifications and rejection of shortcomings



¢ 1n cases of breaches which are the reasons for revocation of license according to the art 22 of the
Petroleum Law of Turkmenistan 1t prepares the reasons for revocation and submits them for
consideration to the Expert Councel If the Expert Council 1ssues the decision for the revocation of the
license, the draft of such decree 1s to be prepared and the application for revocation 1s to be transferred
to the President of Turkmenistan with the signatures of all the members of the expert councel

Expert Councel and Experts

In order to perform the functions and tasks of the Competent Body the Expert Councel 1s to be formed
consisting of the persons appointed by the President of Turkmenistan whose decision 1s the basis for
1ssuance of a license as well as for signing of contracts and for their revocation and the termination of
concluded contracts

For the participation n the process of negotiations, for the conduct of complex expertise, for the control
over the compliance with the conditions of the contracts and licenses, Experts (Specialists) out of the
representatives of the Mmustry of O1l and Gas and Mineral Resources, the Mmistry of Nature and
Environmental Protection, the State Inspection for Standards, Metrology, Protection of Underground
Resources, the State Commuittee for Carrying out the Comphance with Techmcal Stanbdards, the Malitary
Firefighting Services of Turkmenistan, the State Concerns and from other organs shall be mnvited

In case of mviting the experts out of the members of the related Ministries and State Organs, the priority
responsibilities of the latters shall be the functional obligations m the Framework of tasks defined by the
head of the Competent Organ

The Competent Organ shall have the right to determine the mamn subject of the research and development
centers and mstitutions of Turkmenistan and to coordinate the works related to the conduct of expertise on
the subjetc of the feasibihty studies of contracts, investment feasibility researches and programs of for
management training

In order to provide the high professional level and quality of the mdependent expertise and as well as for
nviting the nternational experts, the fund for financing the Competent Organ shall be formed, the sources
of which are the to be deducted from bonuses and royalties from the concluded contracts, and also by the
contributions recetved during the orgamusation of tenders and 1ssuance of licenses

The amounts of contributions are to be determined according to the level of the necessary financing and are
subject to the approval of the President of Turkmenistan

The number of the staff , the amounts and form of the salaries for the staff members of the Competent Body
shall be approved by the President Turkmenistan

The Competent Body 1s a Legal Entity, 1t has a seal showing the State Emblem and 1t s title and also
accounts 1n the banks of Turkmenistan



Annex 2

ratified by decree of

The President of Turkmenistan
Nr 3189 of 6 June 1997

Nomination of the Expert Council of the Competent Organfor the Exploitation of Petroleum Resources at

Gurbanmuradov, Y A

Sardjayev, B K

Kurbanov T H

Altayev,D C
Babayev, Kh

Bordjayev, A

Kulniyasov, A K
Kurbanov, P K
Niyasliyev, O
Tatchnasarov, G

Khasanov, B

Khodjamukhamedov, D G

The President of Turkmenistan
Vice Prime Minister of the Cabinet of Ministers, Director of the
State Agency for Foreign Investment at the President of
Turkmenistan, Vice President of the Competent Organ

Vice Prime Minister of the Cabinet of Mimisters, Minster for the
Petroleum Industry and Mneral Resources

Mmuster for Foreign Economic Relations, Executive Director of the
Competent Organ

President of the State Concern Turkmengeologia
Vice Minister for the Petroleum Industry and Mimeral Resources

Executive Director of the State Fund for the Development of the
Petroleum Industry and Mineral Resources

President of the State Concern Turkmenneft

Minsster of Nature and Environmental Protection
President of the State Concern Turkmenneftegasstroy
President of the State Concern Turkmengas

Deputy Head of the Main State Inspection for Standards, Metrology,
Protection of Underground Resources and Safe Working Conditions

Deputy Director of the State Agency for Foreign Investment at The
President of Turkmenistan
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MEMORANDUM OF UNDERSTANDING
Between
THE UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
And the GOVERNMENT OF TURKMENISTAN

Regardng

NEW LEGAL & ECONOMIC DEVELOPMENT
IN THE OIL & GAS SECTOR

In

THE COUNTRY OF TURKMENISTAN

This Memorandum of Understanding (MOU) outhines the framework for mutual cooperation
between the Government of Turkmenistan (the “Government”) and the United States Agency for
International Development (USAID) 1n support of the Government’s effort to restructure its laws

and rules and regulations relating to the o1l and gas industry To this end, the parties commut to
the following

The Government of Turkmenistan agrees

To provide the USAID consultant, Hagler Bailly Consulting, Inc , with office space in the Ministry

of O1l and Gas Industry and Mineral Resources or 1n such other space as may suit the
Government

To provide the said consultants with copies of all existing laws and rules and regulations, and
relevant studies necessary to provide informed advice

The United States Agency for International Development agrees
To provide the necessary expatriate experts for the implementation of the assistance contemplated

by this agreement, a list of which 1s set forth on Exhibits A and B attached hereto, and to
provide the local staff and office equipment necessary for the functioning of their office



To continue supporting the development of laws and rules and regulations for the o1l and gas
mdustry of Turkmenistan which conform to international standards

Terms of Implementation

This MOU will take effect upon signature by the respective parties and remain 1n force through
May, 1998

All undertakings of USAID pursuant to this MOU are subject to the availability of funds and to
further agreements and obligations between USAID and such public and private parties
regarding the provision of such assistance The USAID field mission in Almaty, Kazakstan,
and the local office in Ashgabat, Turkmenistan, will be responsible for managing the
implementation of this proposed activity of the Government of the United States of America

In the event that 1) the Government of Turkmemistan fails to comply with any provisions of this
Memorandum of Understanding, 11) USAID determines that facts have arisen which makes 1t
improbable erther that the purpose of the Memorandum of Understanding will be attained or
that the Government of Turkmenistanor USAID will not be able to comply with the provisions
of the Memorandum of Understanding, 11) USAID determines that the continuation of
assistance will result 1in violation of US law, then USAID may, at 1ts option suspend, in whole
or 1n part, provision of assistance under this Memorandum of Understanding upon providing
written notice of this action to the Government of Turkmenistan In the event of partial
suspension, such notice shall specify affected activities and be effective upon receipt by the
Government of Turkmenistan If, at any time after such notice, USAID determines, 1n 1ts sole
discretion, that the cause for suspension has not been corrected or correction 1s improbable,
USAID may terminate assistance and provide written notice of this action to the Government
of Turkmenistan

In the event that USAID fails to comply with any provision of this Memorandum of
Understanding, the Government of Turkmenistan can demand comphiance with or correction
of the violation during an agreed period of time If there 1s not an appropriate remedy within
the agreed period of time, the Government of Turkmenistan has the night to terminate, at 1ts
sole discretion, the effect of the agreement

This Memorandum of Understanding may be amended by written agreement of the signatory
parties



This Memorandum 1s signed 1in Ashgabat, Turkmemistan this

day of June, 1997, in two

copies, each of them 1n English, and Russian, with each having equal authonty, by

Government of the United
States of America

By

By

Patricia Buckles

Mission Director

United States Agency for
International Development

Government of Turkmemstan

By
Ministry of O1l & Gas
Industry and Mineral
Resources
By

The State Agency for Foreign
Investment at the
President of Turkmenistan



Priority
1

2

EXHIBIT A

ASSISTANCE PROJECTS

Project

Review and comment on existing proposals for the formation of the Competent
Body, and recommend changes 1f needed

Review and comment on current drafts of Model Production Sharing
Agreement and Joint Venture Contracts Assist in the development of the
Model Offshore Production Sharing Agreement Provide guidelines for
negotiating such agreements

Review and comment on existing and proposed regulations and standards, and
recommend changes and additions to attain compliance with international
standards and the special needs of Turkmenistan Assemble a library of model
regulations from authorities such as the American Petroleum Institute

Review, summarize and comment on the pipeline tariff methodology and the
pipeline economics study currently being considered and recommend changes,
if any

Assist in the presentation of the new Petroleum Law and model contracts to
other Turkmen governmental agencies, foreign companies, and o1l and gas
conferences and other interested parties abroad A part of the effort undertaken
n this regard shall include the publication of a brochure setting forth the new
Petroleum Law

Assist 1 the preliminary preparation for the tender for exploration/production
areas 1n the Amudarya basin Recommend negotiation preparation procedures
for those usual negotiation activities in which the Competent Body or other
governmental officials would frequently become mvolved

Develop a proposal for western style chart of accounts for the o1l and gas
sector Provide training on how to use such charts and develop at least two or
three specialists



EXHIBIT B

SUBJECTS FOR INDIVIDUAL CONSULTING, EXCHANGE OF THOUGHTS, AND FOR THE
REVISION AND PREPARATION OF WRITTEN MATERIALS
(Preliminary List)

1 Basic Concepts Of Finance

These include cash flow analysis, time value of money, discount rates(nominal and real),
relationship between risk and return, return criteria (IRR and NPV), difference between
debt and equity investors, advantage of debt on the weighted cost of capital

2 Investor Return Requirements

Return requirements for equity investors, country risk premiums, how risks can be shared
through commercial structure and contracts, and lower risk means lower cost of capital and
lower return requirements

3 Basics Of Project Finance

Limited recourse financing, requirements for World Bank (and other MLA) support, and
project company, sponsor subsidiaries, and sponsor parent relationship

4 Basics Of International Contracts

Fundamental concepts of contracts, choice of law 1n international contracts, international

treaties and conventions, dispute resolution, and common types of international o1l and gas
contracts

5 Production Sharing Agreements, Joint Ventures, & Other Types Of Agreement

The current petroleum law allows the Competent Body to sign PSCs, JVs, and other types
of agreements In our meetings, the Turkmen Government officials expressed the need for
explaining the Law and the agreements to people within their orgamzations The course

could present a comparison of more prevalent o1l and gas agreements and their typical
€conomics

6 Contract Negotiations

i



The substance of this course should be discussed with experts and should mnclude negotiations

techniques and address cultural and political differences between Turkmenistan and the
western countries

7 01l And Gas Accounting

The course would cover international o1l and gas accounting standards and a comparison
with accounting practices in Turkmenistan This would be beneficial i both explaining
the Accounting Procedures attached to PSC and other agreements as well as the tanff
calculation methodology

8 Petroleum Economics Traimning For O1l And Gas Managers
The purpose of this course would be to aquatint o1l and gas managers 1n the government

and state concerns with worldwide supply, demand, trade, transportation, and economics
in crude o1, products, natural gas, and LNG
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EXHIBIT A

ASSISTANCE PROJECTS

USAID will provide three broad areas of assistance, as follows

The structuring of business transactions 1n the o1l & gas sector, including assistance n the
area of negotiation and tender for exploration

The development of operational procedures and methodologies, including pipeline tanffs,
and conservation, health, safety, and environmental regulations

The implementation of various other functions connected with the o1l & gas sector

Specific projects providing such assistance will include

1

Provide gurdelines and assistance for negotiating Production Sharing Agreement and Joint
Venture Contracts Give assistance in performing techno-economic studies to evaluate both
the economic and technical soundness of different production sharing contracts From the
workshop on International Petroleum Economics which 1s offered as a part of this MOU,
there will be a computer model available to do the economic analysis There may be a need
to make changes to this computer model to comply with Turkmenistan terms Review the
contract terms to make recommendations keeping 1n view the twin objectives of getting
maximum returns to Turkmenistan as well as meeting the strategic need to mvest foreign
investment Whenever 1t 1s possible to improve the economic returns to the state based on
the present prevailing standards in the world, recommendationsregarding the changes in the
terms to be offered during the negotiations will be made

Review and comment on existing and proposed regulations and standards, and recommend
changes and additions to attain compliance with international standards and the special needs
of Turkmenistan Assemble a library of model regulations from authorities such as the
American Petroleum Institute  Using these international standards, develop for the
consideration, deliberation, and debate of the Competent Body, additional regulations to
provide a substantive framework to the New Petroleum Law, including, among others

Procedures and obligations relating to Exploration, Production, and Combination Licenses

Rules for the Protection of Petroleum Resources

Rules for the Protection of the Environment

Rules for the Public Life and Health Protection

Rules for the Identification and Protection of Holy Sites, and Historical and Cultural Monuments



Rules for Registration of Contracts

Rules for Revocation of Licenses

Rules regarding Bank Guarantees or Substitute

Rules concerning the timing and procedures for holding a Tender

Rules concerning submission of Bidding Proposals Rules regarding License Validity
Periods, as well as the suspension, revocation, and termination thereof

Rules regarding the substance and approval process of Voluntary and Forced Unitization

Rules regarding the location, construction, operation, use and the ultimate dismantling of structures placed
n navigable waters

Rules regarding the discharge and bural of wastes from Petroleum Operations, including the setting of
permissible levels of impurity

Rules concerning the Measurement and weighing of Petroleum, including the frequency, methods

Rules concerning the protection of natural resources, and the conduct of spill clean-up operations

Rules concerning the reclamation of land utilized for Petroleum Operations

Rules concerning the laying and operation of submarine pipelines and cables

Rules regarding the content, and submission requirements relating to an Environmental
Protection Plan

3

Review, summarize and comment on the pipeline tariff methodology and the pipeline
economuics study currently being considered and recommend changes, 1f any A review and
analysis of the existing pipeline cost accounting as well as the pipeline tariff methodology
will be carried out
A standardized computer model will be developed with the following objectives

1 To evaluate pipehne economics

2 To develop pipeline methodology

3 To estimate actual pipeline tariffs based on international standards
Traiming will be given to the concerned personnel on the use of the above computer model

4

Assist 1n the preliminary preparation for the tender for exploration/production areas

Recommend negotiation preparation procedures for those usual negotiation activities 1n
which the Competent Body or other governmental officials would frequently become
mvolved In such assistance, USAID will assist in the preparation and collection of data
relevant to effective consideration of the tender by prospective bidders, development of
procedures for the disbursement of such information to prospective bidders, procedures for
the consideration, and the award or rejection, of bids



Provide assistance to concerned personnel on famihanzation with, and the use of,
internationally accepted accounting standards for o1l and gas operations  Even 1n the
western countries, the standards for o1l and gas accounting are different from the normal
practice Therefore 1t 1s necessary for o1l and gas sector personnel to be famihar with the
western o1l and gas accounting procedures Assistance n the form of formal training and
computer software will be given to the concerned personnel Assistance will also be given
to do system study to develop computer software and thus to have a full fledged
Management Information System

6

Provide seminars and discussion forums wherein officials and others from the country of
Turkmenistan will have an opportunity to exchange thoughts and individually consult with
experts on a variety of topics including those set forth on Attachment B
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USAID LEGAL AND REGULATORY DEVELOPMENT PROJECT
FOR OIL AND GAS SECTOR IN TURKMENISTAN

DRAFT WORK PLAN (NOVEMBER 17,1997)

(Enghish version)

1 Develop proposals for improvement of o1l and gas legal and regulatory structure

A

Assist n the formation of a library of international o1l industry legal and regulatory matenals

consisting of text, electronic medra, computer models, and programs

a  Library of Standards, Recommended Practice, and Regulations from API, ISO, MMS, & other sources

b  Off-the-Shelf Oil & Gas PC software

¢ Texts Legal, Business, & Regulatory Subjects

d  Examples of Regulatory Agency Structure from different countries

Develop uniform rules for exploration and explortation of o1l and gas fields and for environmental

protection using international standards for o1l operations

a  Provide comments on the draft Unified Regulations For Development Of O1l, Oil-and-Gas, Gas, and
Gas-Condensate Fields

b Update existing draft of Unified Regulations to international standards and/or draft new Unified
Regulations

Develop proposals for improvement of legal and regulatory structure of current o1l and gas state agencies

a Review existing O1l & Gas mndustry structure

b Recommend mprovements m the legal & regulatory structure

Organize and conduct seminars, workshops, and conferences as needed mcluding the following

a Concepts Of Energy Regulatory Agency Law

2 Develop proposals and regulations related to o1l & gas agreements

A

o

m g O

A

mgOw

Evaluate existing o1l and gas agreements for consistency with the new Petroleum Law and the Model
Agreements

Recommend standards for o1l and gas accounting, plans and budgets, and performance reports relevant to
mternational requirements

Develop methodology for reporting, analysis, and control of licensed o1l companies activities
Provide advice as needed on legal, economics, negotiations, PSA and JVA 1ssues

Develop uniform mechanisms for dispute resolution

Organize and conduct seminars, workshops, and conferences as needed including the following

a  Oi and Gas Accounting

b International Petroleum Economics

¢ International O1l & Gas Contracts

Develop proposals on issues related to carrying out tenders

Develop primnciples for evaluation of bids for exploration and production of Caspian Sea o1l and gas
resources

Develop proposal for model commercial structure for future agreements

Develop proposals for conducting future rounds of Caspian Sea tender

Develop proposals for conducting tender for onshore blocks

Organize and conduct seminars, workshops, and conferences on the above topics as needed



TURKMENISTAN DRAFT WORK PLAN » 2

4  Develop proposals on strategic o1l and gas mfrastructure development 1ssues

A

cCoOw

Develop proposals for existing export pipeline projects

a  Evaluation of pipeline feasibility studies

b  Proposals with respect to creation and form of consortiums

¢ Wniting contracts and agreements

Develop proposal for an o1l and gas export strategy for Turkmenistan

Develop proposals for o1l and gas pipelme tariff methodology

Develop proposals for o1l field supply and service busimness development

a Review state of service business capabilities within Turkmenistan at present, and within the region of
Central Asia

b Proposals with respect to the size and form of ownership of the service busmess
- state, private, or mixed

¢ Proposals with respect to regulation of 01l and gas service business

Organize and conduct seminars, workshops, and conferences as needed including the following

a Oil and Gas Project Financing

b Strategic Planmng Retreat

Hagler Bailly

ub



TURKMENISTAN DRAFT WORK PLAN » 3

(Russian version)

1

3

Pa3paboTKa NPeAnoXeHWi  ANS COBEPLUEHCTBOBaHUS I0PUANYIECKONR U PErynupyloLLieid CTPYKTYpbI
HeTerasoBoro cexropa

A

D

CopeiicTene B hopMUPOBaHNM GUBNUOTEKM MaTEPUaNOB MeXayHapoaHoi HedhTSHON

NPOMBILLNIEHHOCTY N0 IOPUANYECKUM BONPOCaM 1 Bonpocam ynpasrneHus Martepuwanst 6yayT

COCTOSTb U3 TEKCTOBLIX JOKYMEHTOB, 3NEKTPOHHBIX (DANOB, KOMMbIOTEPHBLIX MoAenen

nporaMm

a bubnuorteka cTaHgapToB, pekomeHAYeMOo npakTuki u npasun us AHU, OMC, CYMD u
APYrX UCTOYHUKOB

b ToToBOE KOMMEDUECKOE NPOrpamMMHOe obecneueHue ANA HethbTerasoBoro cexropa

¢ TekcTbl MO PUANIECKAM, OPraHn3aLMoHHEIM U [ENO0BLIM BOMPOCaM

d [MpumMepbl CTPYKTYP PETYNMPYIOWMX areHTCTB pa3HblX CTpaH

PaspaboTka eauHbIX NpaBuIt CCBOHUS W SKCTiNyaTalmMn HedbTerasosbix MECTOPOXASHWUIA U

OXpaHbl OKPYXatoLWei cpeabt C UCNONb3OBaHMEM MEXAYHAPOAHbIX CTaHAaAPTOB BEASHUA

HedTAHBIX paboT

a [lpepocraenenue KOMMEHTapPUEB MO NPOEKTY YHUBEPCanNbHbLIX NpaBun Ans paspaboTku
HeTAHbLIX HedTerasoBbiX, ra30BbiX ¥ ra30KOHAEHCATHBIX MECTOPOXAEHWA

b [HopaboTtka cywiecTByOLLEro NpoeKkTa YHMBepcanbHbIX Npasun AnsA paspaboTiy HedhTAHbIX,
HedTErazoBbIX ras’oBbiX U ra30KOHAEHCATHbIX MECTOPOXAEHWUA WK BbIpaboTKa HOBbIX
YHuBepcasbHbIX Npasun

PaspaboTka npegnoxeHi NO COBEPLUEHCTBOBAHUIO OPraHU3aLMOHKO-NPaBoBOK CTPYKTYPhI

CYLLIECTBYIOWMX roCYAapCTBEHHbBIX YupexaeHui HedTerasosoro cekropa

a O0630p cywecTByOWENR CTPYKTYPbi HEhTErasoBoi NPOMBILLNEHHOCTU

b HekomeHAOBaTb U3MEHEHUS NO COBEPLUEHCTBOBAHUIO IOPUAVNIECKOA U PETYNUPYIOLLeh
CTPyKTYpbI

Opranuzaums v NpoBeASHNE CNeayoWX CeMUHApoB JUCKYCCUA U KoHbepeHLWii

a KoHuenuus 3akoHa o Perynvpytowiem opraHe B 06nactyt SHepreTuku

PaspaboTka rpefnoxeHuid 1 Npasun, CBR3aHHLIX C LOroBopamu no HedTH U rasy

A

B
c
D

mm

[aTtb OUEHKY COOTBETCTBUA CYLLECTBYIOWNX COrNaLLieHnid No HeTh U rasy ¢ 3akcHOM o6
YINEBOLOPOAHLIX pecypcax TyYpKMeHUCTaHa U MOAESbHBIMU COrfialleHnsMm

PekomeHA0BaTh CTaHAAPTLI NO BegeHnio ByxranTepcKoro yaeta U OT4ETHOCTH, BbINOMHEHWIO
nnaHoB 1 GrogXKeTa, COOTBETCTBYHLMX MEXAYHAPOAHLIM TpeGoBaHKAM

PaspaboTarb METOAONOMMID OTYETHOCTH, KOHTPONS ¥ aHannaa AeATenbHOCTU NNLIEH3UPOBaHHbIX
HeTAHLIX KOMMNaHWA,

Mo mepe Heo6X0AUMOCTM NPEfOCTaBUTE KOHCYbTaLuuy No IOPUANYECKM, SKOHOMUYECKUM
BOMPOCaM U BONPOCaM BEAEHUS NeperoBOPOB B OTHOLEHUW COrMalleHWi O pasaene NpoayKuum u
COBMECTHbIX NPEANPUATHUAX

PazpaboTaTth eAnHbie MEXaHW3Mbl pa3peLLeHUs pasHornacuii

Opraxusaums v nposefeHUe CRERYIoWMX CeMUHaPOB, AUCKYCCUIA 1 KoHepeHL WA

a bByxrantepckuii yuet B o65acTu HedhTi 1 rasa

b MexayHapoaHas HehTerasoBas 3KOHOMUKa

¢ MexayHapoaHble KOHTPaKThl NO HeMTH U rasy

Pa3paboTka NpeAnoXeHU A Mo BONPOCaM NPOBEAEHUS TEHAEpOB

A

PazpaboTka NpUHLMMNOB OLEHKU 3asiBOK Ha pa3BefKy U 4obbluy HehTerasoBbix pecypcos

Kacnuiickoro mops

Hagiler Bailly
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mo Ow

Pa3paboTka Moaeny KOMMEPUYECKOH CTPYKTYPbI ByAyLMX cornatieHuia

Pa3paboTka NpeanoXeHnid No NpoBeAeHMI0 ouepeHbIX payHaoB Tengepa no Kacnuickomy
MOpI0

Pa3paboTka NpeanoXeHWd No NPoBeAEHNIO TEHAEPA Ha OHLLOPHbIE Groku

OpraHusauusi u NpoBeAeHNe COOTBETCTRYIOLMX CEMUHAPOB W KOH(bEepeHLMIA

PaspaboTka NpesnoXeHni No CTpaTerueckum BONpocaM pasBuTUS MHGPacTPyKTyph!
HeghTerasoBoro cekTopa

A

oO0Ow

PaspaboTaTh NpeanoxeHns No CyLWECTBYIOLUM NPOEKTaM SKCTIOPTHBIX TpyGonposoaos

a Ouenxka TS0 Tpybonpoeoaos

b lMNpegnoxeHus, kacaoWnUecs co3gaHus 1 hopmbl KOHCOPUMYMOB

¢ HanucaHwne KOHTPaKTOB ¥ COFNaLLEHUA

PaspaboTka npegnoxeHwi no cTpater TypKMeHUCTaHa B 06nacTu skcnopTa HedTi U rasa

Pa3paboTtka npeanoXeHuii No HeTerasosoi TaputHOR MeToA0NOMMN

Pa3paboTKa npeanoXxeHuit No passuTUO CEPBUCHOrO BusHeca AnA HeTAHbIX KOMMNaHWIA

a OueHka BO3MOXHOCTel rocygapcrsa B obnacrtu cepeucHoro 6uaneca B TypkKMeHncTaHe u
LieHTparnbHoa3uaTCKoOM pErMoHe Ha HacTOALMIA MOMEHT

b MMpeanoxeHus, kacaloWmMecs BenuanHbl 1 (bopMbl COBCTBEHHOCTH CEPBUCHOTO BUsHeca
- FOCYAAPCTBEHHARA, YacTHan UM CMeLlaHHasn

¢ lNpeanoxeHus, kacawwwuecsa perynuposaHns cepsucHoro 6usHeca B obnactu HetT! U rasa

OpraHuszayma u nposeaeHne crnegylowmnx CeMuHapoB, AUCKYCCHIA U KOHepeHUwii

a HedTerasosoe NpoeKTHoOE (huHaHCKpOBaHWE

b CrparerMueckoe nnaHnupoBaHue

Hagler Bailly
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Tel / Fax (993-12) 354305 / 393085

Hagler Bailly

Mr TN Kurbanov

Executive Director of the Competent Body
For the Use of Hydrocarbon Resources

53 Azady Street

Ashgabat 744000

December 11, 1997

Subject Draft Unified Regulations For Development Of
O1l, O1l-And-Gas, Gas, And Gas-Condensate Fields

Dear Mr Kurbanov

You have asked us to translate the Unified RulesFor Field Development drafted by the Office
of the Chief State Inspector of the Major State Inspectionof Turkmenistan, and to provide our
comments on the same Hagler Bailly has now translated the draft Uniform Regulations from
Russian to English language and had the draft reviewed by Kris Gupta and myself, Hagler
Bailly's Resident Advisors in Ashgabat A copy of our translation s attached to thisletter While

we believe that with more time we could better conformour translation to an accurate o1l field
vocabulary, we believe that the current rendering 1s a reasonable restatement of the Russian
version

During our review of the Unified Regulations we have also requested input from an internationa
regulatory expert as to a limited portion of the Regulations Further, we have discussed certain
aspects of the Unified Regulations with Messrs Bayram Hasanov, Baltabay Lukmanov, and
Hageldy Hankuliev of the Major State Inspection Of Turkmenistan In making these comments
we were guided by (1) the New Petroleum Law of Turkmenistan, and the (2) the Decree of the
President, dated June 1, 1997, by which the Competent Body envisioned in the Petroleum Law
was established and given structure A sovereign government delegates to administrative
agencies by such specific grants of authority those rule-making powers with which that
sovereign, but for the constraints of time and expertise, could otherwise concern itself Several
of the more important sections of the New Petroleum Law which bestow upon the Competent
Body rule-making authority, together with those in the supporting Presiéntial Decree, are listed
in the attachment of this letter designated Attachment A

Hagler Bailly's comments are preliminary in natue because of limited time available for review
and because only a limited amount of regulatory resource material was available in Ashgabat
With that caveat, 1t 1s Hagler Bailly's opinion that the overwhelming tenor of the draft Unified
Regulationsis to set forth overly detailed work procedures and guidelines for those engaged in
normal o1l field activities Although we have been unable to find comparable features in the
regulatory frameworks of leading international producing countries, 1t should be noted that

Hagler Bailly Consulting Inc ® 11 Bitarap Turkmemistan Apt 2 ® 744000 Ashgabat Turkmenistan



frequently a more flexible form of such work procedures and guidelines are part of in-house
'Procedures Manuals' by which o1l companies suggest to field personnel procedures to be
followed in a variety of situations Indeed, such guidelines and procedures are, in our opinion,
best left to each company's management of its own ever-refining vision of "normal o1l field
practice" and no sigmficant purpose 1s served by making them the subject of inflexible
regulations More to the point, 1t 1s Hagler Bailly's preliminary opinion that these Unified
Regulations are not based upon "international standards" as specified in the New Petroleum Law
but rather are almost wholly a re-edit of prior regulations developed for the prior Soviet model
of exhaustive procedural specificatim  In both substance and form the Unified Regulations are
very prescriptive, 1€, they prescribe what should be done 1n certain situations in great detail

Normal o1l field operation,however, requires flexibility in responding to unpredictable situatiors

so that creative solutions can be developed taking ito account (a) rapidly changing technology,

and (b) economics Hence,the 1deal regulations tend to be objective, 1 € , goal oriented leaving
operators to select procedures and technologies to achieve regulatory purpose

There are four major goals of regulations commonly found in the international upstream o1l and
gas sector They are (a) conservation of natural resources, (b) health and safety, (c)
environmental protection, and (d) data collection The Unified Regulations address these areas
primarily through reference to specific reguhtions such as classification of reserves, o1l and gas
safety, subso1l and environmental protection, and well suspension and abandonment Hagler
Bailly has had no opportunity to review tese other specific regulations and cannot comment as
to whether they conform to international standards

In summation, 1t 1s the opinion of Hagler Bailly that the draft Unified Regulations do not confom
to the legislative mandate of the New Petroleum Law of Turkmenistan to prepare regulations

conforming to international standards, but ratherare a re-visitation of the former Soviet model
of regulation by prescription

Very truly yours,

Hagler Bailly Consulting, Inc

By, Willlam R James
Senior Resident Advisor
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To Rashid Redjepov
From Wilham R James
Re Suggested Rule-Making Process

The following 1s a suggested rule-making process The estimated times can either be
longer or shorter 1n actual implementation, but they are a current "best guess " The
Governmental make-up of the Rule-Coordinating Commuttee was suggested by the
various disciplines specified in the new Petroleum Law as requiring some regulatory in-
fill The non-Governmental make-up of the Commuttee seeks participation and
acceptance of the rule-making process from the industry that will be regulated Some
countries would also nclude private interest groups such as environmental or educational
groups from the commumities that could be affected by oil field development, but, at

some point the growing number of representatives on any commuttee can become
unwieldy

Suggested Rule-Making Process

A Rule-Coordinating Commuttee or other Alternative
I Recommendation Establishment of Rule-Coordinating
Commuttee with reps from
Competent Body — Chair (head of Dept of Control)
Government of Turkmenistan (one representative from each

Est Time of the following)

one week Minustry of O1l & Gas Industry and Natural Resources
Ministry of Nature
Minstry of Culture

Petroleum Industry Currently Operating in Country (one
representative from each of the following)
Turkmenneft
Turkmengaz
Monument/Mobil Consortium
Unocal
Petronas
USAID as consultant to GOT will prepare drafts of
regulations
I Alternatives to Committee
Staff of the Competent Body
Staff of the Minmistry of O1l & Gas Industry and Natural
Resources
Staff of the Major State Inspection of Turkmemstan

S



Est Time
two weeks

B Identification of all statutory areas requiring regulatory promulgation
under new Petroleum Law—These rules should be patterned after
international standards, be goal-oriented and not prescriptive
Recommendation A suggested listing, with potential substantive
content, would include

I Exploration, Development and Production of O1l & Gas
Resources

General Rules, Definitions, Applicability, Measurements

Dnlling, Development, Producing, and Abandonment
a Includes requirements for dnlling, completion,
workover, notice requirements, data collection
needs, conservation, abandonment specifications

Secondary and Tertiary Recovery Projects

Pollution Prevention and Control
a Includes measures for the protection of ground
waters, surface waters, waste disposal measures,
sulfur treatment, as well as air pollution prevention,
and noise abatement, as well as development and
implementation of o1l-spill contingency plans

Environmental Protection
a These would include special environmental
requirements relating to wildlife and fisheries
protection, 1dentification and protection of historical
sites and holy sites, and sites of cultural importance,
development and submission of Environmental
Protection Plan, reclamation of land utilized for
petroleum operations

Public Life, Safety and Health
a Includes worker training and nstruction, H,S
considerations, facilities specifications, required
equipment

Special Off-Shore Rules
a This would include Platform and Structure
Requirements, structural placement and
navigational, and bio-resources protection,
submarine pipelines and cables

Licensing procedures
a This would include methods for application for
license, registration thereof, determination of
exploration period, submission and procession of
request for extension of license, the causes and
process for termination, revocation, and/or
suspension of license, requirements (including time
periods) for circulation and comment among the
various GOT agencies of a license or proposed
contract

J$



Est Time
one day

Est time
two weeks

Est Time
two weeks
for each set
/ less time
1f model
used
extensively

Est Time
two weeks
for each set
/ less time
if model
used
extensively

Est Time
two weeks
for each set
/ less time
1f model
used
extensively

C Setting of priorities among all sets of required regulations

I Recommendation Begin with sections 4, 5, 6, and 7 as shown
above, continue with sections 1, 2, and 3, above, finally, end
with sections 8 and 9, above

D Consideration of available model options

I Recommendation pick and choose from among the systems of
the Umted Kingdom, Indonesia, or the Minerals Management
Service of the United States Other systems could also be
considered

E Preparation of each set of rules and consideration of same by
Committee Recommendation, follows

I USAID consultants draft new rules using model
wherever possible—edit model and add new
materials to complete for specific Turkmenistan
requirements

II Distribution to Committee members / individual
consideration and response

III Commuittee Deliberation, Re-edit of Rules and Re-submission



Est Time
6 months
for entire
set

F Presentation to Competent Body for its Consideration and Adoption



