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ARAL SEA CONSORTIUM PROSPECTUS AND DRAFT AGREEMENT ~ 3 

EXECUTIVE SUMMARY 

The draft Ara1 Sea consortlUm agreement and the mtergovernmental agreement required under the 
subject contract have been developed by HBIX consultants and have undergone numerous 

diSCUSSions wIth representatIves of Kazakhstancaspishelf (KCS) and foreIgn companIes m 
Kazakhstan The draft has been dIscussed With UzbekIstan's speCIalIsts by KCS representatIves 

ThIs report descnbes the purpose of the project and the mam steps undertaken by the developers of 
the subject documents to achIeve the targeted purposes It also contams an outhne of the pohtical 
socio-economical, legal and regulatory envrronment dunng the project ImplementatIOn penod 
AccomplIshments and conclusIOns are set forth m the closmg sectIOns of the report 

Drafted documents are attached to thIS report as appendIces 

PURPOSE 

The purpose of the project was to asSISt the Government of Kazakhstan m creatmg favorable 
condItIOns for attractmg foreIgn mvestors m the development of 011 and gas resources of the Aral Sea 
area The mvestment clImate m Kazakhstan IS vIewed by many foreIgn mvestors as promIsmg One 
of the areas where such mvestment IS partIcularly favorable IS the development of Kazakhstan s 011 
and gas resources whIch reqUIre foreIgn capital and technologies 

The Importance of the Aral Sea project for Kazakhstan can not be overestImated In proposmg the 
Aral Sea ConsortIum, the Government of Kazakhstan's (GOK) motIves are SImple contmue the 
trend of encouragmg foreign 011 and gas companies With world class finanCIal and technologIcal 
resources to enter mto a consortium or another type of agreement to explore large onshore and 
offshore areas of the sea Kazakhstan also needs foreIgn mvestments to denve mcome for upgrade 
human health conditIOns which currently eXist m the Aral Sea area and to determme If the 
environmental condItIons can be Improved Due to a number of reasons, the populatIon of the Aral 
Sea area has drastIcally decreased smce 1960 

ThIs task was comphcated by the fact, that the temtory of the Aral Sea IS shared by both Kazakhstan 
and Uzbekistan WIth approxImately half of the water area m each country 
KazakhstanCaspiShelf (KCS) and the GOK, realIzmg, that partICIpatIon of Uzbekneftegas (the 
Uzbekistan state 011 and gas company) as a full partiCIpant m the Aral Sea ConsortIum oIl and gas 
exploratIOn effort IS deSIrable from many standpomts, resulted m a request for USAIDIHBIX to 
asSISt m draftmg an mtergovernmental agreement mmed to create a foundatIon for the Jomt 011 and 
gas actIVItIes m the regIOn One of the advantages of the Jomt exploratIOn of the regIOn relates to the 
Aral Sea enVIronmental and SOCIo-eCOnOmIC SItuations m that the total ecosystem and human health 
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SEA CONSORTIUM PROSPECruS AND DRAFT AGREEMENT .4 

aspects should be studIed and evaluated as a urnt 

BACKGROUND 

In mld-1996, HBIX was contracted to provIde assIstance to the GOK and KCS m the development 
of a prospectus and draft agreement for a proposed Aral Sea ConsortIum ThIs ConsortIum s purpose 
would be to conduct exploratIOn research studIes WIthm the Kazakhstan portIon of the Aral Sea 
basm 
By 1996, KCS and the OOK had already gamed a wealth of expenence m workmg With 
mternatIOnal foreIgn 011 and gas comparues through the CaspIan Sea COnsortIum whIch was created 
m late-1993 to perform a comprehensIve exploratIon research study of the Kazakhstan portIOn of the 
CaspIan Sea The CaspIan Sea ConsortIum expenence was very valuable to KCS for both the 
technIcal and admInIstratIve aspects of the busmess and It allowed KCS to IdentIfy cenam 
problems that are mherent to any first tIme venture and deSIre to mInImIZe the recurrence of those 
dIfficultIes m the organIzatIon and framework of the Aral Sea ConsortIum 

DescriptIOn of activIties 

• 

• 

• 

• 

• 

A thorough study of the CaspIan Sea ConsortIum documents was conducted Its advantages 
and problems were revealed through numerous dISCUSSIons With KCS and foreIgn 
partICIpants m the COnsOrtIum Meetmgs were held With KCS executIves and representatIves 
of the CaspIan ConsortIum foreIgn partICIpants to obtam a comprehenSIve pIcture of the 
thmgs that worked as well as defiCIenCIes 

ComparatIve analYSIS between consortia and other types of ventures In the mternatIOnal 
practIce was prepared and country - speCIfic recommendatIOns for Kazakhstan were 
presented as to how each type of organIzatIon agreement worked 

The draft Prospectus of the Aral Sea ConsortIum was developed usmg the CaspIan Sea 
ConsortIum Agreement as a model It took mto account the mternatIOnal expenence and the 
lessons learned from the CaspIan Sea actIVItIes and resulted m substantial reVISIOns to some 
sectIOns 

NegotIatIOns and dISCUSSIon of the draft prospectus WIth KCS and the OOK allowed for 
further Improvements, partIcularly, the OPPOrtunIty to mvolve Uzbekistan mto the Aral Sea 
project KCS recogruzed the need to mvolve Uzbekistan and took the IrutIative to bnng 
U zbekneftegas mto the dISCUSSIOns 

A presentatIon of the Aral Sea COnsOrtIum project was made on October 24, 1997, at the IV 
InternatIOnal GeologIcal Semmar On GeologIcal Framework and 011 and Gas Beanng 
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SEA CONSORTIUM PROSPECTUS AND DRAFT AGREEMENT·5 

ProspectIvIty of the Aral Sea A number of foreIgn 011 and gas companIes attended the 
semmar orgaruzed by KCS, whIch was purswng thIS OpportunIty to attract the attentIOn of 
foreIgn mvestors to the Aral Sea regIOn HBIX consultants partICIpated m the semmar and 
saw a presentatIon on the summary of work completed 

SImultaneously With fmahzmg the draft Intergovernmental Aral Sea ConsortIum Agreement 
the legal basIS for the Jomt development of the Aral Sea regIon b} Kazakhstan and 
Uzbekistan was proposed 

Dunng the summer of 1997, several drafts were prepared on the Intergovernmental Aral Sea 
ConsortIUm Agreement m consultatIOns With KCS attorneys and took mto conSIderatIon the 
pohtiCal, lustoncal, geograplucal, geologIcal, economIcal and other condItIOns m the regIOn 
The attempt was made to create an agreement, that would allow for the most open, 
transparent, and effiCIent terms of cooperatIOn between the two countrIes for the mutual 
benefit m future mcomes and prospects for upgradmg the envIronmental SItuatIOn of the 
Aral regIOn 

At the end of July 1997, the draft agreement was offiCIally submItted to Government of 
Uzbektstan by the GOK, WhICh was followed by the dISCUSSIon of the project at the 
governmental and company levels m August 1997 

ConumssIOns for development of the mtergovernmental agreement were formed from both 
SIdes and further Improvement of the document was based on the comments made by 
Kazakhstam and UzbekIstanI experts SIX workgroups were developed to reVIew dIfferent 
parts of proposed ConsortIUm actIVItIes and admmistratIve structure 

The final draft agreement was prepared on the basIS of further dISCUSSIons and negotIatIons 
and submttted to KCS m September 1997 Smce that tIme both governments have negotIated 
the final proVISIons of the agreement, but have yet to SIgn and adopt It 

CONSORTIUM AGREEMENTS IN KAzAKHSTAN, PROJECT JUSTIFICATION AND POTENTIAL 

In Kazakhstan, the 011 and gas belongs to the State, and the State 011 or gas company becomes an 
automatIC partICIpant m the venture and IS expected to substantIal derIve benefit from the extractIOn 
of od and gas through ProductIOn shonng Agreements The GOK IS eager to enter mto partnershtps, 
Jomt ventures, and consortIa WIth foreIgn partICIpants who have large finanCIal backmg and 
techmcal resources to help Kazakhstan develop ItS vast 011 and gas potentIal, not Just m the CaspIan 
Sea area but throughout other potentIally favorable areas, mcludmg the Aral Sea 
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SEA CONSORTIUM PROSPECTUS AND DRAFT AGREEMENT ~6 

ConsortIUm as the Most Efficient Type of Agreement for the Aral Sea Project 

The CaspIan Sea ConsortIUm IS VIewed by KCS and some of the foreIgn partners as a successful 
effort whIch actually ftmshed ItS tasks ahead of the targeted date of completIOn In the VIew ofKCS 
If there were a group of Jomt ventures operanng Instead of the ConsortIUm they could not have 
accomplIshed theIr tasks In a tImely manner, because they would have to negotiate contract 
temtones With several mimstnes of the GOK 

The GOK and KCS VIew the Aral Sea basIn appears to be suffiCIently large to warrant a consortIUm 
operatIOn for purposes of completmg the exploratIOn research study WIthm a speciftc tIme frame 
The GOK has gIven pnonty to the reVItahzatIOn of the Aral Sea area, hopIng to reestablIsh a VIable 
healthy populatIon and develop a VIable long-term mfrastructure A large mjecnon of foreIgn capItal 
and mvestment IS necessary to make even Incremental Improvements The GOK VIews the Aral Sea 
ConsortIUm as the best vehIcle to both explore the Aral Sea offshore and adjacent onshore area and 
prOVIde Incremental Improvement to mfrastructure 

A consortIUm may have the follOWing long range beneftts for foreIgn Investors 

• PartICIpatIon m a consortIUm IS almost a guarantee that foreIgn mvestors wIll be able to have 
one or more contract temtones to further explore, develop and produce 011 and gas In the 
baSIn and appears to be effiCIent mechamsm to conduct offshore operatIOns on huge 
undeveloped areas 

• The consortIUm framework as proposed after reVIew of the ftrst draft by KCS would allow 
the opportunIty for foreIgn partICIpants to retaIn umty long after OffiCIal consortIUm actIVIties 
have termmated KCS, In fact, has favored keepmg the ConsortIUm Intact unnl the end of all 
Petroleum OperatIons 

• The Intergovernmental Aral Sea ConsortIum Agreement commIts KCS to asSISt the foreIgn 
partICIpants through the regulatory process In gettmg all necessary approvals, permIts, 
hcenses, contracts, etc WIth both governments 

ConsortIUm Management and OrgaDlzatlOn 

The Aral Sea ConsortIum would be an Incorporated contractual orgamzanon SImIlar to the CaspIan 
Sea ConsortIUm It Will be created pursuant to an agreement among two or more foreIgn 011 and gas 
compames, KCS and Uzbekistan, If It chooses to partICIpate 
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SEA CONSORTIUM PROSPECTUS AND DRAFT AGREEMENT" 7 

As was the case WIth the CaspIan Sea ConsortIUm Agreement overall supervIsIon and operatIOnal 
control of the consortIUm operatIOns would be vested m a management commIttee compnsed of one 
desIgnated representatIve from each consortIUm partICIpant 

The operator, KCS, m the CaspIan Sea Agreement and as proposed m thIs agreement represents the 
second orgaruzatIOnal control of the consortIUm and manages the day-to-dayactiVItIes 

The thIrd orgaruzatIOnal level of the consortIUm IS represented by Its staff lme management and 
employees KCS, as a consortIUm partICIpant, m addItIon to bemg operator plays a speCIfic role m 
and has a dIstmct advantage over foreIgn 011 and gas comparues m seekIng lIcenses and contract 
temtory approval, and therefore IS conumtted to assIstIng foreIgn 011 and gas companIes through the 
eXIstmg bureaucratIc process 

In suggestmg thIs orgamzatIOnal framework for the Aral Sea ConsortIUm we have conSIdered 
expenences acqUIred dunng the CaspIan ConsortIUm operatIon as well as the current regulaton 
enVIronment m Kazakhstan, m order to IdentIfy the most effiCIent and operable organIzatIOnal 
structure 

Aral Sea Current Status and O&G Development Potential 

The current condItIon of the Aral Sea IS known to be a major envIronmental dIsaster m Central ASia 
The surface area of the Aral Sea has shrunk from 70,000 square kilometers m 1960 to 40 000 square 
kilometers by 1989 The sallmty of water has drastIcally mcreased As a result, thIs area IS suffenng 
from senous ecologIcal problems, a depressed economy, and a detenorated SOCIo-economiC 
mfrastructure Human health condItIons have senously declmed ,because adequate medIcal servIces 
are no longer avaIlable 

The KeS had entered mto a contract With USAIDIHBIX to do an up-front ecologIcal and 
enVIronmental reVIew of the Aral Sea basm Unhke the envIronmental Impact assessment reqUIred 
for such areas as the Caspian Sea and surroundmg temtones, where special protectIon areas had been 
estabhshed, the Aral Sea envIronmental reVIew should YIeld a lesser number of cntIcal assessment 
conSIderatIOns HBIX contracted With local enVIronmental consultants to prepare a report 

KCS, on the basiS of ImtIal geologIcal and regIOnal seismIC surveys, has made estimates of the 
amount of recoverable 011 and gas from the Aral Sea area and these estImated reserves appear to be 
very promlSlng as IS seen from the followmg figures over 255 mIllIon tons of 011 and 217 bIllIon 
CUbIC meters of gas under the Aral Sea and adjacent temtones m total These figures should appear 
to be even more attractIve when foreIgn companIes realIze, that operatmg m the Aral Sea regIOn, 
though reqUIred to asSIst and contnbute m the rehabIlItatIOn program, Will not face the same 
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SEA CONSORTIUM PROSPECTUS AND DRAFT AGREEMENT .8 

numerous restnctlOns and reqwrements whIch were apphed to the actlvltles In the hIghh 
ecologIcally senSItIve zones of the CaspIan Sea The Aral Sea Prospectus outhned the prehmman 
producmg potentIal as proVIded by KCS data along Wlth a descnptlOn or efforts undertaken to 
Improve and moderruze the data base 

LEGAL AND REGULATORY ENVIRONMENT AND POTENTIAL INTER - COUNTR\ AGREEMENTS 

The regulatory envrronment m Kazakhstan IS rapIdly changmg as the government IS movmg towards 
the adoptIOn of new laws and regulatIOns and revlsmg the old ones to meet mternatIOnal standards 
and practIces and to create favorable condItlOns for foreIgn mvestors The reflectlOn on these laws 
are Incorporated mto ConsortIum management and ProductlOn Shanng Agreement 

ApplIcable Laws and RegulatIOns 

The GOK has Issued several laws and sets of regulatIOns pertammg to 011 and gas productlOn SInce 
the advent of the CaspIan Sea COnsortIum Agreement and IS contmumg thts work, as demonstrated 
by the followmg examples 

• Law on Licencmg, whIch been reVIsed at least tWice, 

• RegulatIons for Offshore and Inland Water 011 OperatlOns, 

• RegulatlOns on the Procedure for the ConclUSIOn of Contracts to Conduct SubSOil 
OperatIons, and 

• The Law on ProtectlOn of the EnVIronment 

• The Law on SpeCIally Protected Natural Temtones 

• Procedures for Grantmg PermIts for ConstructIon and OperatIon of ArtIfiCIal Islands, Levees, 
FacIlItIes and InstallatIons m Conductmg Petroleum OperatIons 

These are a few examples of newly adopted laws and rules, whIch currently regulate oIl and gas 
actIVItIes, but there are stIll many gaps In the regulatory enVIronment whIch need to be filled Wlth 
updated reqUIrement whIch are both VIable and fleXIble USAIDIHBIX was also requested by KCS 
and the GOK to facIhtate thts process by draftmg offshore rules and regulatlOns based upon 
mternational practIces and standards 
These newer regulatory measures Wllllffipost the proVISIons of the Aral ConsortIum Agreement 

HaglerBailly ---------------
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SEA CONSORTIUM PROSPECTUS AND DRAFT AGREEMENT ·9 

ProductIOn Sharmg Agreements 

ProductIOn shanng agreements (PSA) were negotIated before the enactment of the 1995 PresIdentIal 
EdIct "Concernmg Petroleum" and vanous the sets of regulatIOns and decrees were drafted and 
approved m 1996 The PSA process IS a more regulated process due to the development and adoptIOn 
of draft PSA's by the GOK 

The Prospectus outlmes the pnnclples of a productIon shanng agreements for the Aral Sea 
COnsortIum and descnbes the process of negotIatIons for those types of contracts HBIX was asked 
by KCS to develop Issue paper for three PSA scenanos 

(1) 

(2) 

The ConsortIum stays mtact untIl the end of the ExploratIOn Research study SImIlar to the 
CaspIan Sea ConsortIum 

The ConsortIum stays mtact untIl the end of Petroleum OperatIOns 

(3) The ConsortIum dIssolves after the ExploratIon Research Study except that a tranSItIon 
phase would be proVIded 

Potential Intergovernmental Agreement for the Aral Sea Project 

Smce nearly half of the Aral Sea area IS located m UzbekIstan, the GOK, through KCS, has begun 
to negotIate an agreement WIth the neighbonng country If these negotiatIOns are successful and the 
GOU Aral Sea temtory IS mcluded under the Aral Sea ConsortIum Agreement, the Uzbekistan 
mterests related to ItS role m the consortIum WIll affect the final verSIOn of the Agreement 
PrelImmary estImates and pOSSIble verSIons of the UzbekIstan role were dIscussed by the drafters 
of the Prospectus dunng several meetmgs WIth KCS experts 

KCS requested USAIDIHBIX techmcal aSSIstance m draftmg the mtergovernmental agreement, 
whIch would allow for Jomt operatIons m the Aral Sea area ConsIderable work was performed and 
a final draft was prepared, whIch IS detaIled m the DescnptlOD of ActiVIties SectIOn of thIs report 

MAJOR RESULTS 

Overall, major results ofthts task mcluded development of the draft Aral Sea ConsortIum Agreement 
and draft mtergovernmental agreement between Kazakhstan and Uzbekistan Importantly, thIS draft 
agreements faCIlItated the governmental ImtIatives related to the Aral Sea regIon rehabIlItation 
program and prOVIded It WIth the reasonable and Justified model of cooperatIOn WIth foreIgn 
mvestors to the mutual benefit of the partIes ThIS task also prOVIded the foundatIon for the 
negotIatIons between the GOK and GOV, whIch appear to be a magmficent result, If one takes mto 
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SEA CONSORTIUM PROSPECTUS AND DRAFT AGREEMENT ~ 10 

account the roots of the ecologlcal disaster and weak expectatIons to resolve thts ecological problem 
m a tradItIOnal way by llInItatIOn of water consumptIon from the nvers feedmg the Aral Sea For 
many respects, the GOU's partIcIpatIOn may be focal to the success on the Aral Sea agreement 

AdditIOnally, dunng the work at the draft COnsortIum Agreement the Kazakhstam counterparts were 
provIded WIth a very valuable mformatIon on InternatIOnal expenence m JOInt development of 011 
and gas fields and orgamzatIOnal structure of dIfferent types of ventures 

On the basIs of the developed documents the GOK and GOU negotIated the terms of the 
Intergovernmental agreement and the role ofUzbektstan In the Aral Sea effort therefore the project 
has clearly helped the two countnes to achIeve better understandIng of theIr VIews on future 
development of the Aral regIon 

LESSONS LEARNED AND NEXT STEPS 

ConclUSIOns whIch can be drawn from the expenence of the USAIDIHBIX representatIves 
cooperatIon WIth local governmental OffiCIalS and company executIves dunng work at the subject 
project mclude the follOWIng 

• 

• 

• 

• 

The government and companIes are WIllIng to work WIth USAID and are applYIng for 
technIcal asSIstance when they are able to IdentIfy the areas where InternatIOnal expenence 
and expertIse are reqUIred, though some of the Issues anse dunng the course of work at the 
projects, and thIS reqUIres from the USAID and foreIgn consultants certaIn degree of 
flexibIltty and abIlIty to qUIckly respond to the changmg SItuatIon 

Local speCIalIsts deSIgnated to discuss and accept the results of the work, performed by 
USAIDIHBIX, demonstrate sound knowledge of the subject, they are traIned m the baSICS 
of the market economy and, International practice, and envIronmental concerns and are 
asktng for SImIlar cases and theIr comparatIve analYSIS They are asktng not only for the final 
products, but for JustIficatIOn of the models suggested to Kazakhstan 

On the basIS of the expenence gamed through ImplementatIOn ofthts partIcular project we 
can say that more opportunItIes for traInIng could be prOVIded, though thIs traIrung should 
not focus on academIC course, It should be taIlored to the needs of the local speCIalIsts, 
applIed to the SItuatIOn In Kazakhstan and, most Important, be task-speCIfic, SInce the need 
In traInmg In some speCIfic areas IS normally revealed durmg work at speCIfic projects and 
can hardly be predIcted both by USAID contractors as well as by local partICIpants 

The Kazakhstam Government and State 011 Compames lIke KCS, become more 
sophIsticated In theIr VIew of how to structure Agreements to the best economIC advantage 
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SEA CONSORTIUM PROSPECTUS AND DRAFT AGREEMENT ·11 

for theIr country USAID contractors have to be enough flexIble m theIr own approaches to 
recommend small changes that add value The USA or Western World approach does not 
always slIde easIly mto a system whtch has a dIfferent CUltural, pohtlcal and economIC 
expenence Both SIdes of the effort stay on a learnIng curve whtch sometImes meets and 
often does not Consultants have to mamtam patIence and be WIllIng to look for alternatIve 
methods when problems occur 
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DRAFT CONSORTIUM AGREEMENT 

CONSORTIUM AGREEMENT dated as of (date) concluded In the Clt\ of Almat' In the 
RepublIc of Kazakstan among the GOVERNMENT OF THE REPUBLIC OF KAZAKSTAN ta~ 
represented by the MInIstry of 011 and Gas Industry) THE MINISTRy OF OIL AND GAS 
INDUSTRY, as the deSIgnated regulatory body, KAZAKSTANCASPISHELF a State compam 
orgaruzed and eXistIng under the laws of the Repubhc ofKazakstan (KCS) and actIng In the capacIt\ 
of "Aralshelf", and 

(Investor PartIcIpants LIsted ) 

(Each a "£m:ti' and collectIvely the "PartIes ") 

WITNESSETH 

WHEREAS pursuant to ResolutIOn _ and the Force of the Law on Petroleum the 
Government of the Repubhc ofKazakstan and the PreSIdent have deSIgnated the MIIDStry of OIl and 
Gas Industry to be the responsIble agency for the coordInatIOn of geologIcal and geophYSIcal 
research and surveys, for 011 and gas exploratIOn and productIon and for developIng a ConsortIum 
effort for the Aral Sea and Adjacent Temtory, and 

WHEREAS the Government through the MInIStry of OIl and Gas Industry has formed KCS 
and has aSSIgned to KCS the nght as sole organIzer and coordInator of operatIOns In the Offshore 
and Onshore areas of the Kazakstan sector of the Aral Sea area, and 

WHEREAS pursuant to the Charter of the State Company "Kazakstancasplshelf ", as 
approved by the former MIIDster of Energy and Fuel Resources on Apnl 2, 1993, KCS shall 
coordInate the geologIcal and geophYSIcal exploratIOn for and productIon of 011 and gas depOSIts In 
the Kazakstan sector of the Aral Sea In a project known as "Aralshelf", and 

WHEREAS the Government, as represented by the MIIDStry, and the ConsortIum PartiCIpants 
have duly entered Into a PrelImInary ConsortIum Agreement on (date) whIch granted the Investor 
PartICIpants (as defined In the PrelImInary Aral ConsortIum Agreement) an exclUSIve nght to 
become a party to thIs final Agreement, and 

WHEREAS pursuant to actIOn taken by the MInIStry of 011 and Gas Industry on (date) to 
approve the PrelImInary ConsortIum Agreement and to authonze the MIIDStry to coordmate WIth 
other appropnate miIDstnes havmg regulatory authonty over several geologIcal, geophYSIcal and 
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envIronmental actIvltIes and wIth KCS to develop programs for these actIvItIes for the Aral Sea 
ExploratIOn Area and 

WHEREAS KCS Intends on a long range basIS to become a self-sufficIent 011 compan\ and 
to maIntam that status throughout the Aralshelf project and accordmgl) wlll lead wIth the 
cooperatIOn and support of the Investmg PartIcIpants and otherwIse as provIded herem the da\ -to
day operatIOns of the ConsortIUm as Operator and 

WHEREAS KCS desIres and the Investor PartIcIpants are wIllmg to provIde techmcal 
assIstance and trammg to KCS employees so as to assIst KCS as Operator as provIded herem and 

WHEREAS the Investor PartIcIpants are wIlhng to fund ConSortIum operatIOns on the terms 
and condItIOns provIded m thIS Agreement, and 

WHEREAS the Aral Sea ExploratIon Area has uruque envIronmental and SOCIO-economiC 
problems resulting from past actIVItIes that have degraded water and enVIronmental resources to the 
pOint where a sustamable qualIty of hfe and human health IS unlIkely unless Improvements and 
human inCentIves can be mtroduced through the development of 011 and gas resources Such 
envIronmental problems are of paramount concern to the PartIes, and 

WHEREAS the PartIes (1) understand the Importance of developing the EnVIronmental Work 
Program and of conductmg the ExploratIOn Research Study and other ConsortIum operatIOns In 
accordance thereWIth and (2) have concluded that the ObjectIves of thIS Agreement are m the best 
mterests of the Repubhc of Kazakstan, and 

WHEREAS the PartIes are deSIrous of entering Into thIs Agreement pursuant to whIch (1 ) 
the ConsortIUm Will conduct ConsortIum operatIons and (2) the Investor PartICIpants are granted the 
exclUSIVe nght to select a number ofE&P Blocks (as speCIfied m SectIOn 10 3) and to negotIate the 
terms and condItIOns for the exploratIOn, development and productIon of each of such E&P Blocks 
m accordance With the terms and condItIons set out herem 

NOW, THEREFORE, m conSIderatIon of the premIses and mutual agreements and covenants 
heremafter set forth, the PartIes hereby agree as follows 
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ARTICLE 1 

Defimtlons 

SECTION 1 1 CertaIn Terms Defined CapItahzed terms used In tlus Agreement shall have 
the respecuve mearungs as defined In the Schedule In Append!>.. _ The Schedule rna' be amended 
to Include addItIOnal terms upon approval of the Management CommIttee 

ARTICLE 2 

The ConsortlUm 

SECTION 2 1 FormatIOn of the ConsortlUm The ConsortIum IS an unIncorporated 
contractual orgaruzatIOn created pursuant to thIS Agreement and In conformity WIth the laws rules 
and regulatIOns of the RepublIc ofKazakstan The ConsortIum IS not a Jundical entIty and shall not 
be construed as such, It shall not constItute a separate enuty for tax purposes 

SECTION 2 2 Purpose and ObjectIve of the ConsortIum The ConsortIum s purpose and 
objectIve IS the ImplementatIOn of the ExploratIon Research Study m the dehneated ExploratIOn 
Area and the EnVIronmental Work Program In addItIOn, as proVIded In tms Agreement In the Work. 
Program and m the Budget, the ConsortIum shall carry out 

• the development and constructIOn of such mfrastructure m and WIth respect to the Aral Sea 
ExploratIon Area as IS necessary and benefiCIal to achIeve the purpose and ObjectIve of the 
Agreement and as the PartIes may otherwIse agree for SOCIal and long range development 
purposes,and 

• the establIshment and educatIOn of trammg programs for those employees of KCS and other 
apphcable Kazakstan entItIes not tramed under prevIOUS ConsortIum programs and the eqUIppmg 
ofKCS as IS necessary to Implement the ExploratIOn Research Study 

SECTION 23 Scope of thIS Agreement In addItIon to specIfymg the terms and 
condItIOns pursuant to wmch ConsortIum operatIOns are organIzed managed and Implemented, thIS 
Agreement speCIfies the nghts of the Investor PartICIpants to select E&P Blocks and to negotIate the 
terms and condItions pursuant to whIch satd PartICIpants may explore develop and produce 
hydrocarbons from such Blocks 
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ARTICLE 3 

ConsortIum Mana~ement 

SECTION 3 1 Structure of ConsortIUm Mana~ement The overall supen lSlon and 
control of ConsortIUm operatIOns IS hereby vested m a Management CommIttee (the "Management 
CommIttee") compnsed of one representaTIve deSIgnated by each ConsortIum PartICIpant (each such 
representatIve a "RepresentatIve on the Management CommIttee") The Management Commmee 
WIll have the powers and dutles specIfied m SectIOn 3 2(b) Responsibilm for managmg and 
conductmg day-to-day ConsortIUm operatIOns IS hereby vested In KCS whIch IS hereb\ deSIgnated 
operator for ConsortIum operatIOns (the "Operator") The Operator shall have the dutIes and powers 
specIfied In SectIOn 4 2 

SECTION 3 2 The Management CommIttee 

(a) EstablIshment and COmpOSITIOn The names of the mltlal representatIves on the 
Management CommIttee and each of theIr alternates are lIsted In Append!}" _ Each ConsortIUm 
PartICIpant shall have the nght, from tIme to tIme and upon notIce to the other ConsortIUm 
PartICIpants, to deSIgnate a dIfferent person to act as such PartIcIpant's representatlve or 11S alternate 
Each ConsortIUm PartICIpant agrees to authonze ItS RepresentaTIve on the Management CommIttee 
and m rus absence, rus alternate, to represent and bmd such PartICIpant WIth respect to any matter 
wmch IS witIDn the powers of the Management COmmtttee No RepresentatIve on the Management 
CommIttee ( or alternate) shall be entitled to compensatIOn from the ConsortIum or the Operator for 
performance ofms dutIes as a member of the Management CommIttee ServIces to the ConsortIUm 
or the Operator other than those prOVIded as Management CommIttee RepresentatIve shall be 
compensated as prOVIded In trus Agreement The representatIve of KCS on the Management 
CommIttee shall serve as ChaIrman of the Management Comnllttee 

(b) Powers and DutIes of the Management CommIttee Subject to the terms and 
condItIOns of thIS Agreement, the Management CommIttee wIll exerCIse overall supervlSlon and 
control of ConsortIUm operatlons Its powers and dutIes shall Include the follOWIng 

(1) conSIderatIOn and determInation of all matters relatmg to general pohcles, procedures and 
methods of carrymg out ConsortIum operatIOns, 

(2) conSIderatIOn, reVISIOn and approval or dIsapproval of all Annual Work Programs, Annual 
Budgets and Major DeViatIOns therefrom as proVIded In SectIOn 14 2, 

(3) approval of the EnVIronmental Management System and deVIatIOns therefrom as prOVIded 
In SectIOn 15 3, 

(4) InstructIng the Operator WIth respect to thIrd party claIms and law SUltS as prOVIded m 
SectIOn 46, 

(5) approval of technIcal and managenal experts and the terms of theIr engagement as 
prOVIded In SectIOns 6 2 and 6 3, 
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(6) approval of contractors and supplIers and the terms of theIr contracts as provIded m SectIOn 
7 l(b) 

(7) amendments to the Accountmg Procedures as proVIded m SectIon 8 1 
(8) approval of an mdependent accountmg firm and the terms of 11S engagement as provIded 

m SectIOn 8 2 
(9) removal of the DIrector General or the Deputy DIrector General In the event of Vv lliful 

MIsconduct by eIther or both as provIded m SectIOn 4 7 
(10) approval regardmg the acqUISItIOn and dISpOSItIOn of any mterest m real estate used In 

connectIOn With ConsortIum operatIOns and the terms thereof provIded however that the 
Operator may undertake any two (2) such transactIOns dunng each vear If the aggregate 
value of both such transactIOns IS less than fifty thousand US Dollars (U S $50000) 

(11) other than as expressly provIded m thIS Agreement as an oblIgatIOn of the Operator 
determmatIOn of whether and to what extent the Operator Will represent the mdividual 
ConsortIum PartICIpants m dealmg With government authOrItIes and thIrd partIes msofar 
as the same relate to ConsortIum operatIOns, 

(12) approval ofpubhc announcements or statements regardmg thIs Agreement or ConsortIUm 
operatIOns as proVIded m SectIOn 233, 

(13) appomtment, at the dIscretIOn of the Management CommIttee, of such advison or other 
COmmIttees as the Management CommIttee determmes are necessary or appropnate for the 
tImely and effiCIent conduct of ConsortIUm operatIOns, 

(14) approval of changes to the structure of the Operator's admmistrative setup and the 
formatIOn of other Departments and appomtment of personnel as proVIded m SectIon 
4 5(b), and 

(15) consideratlOn of any other matter relatmg to ConsortIum operatIons whIch may be referred 
to the Management CommIttee by the PartIes or any of them (other than any proposal to 
amend thIS Agreement) or whIch IS otherwIse deSIgnated under thIS Agreement for 
reference to the Management CommIttee and whIch matter IS not speCIfically delegated to 
the Operator pursuant to thIs Agreement The Management CommIttee however shall not 
take any actIon that would be m conflIct With the terms and prOVlSlons of thIS Agreement 

(c) Meetmgs. NotIce The Management CommIttee shall meet at least quarterly The 
ChaIrman of the CommIttee shall call quarterly meetmgs, and may call addItIOnal meetmgs at any 
tIme, by gIvmg notIce to the other CommIttee RepresentatIves at least twenty-one (21) calendar days 
In advance of such meetmg Any other RepresentatIve may request a meetmg of the Management 
COmmIttee by gIvmg notIce to the ChaIrman Upon receIpt of such request, the Chairman shall call 
a meetmg of the Management CommIttee for a date not less than twenty-one (21) calendar days or 
more than thIrty (30) calendar days after receIpt of such request The above stated pen ods may be 
waIved With the wntten consent of a majorIty of the RepresentatIves on the Management Conumttee 
The requestmg RepresentatIve shall, m the notIce to the ChaIrman, state the reason for requestmg 
a speCIal meetmg and If such reason IS a reopemng of a matter already resolved by a voted deCISlOn 
of the Management COmmIttee, unammous concurrence by all RepresentatIves shall be reqUIred to 
hold a speCial meetmg 
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(d) Votmg, Attendance at Meetmgs Each RepresentatIve on the Management 
Committee shall have one vote Each alternate shall be entItled to attend all Management CommIttee 
meetmgs but shall have no vote except m the absence of the RepresentatIve for whom he IS the 
alternate In addItIOn to the RepresentatIve and hIs alternate each ConsortlUm PartICIpant rna, also 
at ItS own cost, bnng to the relevant portIon of any Management Committee meetmg such ad\ ISorS 
and support staff as are deemed appropnate 

( e) Contents ofN otlce Each notIce of a meetmg of the Management Committee shall 
contam, (1) the date tIme and locatIOn of the meetmg and (2) an agenda of the matters to be 
conSIdered at the meetmg accomparued, If pOSSIble, by all mformatIOn reasonablv necessan for the 
RepresentatIves to make mformed declSlons WIth respect to the matters to be conSIdered <\ 
RepresentatIve on the Management COmmlttee by notIce to the other RepresentatIves gIven not less 
than seven (7) calendar days pnor to the date set for the meetIng may add addItIonal matters to the 
agenda for a meetmg The Management CommIttee may only conSIder at a meetmg a matter not 
contamed on the agenda for that meetmg If the RepresentatIves on the Management CommIttee 
(whether or not present at that meetmg) unarumously agree that the matter be conSIdered A negatIve 
vote shall be accomparued by a statement as to why the matter should not be conSIdered If the sole 
negatIve vote IS by KCS, the RepresentatIve of the Management COmmIttee requestmg the addItIOn 
to the agenda shall have the automatIc nght to bnng the matter onto the agenda at the next scheduled 
meetmg of the Management CommIttee unless KCS proVIdes wntten documentatIon that such matter 
IS agamst the Laws of Kazakstan 

(f) LocatIOn of Meetmgs All meetmgs of the Management CommIttee shall be held 
m Almaty, Repubhc of Kazakstan, or other such locatIOn withm or WIthout the Repubbc of 
Kazakstan as may be agreed to by the Chairman and a maJonty of the other RepresentatIves on the 
Management CommIttee 

(g) ChaIrman's Role for Meetmgs In addItIOn to presIdmg at each meetmg of the 
Management CommIttee, the Chatrman shall have the responsIbIlIty for (1) the tImely preparatIon 
and dIstnbution of the agenda, (2) the orgaruzatton of the meetmg and (3) supervIsIOn of the 
preparatIOn of the mmutes of each meetmg and a wntten record of each vote taken at the meetmg 
The ChaIrman may appomt a secretary to carry out these functIons 

(h) Votmg Procedure A quorum of SIXty (60) percent of the RepresentatIves on the 
Management COmmIttee shall be reqUIred for purposes of conductmg a meetmg of the CommIttee 
Except as otherwIse expressly proVIded m thIS Agreement, each declSlon of the Management 
CommIttee, on a proposal properly brought before It, shall be deCIded by the affirmatIve vote of at 
least seventy-five (75) percent of the RepresentatIves of the CommIttee Any ConsortIum PartICIpant 
not represented at a meetmg may vote on any matter on the agenda for such meetmg by eIther (1) 
appomtmg a proxy m wntmg or (2) gIvmg notIce of such vote m wntmg to the ChaIrman pnor to 
the submISSIon of such matter for vote at the meetmg The Chairman shall be entttied to veto any 
deCISIOn of the Management CommIttee before or at the tIme the partIcular deCISIon IS taken If the 
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Management CommIttee deCISIOn or actIon would eIther 

(1) cause the ConsortIum and ItS RepresentatIves to be out of comphance WIth an\ or all 
applIcable laws, rules and regulatIOns of the RepublIc of Kazakstan (mcludmg those laws 
relatmg to the enVIronment pubhc health or safety) that were m force at the tIme the 
ConsortIum Agreement was finalIzed or 

(2) would harm the mternatIOnal relatIOns of the Repubhc of Kazakstan With an\ other 
sovereIgn natIOn The Chairman shall furnIsh each RepresentatIve on the Management 
COmmIttee a wntten statement of why the veto authonty was exercIsed m the best mterests 
of the ConsortIum Any such statement shall be made a part of the mmutes of the meetmg 
set forth under part ()) of thIs sectIOn 

(1) Record of Votes The ChaIrman ofthe Management CommIttee shall appomt a 
secretary who shall make a record of each proposal voted on and the results of all such votes Each 
RepresentatIve on the Management CommIttee shall SIgn and be prOVIded a copy of such record at 
the end of each meetmg Such record shall be conSIdered the final record of the deCISIOns of the 
Management CommIttee 

(j) Mmutes The secretary shall proVIde each RepresentatIve on the Management 
CommIttee With a copy of the mmutes of each COmmIttee meetmg WIthln twenty-one (21) calendar 
days after the end of the meetmg Each RepresentatIve shall then have twenty -one (21) calendar 
days after receIpt of such mmutes to gIVe notIce to the secretary of any addItIOns or correctIOns The 
secretary shall subsequently reVIse the mmutes and prOVIde each RepresentatIve With a copy of the 
reVIsed verSIOn Each RepresentatIve shall have ten (10) calendar days after receIpt of the reVIsed 
mmutes to notIfy the secretary of hIs PartICIpant's approval of the mmutes FaIlure to gIve notIce of 
dIsapproval of the reVIsed mmutes wlthm a ten (10) calendar day penod shall be deemed approval 
of such reVIsed mmutes In any event, the record of votes prepared m accordance WIth SectIOn 3 2(1) 
shall take precedence over the mmutes descnbed above m the event of conflIct 

(k) Votmg by Wntten Consent In heu of a meetmg of the Management CommIttee, 
the Chrurman, or any RepresentatIve, may submIt through the ChaIrman any proposal for a deCISIon 
of the Management COmmIttee by gIvmg each RepresentatIve a wntten descnptIOn of the proposal 
Each RepresentatIve on the Management CommIttee shall communIcate hIS vote on such proposal 
m wntmg to the Chrurman and to the other RepresentatIves withm fifteen (15) calendar days of the 
receIpt of the wntten proposal descnptIOn The votmg procedure shall be as speCIfied m SectIOn 
3 2(h) Any RepresentatIve that faIls to commurucate hIs vote WIthln the above speCIfied tIme penod 
shall be deemed to have voted for the proposal WIthm five (5) calendar days of the receIpt date of 
the proposal, any RepresentatIve may request that the proposal be deCIded at a meetmg of the 
Management COmmIttee rather than by notIce as prOVIded above In such event, the ChaIrman shall 
call a meetmg of the Management CommIttee m accordance With procedures descnbed m SectIon 
3 2 (c) and such proposal shall be deCIded by meetmg If no request for a meetmg IS made by the 
end of five (5) calendar days, the ChaIrman shall notIfy the RepresentatIves on the Management 
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CommIttee of the results of the vote mcludmg a tabulatIon of the votes of each RepresentatIve and 
a copv of any wntten supportIng statements wluch accompanIed a negatIve vote 

(1) Telephone Conference Any RepresentatIve of the Management CommIttee ma\ 
partIcIpate In any meetmg of the Comnllttee b) means of a conference telephone or sImIlar 
commurucations eqUIpment by means of wluch all persons participatmg m the meetmg can hear each 
other PartICIpatIOn m a meetmg pursuant to tlus SectIon shall constItute presence m person so long 
as all other provlSlons of the SectIOn 3 2 apply to such meetmg 

(m) Effect of Vote All declSlons taken by the Management CommIttee pursuant to 
SectIOn 3 2 shall be conclUSIve and bmdmg on the ConsortIUm PartICIpants 

ARTICLE 4 

Operator 

SECTION 41 AppOIntment of DIrector General and Deputy DIrector General 
Powers and DutIes 

(a) AppOIntments In consultatIOn With the representatIves on the Management 
CommIttee, the Charrman of the Management CommIttee shall appoInt a "Director General' who 
shall be the employee ofKCS dIrectly responSIble for the day-to-dav actIVities ofKCS as Operator 
At the discretIOn of the ChaIrman of the Management Committee, saId ChaIrman may act as DIrector 
General untIl such tIme as a permanent DIrector GeneralIS appomted as provIded above, proVIded, 
however, that, m any case, the ChaIrman shall appoInt a permanent DIrector General withm SIX (6) 
months of the date oftlus Agreement The Management CommIttee shall appomt the nommee of the 
Investor PartICIpants to serve as " Deputy DIrector General" 

(b) Powers and DutIes The Director General and Deputy DIrector General shall 
observe the terms and condItIons of tlus Agreement and shall have the powers and dutIes set out In 

a separate schedule approved by the Management CommIttee The Management CommIttee may 
asSIgn addItIonal powers and dutIes from tIme to tIme and these shall be documented as amendments 
to the schedule The DIrector General and the Deputy DIrector General shall consult With each other 
and cooperate to Jomtly resolve Issues referred to them They shall Jomtly SIgn contracts, checks, 
reports, statements and other documents on behalf of the Operator unless the Fmance Procedure 
Manual approved by the Management COmmIttee specifies that the DIrector General alone may SIgn 
certam contracts, checks, reports, statements or other documents on behalf of the Operator 

SECTION 4 2 Powers and DutIes of Operator Subject to the terms and condItIons 
of thIS Agreement and the overall supervISion and control of the Management Committee as 
proVIded m tlus Agreement, the Operator shall have the nght and oblIgatIon to conduct ConsortIUm 
OperatIons Except as prOVIded In SectIon 4 7, such nght and obhgatIOn shall not be aSSIgnable 
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WithOut the pnor consent of each Investor PartIcIpant It IS understood that m conductmg C onsortmm 
OperatlOns the Operator wIll be actmg as an mternational organIzatIOn under the laws rules and 
regulatIons of the RepublIc ofKazakstan The Operator s powers and dutIes mclude the folloWing 

(a) to perform ConsortIum OperatIons In accordance With the laws of the RepublIc of 
Kazakstan and the rules and regulatIOns promulgated thereunder the provlSlons of thIs Agreement 
the Work Program the Budget, the EnVIronmental Work Program (mcludmg the Em Ironmental 
Management System) and the InstructIOns of the Management CommIttee The Operator rna' 
however, deViate from the Work Program or the Budget In those cases where such devlatIOn IS 
termed a mInor deVIatIOn as defIned by wntten gUIdance developed by the Management CommIttee 

(b) to conduct all ConsortIum OperatIons In a dIhgent safe and effiCIent manner In 
accordance WIth the laws, rules and regulatIOns of the Repubhc of Kazakstan and good and prudent 
practIces generally followed by the InternatIOnal petroleum mdustry under SImIlar CIrcumstances 

(c) to acquIre all permIts, consents, hcenses approvals, surface or other nghts that ma\ 
be requIred under the laws, rules and regulatIOns of the Repubhc ofKazakstan for or m connectIOn 
WIth the conduct of ConsortIum OperatIons If the RepublIc of Uzbekistan becomes a PartICIpant b) 
agreement, the Operators shall faclhtate the admirustrative needs of Uzbekistan on behalf ofInvestor 
PartICIpants wherever possIble, 

(d) to permIt the representatIves of any of the Investor PartICIpants to have at all tImes 
and at theIr own nsk and expense reasonable access to the ExploratIon Area and other applIcable 
locatIOns m Kazakstan WIth the nght to observe all ConsortIum OperatIons 

(e) to promptly pay and dIscharge all lIabIlItIes and expenses mcurred m connectIOn 
WIth ConsortIum OperatIOns performed pursuant to SectIon 4 2 from funds depOSIted mto the 
ConsortIum account, proVIded. always, that suffiCIent funds have been receIved from the Investor 
PartICIpants pursuant to SectIOn 16 2(b) to allow It to do so, 

(f) to plan for and obtaln all reqUISIte servIces and matenals as and when necessary for 
the effiCIent and tImely conduct of Consortlum OperatIOns In accordance WIth procedures set out In 
thIS Agreement, the approved Fmance Procedure Manual or as otherwIse approved by the 
Management CommIttee, 

(g) to prepare and maIntaIn proper books, records and Inventones of ConsortIUm 
OperatIOns whIch shall be kept m comphance WIth approved Accountmg Procedures and all 
apphcable laws, rules and regulatIOns, 

(h) to keep the ConsortIum PartICIpants promptly and fully mformed of all matters 
havmg a sigruficant effect on ConsortIum OperatIons, and 
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(I) to take all necessan and proper measures for the protectIon of lIfe health the 
enVIronment and propertY In the case of emergenc) The Operator shall unmedlateh notIf\ the 
Investor PartIcIpants of the detaIls of anv emergencv and measures to be taken and the Investor 
PartIcIpants shall so far as IS practIcable and reasonable asSISt the Operator (all costs mcurred b, 
the Operator or the Investor PartIcIpants pursuant to such requests m connectIon WIth such 
emergency shall be ConsortIum costs) proVIded however that the Operator shall not take am actIon 
that would be m conflIct With tlns Agreement 

SECTION 43 InfonnatIOn to be sUIWhed by Operator The Operator shall prompt!, 
provIde the Investor PartIcIpants the followmg data and reports as they are produced and complIed 
from ConsortIUm OperatIons and as reqUlred pursuant to the approved Fmance Procedures Manual 

(a) all data pertamIng to geologIcal, geophysIcal and geodetIC survevs and mterpretatIOns 
(b) envIronmental data and analyses, 
(c) reports regardIng costs and expenses Incurred for ConsortIUm OperatIons 
(d) reports descnbmg deVIatIOns from the Work Programs and the Budget and 
( e) other appropnate progress reports on ConsortIUm OperatIOns as are requested from tIme to 

tIme by the Investor PartIcIpants 

SECTION 4 4 OrganIzatIon. Management and Employees of Operator 

(a) OrgamzatIon and Management The orgamzatIOn of the Operator WIll ImtIally be 
as follows 

(1) The Operator wIll have Its pnncipal executIve office located In Almaty, RepublIc of 
Kazakstan, With support offices In Aralysk and other locatIOns to be detennmed by the 
results of the ExploratIOn Research Study, 

(2) The Operator's actIvItIes WIll be carned out by Departments as descnbed m SectIOn 45 

(b) Employees of the Operator The Operator shall employ such personnel as are 
necessary to conduct ConsortIUm OperatIOns The Operator shall, m accordance WIth the Work 
Program, the Budget and the laws, rules and regulatIOns of the RepublIc ofKazakstan, determIne the 
number of such employees, then hours of work and theIr compensatIOn In thIS detennInatIOn, the 
Operator shall adopt economIC cntena m accordance WIth mternatIOnal standards applIcable to 
eqUlvalent actIVItIes The Operator shall also retam foreIgn techmcal and managenal experts to asSIst 
m ConsortIum OperatIOns In addItIon to ConsortIum OperatIOns, employees ofKCS may perfonn 
other operatIOns unrelated to the purpose of the Aral ConsortIum The costs and expenses Incurred 
by KCS wruch are attnbutable to ConsortIUm OperatIons (mcludIng remuneratIOn paid to employees 
ofKCS engaged In ConsortIum OperatIons and an appropnate portIOn ofKCS's overhead) shall be 
ConsortIUm costs 

10 

1;1 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

(c) Preference for Hmng CItIzens of the Republic ofKazakstan The Operator shall 
when employmg personnel to conduct ConsortIum OperatIons gIve due consIderatIon to 
employment of cItIZens of the Repubhc ofKazakstan where such persons are appropnateh qualIfied 
for the posItIOn for wluch they are to be employed Those emplovees hIred b, the Operator", hose 
areas of expertIse are envIronmental sCIence, safety, geolog), geophvsICS or law shall ha\le theIr 
quahficatIOns reviewed by the Management CommIttee smce thev wIll be workmg directh v,Ith 
expatnated technIcal and legal personnel of the Investor PartIcIpants 

SECTION 4 5 Departments and Support Offices 

(a) Departments The Operator shall have the followmg Departments whIch shall 
conduct ConsortIUm OperatIOns and otherwIse act pursuant to tlus Agreement 

(1) EnVIronmental and Safety Department, 
(2) PublIc Relations Department, 
(3) Legal Department, 
(4) Fmance and Accountmg Department 
(5) Contract and Procurement Department, 
(6) Human Resources Department, 
(7) Geology and GeophysICS Department, and 
(8) LOgIStICS and Infrastructure Department 

(b) Changes to Structure Any changes to the Operator's organIzatIonal structure as 
well as the creatIOn of other departments that the Operator may deem necessary or appropnate to 
conduct ConsortIum OperatIOns shall be subject to approval of the Management CommIttee The 
Operator shall, WItlun the approved budget for AdmiIDstratIOn, and as approved by the Management 
CommIttee, be entItled to make changes to any Department's organIzatIOn and to ItS manpower 
planmng (excludmg the expatnate staff), as It deems necessary or appropnate for the proper conduct 
of ConsortIum operatIons 

(c) FunctIons of Departments and Support Office The Departments and Support 
Offices, under the Jomt supervISIon of the DIrector General and the Deputy DIrector General, shall 
assume operatIonal responsIbIlIty for ConsortIUm operatIOns m accordance WIth a wntten schedule 
approved by the Management CommIttee The pnmary responsIbIlItIes are as follows 

(1) EnVIronmental and Safety Department To ensure the ImplementatIon of 
enVIronmental and safety pohcles and standards for ConsortIum operatIOns m comphance WIth the 
hIghest reasonable mternatIonal standards for developmg procedures and plans deSIgned to prevent 
further degradatIOn of the Aral Sea and surroundmg temtory whIle mstalhng the necessary protocols 
to Improve the qualIty of water and envIronmental resources to the area, 

(2) PublIc RelatIOns Department To ensure, as dIrected and when reqUIred, pubhc 
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relatIons actIVItIes and medIa commurucatIOns on behalf of the ConsortIum To promote advertise 
and explam ConsortIum operatIOns and the mterests of the RepublIc of Kazakstan related to 
Consortium operatIOns To mterpret rules and regulatIons apphcable to ConsortIum actIVIties 

(3) Legal Department To proVIde legal advIce and asSIstance to the Management 
CommIttee and the Operator on appbcable laws and regulatIOns of the Repubbc of Kazakstan To 
work m cOnjunctIon WIth the relevant representatives of Government to develop draft legIslatIOn and 
regulatIOns for 011 field actIVItIes mcludmg offshore operatIOns and envIronmental protectIOn 
standards for 011 field related actIVItIes, 

(4) Human Resource Department To supervIse and control personnel recrUItment 
management and tralrung m accordance WIth legIslatIOn of the RepublIc of Kazakstan regulatIOns 
and ConsortIum polICIes and procedures, and to ensure the effiCIent and effectIve UtIhzatIOn of 
personnel resources, 

(5) Fmance and Accountmg Department To supervIse and control the finanCIal 
and accountmg actIVItIes of ConsortIum operatIOns, ensurmg comphance WIth appropnate laws and 
regulatIOns To handle the day-to-day finance accountmg and tax actIvItIes of ConsortIUm 
operatIOns To Implement the finanCIal and accountmg control and management systems set out m 
the accountmg and finance procedures manuals adopted by the Management Commlttee 

(6) Contract and Procurement Department In consultatIOn WIth other departments 
to supervIse and control all procurement actIVItIes to ensure the avaIlabIlIty of goods and servIces 
m comphance WIth approved procedures To develop standard forms for contracts and bId 
procedures for ConsortIum operatIOns mcludmg the negotIatIOn of contracts and the contractual 
management of the bId process, 

(7) GeologIcal and GeophYSIcal Department To plan coordmate supervIse and 
control the geodetIC, geologIcal and geophYSIcal actIVItIes (data acqUiSItIon processmg, 
mterpretatIOn and storage) for the ConsortIum, mcludmg 

(a) partIclpatmg m the selectIOn of contractors to perform seismIC data acqUISItIOn and 
processmg activities m accordance WIth the approved Work Program and morutonng the 
qualIty of performance of the contractors, and 

(b) Implementmg the ExploratIOn Research program m accordance WIth the Work Program 

(8) LOgIStICs and Infrastructure Department To supervIse and control the lOgIStiCS 
and mfrastructure necessary and appropnate for the conduct of ConsortIum operatIOns, as well as 
other Infrastructure projects (other than SOCIal mfrastructure projects referred to m SectIOn 244) as 
approved by the Management CommIttee 

(9) Support Offices To ensure the effective lOgIstIC support to ConsortIum 
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actIVItIes to be carned out In the ExploratIOn Area To cooperate In the development of good 
relatIOns WIth local authontles agenCIes and entItles and develop procedures for maIntaInIng those 
relatIOns 

SECTION 4 6 Settlement of ClaIms and LawsUIts 

(a) The Operator shall promptly notIfy the other PartIes of all thIrd pam claIms and 
law SUIts whIch anse out of ConsortIUm operatIons or relate In any way to ConsortIUm actlvltles 
Except as proVIded In SectIOn 4 6(b) and subject to the nghts of the PartIes pursuant to SectIon 
4 6( c), the Operator shall represent the PartIes and, m close cooperatIon WIth the legal counsel for 
each of the Investor PartICIpants, mvestIgate, InItiate, pursue, defend, oppose and resolve all thIrd 
party claIms and law SUIts whIch anse out of ConsortIum operatIons m accordance WIth the approved 
finance procedures or InstructIOns of the Management CommIttee 

(b) Each Party (other than the Operator) shall promptly notIfy the other PartIes of an) 
claIm or law SUIt made agamst such Party by a thIrd party ansmg out of or relatmg m any way to 
ConsortIum operatIons Insofar as such claIm or law SUIt anses out of or relates to ConsortIUm 
operatIOns, such Party shall mvestlgate, defend, oppose and resolve the matter m accordance WIth 
the InstructIOns of the Management CommIttee No Party shall InItiate or pursue any claIm or la\\l 
SUlt agamst a thIrd party to the extent such clrum or law SUlt arIses out of or relates to ConsortIUm 
operatIOns other than In accordance WIth the mstructIOns of the Management CommIttee 

(c) All costs and expenses (mcludmg legal costs and expenses) and damages as are 
payable In connectIOn WIth any claIm or law SUIt referred to In SectIOn 46(a) or (b) shall be 
Consortlum costs 

(d) NotWIthstandIng SectIons 4 6(a) or (b), each party shall have the nght to partICIpate 
In, and be represented by ItS own counsel (1 e, counsel separate from any counsel retamed by the 
Operator to represent the Investor PartICIpants as a group) In connectIOn WIth any matter referred to 
10 the above sectIOns at Its sole cost and expense No Party, however may settle ItS portIOn of any 
claIm or law SUlt WIthout first satIsfymg the Management CommIttee that It can do so WIthOut 
preJudIc10g the Interests of ConsortIum operatIOns or the Interests of the other PartIes 

SECTION 47 Replacement of DIrector General. Deputy DIrector General or Operator 

(a) DIrector General and Deputy DIrector General If, 10 the OpInIOn of any COnsOrtIum 
PartICIpant, eIther the DIrector General or the Deputy DIrector General has engaged 10 WIllful 
MIsconduct 10 the performance of hIS dutIes under thIS Agreement or 10 connectIOn WIth the 
performance of ConsortIum operatIOns, such ConsortIum PartICIpant or 1Ovestor shall have the nght, 
through ItS representatIve on the Management CommIttee, to request a reVIew of such person's 
conduct by the Management CommIttee Upon any such request, the ChaIrman of the Management 
CommIttee shall call a meetIng of the COmmIttee for the purpose of reVIeWIng such person's 
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conduct If the Management Committee detennmes that such person s conduct constItuted Willful 
MIsconduct the Chrunnan shall appomt a new DIrector General as proVIded m SectIon 4 I (a) In the 
case of removal of the Deputy Director General the Management CommIttee shall appomt a ne\\ 
Deputy DIrector General as provIded m SectlOn 4 lea) In the event the allegatlOn of Willful 
MIsconduct IS dIrected toward the Charrman of the Management CommIttee who IS servmg a dual 
role as DIrector General as provIded m SectlOn 4 1 the Deputy DIrector General shall assume the 
role of Actmg ChaInnan With the concurrence of the Mmister of 011 and Gas Industn (MOGI) and 
the Investor PartICIpants In such case, the KCS shall appomt a temporary representatIve to cam out 
theIr ConsortIUm responsIbIlItIes, however, such representatIve shall not serve as ChaInnan durmg 
the Management CommIttee process of determmmg whether the temporanly removed Chairman
DIrector General has carned out actIvItIes or taken actlOns whIch would constItute Vv Illful 
MIsconduct If such Willful MIsconduct IS detennIned to have occurred, the KCS shall appoInt a 
new representative to the Management Committee who shall then serve as ChaInnan The KCS shall 
be allowed to appoInt the person who served as 'temporary representative dunng the WIllful 
MIsconduct proceedmgs as ChaIrman once a detennmatlOn has been made and removal of the 
Chainnan - DIrector General has taken place The new ChaIrman shall appomt a new Duector 
General WIth SIXty (60) days of hIs appoIntment 

(b) Operator In the event an Investor PartICIpant belIeves the Operator has engaged 
m WIllful MIsconduct In the perfonnance of ItS oblIgatIons under thIs Agreement or m connectIOn 
With the perfonnance of Consortium operatIons, the ConsortIum PartICIpants shall meet to dISCUSS 
the Operator's conduct If the COnsOrtIum PartICIpants cannot reach a resolutlOn of the Issues raIsed 
by the Operator's conduct such that the Operator can contmue to act m a Viable capacIty under thIS 
Agreement, the Investor PartICIpants shall have the rIght to request that the MOGI appomt another 
state orgaruzatIOn of the Repubhc of Kazakstan to temporanly assume the role of Operator under thIS 
Agreement The MOGI shall agree to so appomt another state organizatlOn proVIded that the 
Operator has engaged m WIllful MIsconduct under thIS Agreement or m connectlOn WIth the 
perfonnance of ConsortIum operatIons 

ARTICLES 

Aralshelf 

SECTION S 1 Roles of Aralshelf It IS recogmzed that m the performance of ItS 
functlOns under thIS Agreement, Kazakstancaspishelf IS actmg m the followmg dIstmct capacItIes 
under the ConsortIum project name of"Aralshelf", 

(a) as Operator, 

(b) as a ConsortIum PartICIpant (referred to herem when so actmg as "KCS as a ConsortIUm 
PartICIpant"), 
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(c) as the representatIve of the Mimstry of 011 and Gas IndustI) (referred to herem when so 
actmg as "KCS as the Mimstrv's RepresentatIve) and 

(d) on Its own behalf as a state 011 companv (referred to herem when so actmg as "K£:S) 

ARTICLE 6 

Techmcal and Managenal Experts 

SECTION 6 1 CooperatIon of Appomtees The DIrector General and the Departments 
shall work m close cooperatIon With such techmcal and managenal experts as are engaged m 
accordance With the proVIsIOns of SectIOns 62 and 63 Techmcal and managerIal ehperts shall 
mclude representatIves of the ConsortIUm PartIcIpants as provIded m SectIOn 6 2 and to the extent 
necessary and approprIate, outsIde consultants as provIded m SectIon 6 3 

SECTION 6 2 ASSIgnment of Personnel of Investor PartIcIpants to Operator 

(a) Appomtment of ASSIgnees WIth respect to each of the expatrIate pOSItIOns 
descrIbed m the attached roster, the Investor PartICIpants shall propose candIdates from among then 
personnel to be assIgned to the Operator for purposes of assIstmg as technIcal and managenal experts 
dUrIng performance of ConsortIUm operatIOns The DIrector General shall select from such 
candIdates those persons who Will be assIgned to the Operator The Operator shall accept the 
appomtees as the desned chOIce of the respectIve RepresentatIves on the Management CommIttee 
In the event the KCS or one of the Investor PartICIpants objects to an ASSIgnee of a partIcular 
Investor PartICIpant, the opposmg Party shall forward the name of the ASSIgnee m questIOn to the 
Chrurman of the Management Comrmttee for approval or rejectIOn of the ASSIgnee by majorIty vote 
of the Management CommIttee 

(b) Terms and CondItIons of ASSIgnees The terms and condItIOns of personnel 
asSIgnments shall be m accordance With thIs SectIon 6 2 The specIfic terms and condItIOns of each 
asSIgnment shall be set out m an aSSIgnment agreement approved by all of the RepresentatIves on 
the Management CommIttee The specIfic terms and condItIOns shall mclude, WIthout hmItatIOn, 

(1) a detaIled deSCrIptIon of the functIOns to be carned out by the ASSIgnee, 

(2) the duratIOn of the asSIgnment, and 

(3) the remuneratIon to be paId to the ASSIgnee 
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(c) Dun- of AssIgnees It shall be the duty of the AssIgnees 

(1) to perfonn the dutIes and assume the responsIbIlItieS attendant upon theIr nominated posts 
as may be properly requIred by the Operator and 

(2) generally to provIde fruthful support for the effiCIent conduct of ConsortIum operatIOns In 
accordance WIth good petroleum Industry practIce 

(d) RemuneratIOn ASSIgnees shall be remunerated as nearh as practIcable In 
accordance WIth the nonnal personnel polICIes and procedures of the Investor PartICIpant provIdIng 
the ASSIgnee The remuneratIon package proVIded to the AssIgnees shall mclude but not be hmlled 
to, the salarIes, benefits, vacatIOns, home leave, accommodatIOns and educatIOnal aSSIstance 
ordmanly prOVIded by such ASSIgnee's employer to employees servmg outSIde theIr countn of 
domIcIle m CIrcumstances SImIlar to the ASSIgnees Pnor to any assIgnment the Investor PartICIpant 
provIdmg the AssIgnee shall adVIse the Operator and the Management CommIttee as to Its applIcable 
personnel polICIes and procedures The Management CommIttee WIll take such polICIes Into account 
m finalIZing the tenns and condItIons of the asSIgnment 

(e) Payroll Costs Dunng the penod of ASSIgnment, each ASSIgnee shall In all 
respects, be conSIdered the employee of the Investor PartICIpant proVIding the ASSIgnee Each 
proVIding PartICIpant shall be responsIble for the payment of all payroll costs assOCIated WIth ItS 
ASSIgnee, Includmg, WIthout lImItatIOn, the payment of remuneratIOn, benefits statutory burdens 
and AssIgnee's contrIbutIOn to penSIOn funds The Operator shall reImburse each Investor PartICIpant 
provIdmg ASSIgnees for all such payroll costs WIth the understandmg that such reImbursement WIll 
mclude a reasonable charge for admImstratIve, handlIng and other costs mcurred by the Investor 
PartICIpants Costs thus reImbursed wIll be subject to audIt by the Operator pursuant to SectIOn 
83(b) The Management CommIttee may establIsh gwdelmes on the reasonable scope of 
reImbursable costs to the Investors PartICIpants relatIve to ASSIgnees 

(f) ConsortIum Costs All costs mcurred by the Operator m prOVIdIng aSSIstance 
and faCIlItIes to the ASSIgnees as prOVIded m the ASSIgnment Agreements and m reImburSing the 

• Investor PartICIpants' payroll costs pursuant to SectIOn 6 2(e) shall be ConsortIum costs 

(g) Replacement of ASSIgnees Whenever any ASSIgnee has been or IS proposed 
to be WIthdrawn from asSIgnment for any reason, the Investor PartICIpant shall propose swtable 
candIdates for replacement to the DIrector General The DIrector General shall appomt a replacement 
ASSIgnee from the lIst of candIdates Should the Operator or other Investor PartICIpant dIsagree WIth 
the ASSIgnee's selectIon by the DIrector General, the nommatIOn shall be forwarded to the 
Management CommIttee In accordance WIth procedures set forth m SectIOn 6 2(a) 

SECTION 63 Engagement of OutSIde Consultants as Techmcal and Managenal 
Experts To the extent the Operator determmes that, m addItIOn to the techmcal and managenal 
experts aSSIgned by the Investor PartICIpants as prOVIded m SectIOn 6 2, the effiCIent and tImely 
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completIOn of Consortlum operatIOns reqUIres the engagement of outsIde consultants as techmcal 
and managenal experts the Operator shall appomt such outsIde consultants as are necessan WIth 
the pnor approval of all of the RepresentatIves on the Management CommIttee All such experts 
approved bv the Management CommIttee shall be engaged b) the Operator pursuant to servIce 
agreements approved by the CommIttee All costs and expenses mcurred bv the Operator under such 
agreements for servIces shall be ConsortIum costs Such costs may be subject to audIt bv the Investor 
PartICIpants under procedures set forth m SectIOn 8 3(a) 

ARTICLE 7 

Contractors and SUI/plIers 

(a) Engagement of Contractors and SupplIers The Operator may from tIme to tIme 
engage such contractors and supphers as are necessary and appropnate to proVIde servIces and 
matenals for carrymg out ConsortIum operatIons Such contractors and supplIers may mclude one 
or more of the Investor PartICIpants 

(b) API/roval of Contractors The Operator shall have dIscretIOn m engagmg 
contractors and supplIers as proVIded m the Fmance Procedures Manual approved by the 
Management CommIttee All other arrangements With contractors and supplIers shall be subject to 
approval by the Management CommIttee m accordance With SectIOn 3 2(h), I/rovided , however, that 
the selectIOn of geophysIcal and envlfonmental contractors, and the terms and condItIOns of all 
contracts WIth such contractors, shall be subject to approval by at least eIghty (80) percent of the 
RepresentatIves on the Management CommIttee A negatIve vote shall be accomparued by a WrItten 
reason for the non-concurrence 

(c) Tender Process It IS the ObjectIve of the Consortium ParticiI/ants that ConsortIum 
operatIOns be undertaken m a truly competitIve manner Subject to SectIOn 7(d), the Operator wIll 
not engage contractors or supphers except by ISSUIng tenders for contracts, materIals and servIces 
to mternatIOnally reputable comparues m accordance With the Tenderboard Procedure set out m the 
Fmance Procedure Manual QualIty of servIce and product, commItment to trammg and equIppmg 
CItIzens and entItles of the Repubhc ofKazakstan and to transfemng technology and expertIse and 
cost shall be gIven SIgnIficant weIght m the tender process 

(d) Preference for Repubhc ofKazakstan Contractors and SupplIers In obtammg and 
procunng servIces and matenals for ConsortIum operatIons, the Operator shall gIve due 
conSIderatIOn to obtammg and procurmg such servIces and matenals from contractors and supplIers 
establIshed or With current operatIOns m Kazakstan and who pnmanly employ CItIzens of the 
RepublIc of Kazakstan Such contractors and supplIers must be properly qualIfied and shall 
demonstrate proof that they have suffiCIent expenence to supply such servIces and materIals m a 
timely manner and With effiCIency Such contractors and supplIers shall qualIfy If they can further 
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demonstrate that such servIces and matenals are of a quabn sImIlar to or better than and on terms 
whtch are substantIally competItIve WIth those offered by contractors and suppbers not establIshed 
or WIth current operatIOns m Kazakstan or who do not pnmanlv emplO\ Kazakstan cItIzens 

(e) Investor PartIcIpants ResponSIbIlIty and Guarantees The 1m estor PartIcIpants 
shall be responsIble for all costs and expenses mcurred bv the Operator under all contracts entered 
mto by the Operator pursuant to thIs SectIOn and all such costs shall be consIdered as ConsortIUm 
Costs The Investor PartIes acknowledge that contractors and supplIers mav be unwIllmg to accept 
the credIt of the Operator m entenng mto contracts for servIces and matenals necessar\ to conduct 
ConsortIUm operatIOns In the event that such cIrcumstances anse the Investor PartIcIpants WIll 
proVIde such contractors and supplIers WIth such guarantees of the amounts pavable under such 
contracts as are necessary to cause such contractors and supphers to enter mto such contracts and 
provIde the necessary servIces and matenals The terms of such guarantees shall be reasonabh 
satIsfactory to the Investor PartICIpants 

ARTICLE 8 

Accountmg and Fmancial 
Control Procedures. Currency Matters 

SECTION 8 1 Accountmg Procedures The Operator shall prepare and mamtam at 
Its pnnclpal executIve office accounts and finanCIal records of ConsortIUm operatIOns prepared m 
accordance WIth generally accepted accountmg pnncipies used by the mternatIOnal petroleum 
mdustry conSIstent WIth the laws, rules and regulatIOns of the RepublIc ofKazakstan all as speCIfied 
m the AccountIng Procedures The AccountIng Procedures may be amended by the Management 
CommIttee by the affirmatIve vote of all RepresentatIves on the Management CommIttee If eIghty 
(80) percent or more of the RepresentatIves on the Management CommIttee vote for the amended 
changes, non concurnng members shall proVIde a wrItten explanatIOn of then ObjectIOns to the 
ChaIrman All accounts and finanCIal records, and all accountmg and finanCIal reports prepared 
therefrom, shall be maIntamed on a currency baSIS agreed to by the RepresentatIves 

SECTION 8 2 Independent Accountmg FIrm For the purpose of ensunng adherence 
to the Accountmg Procedures and the Budget and addressmg the responsIbIlIty of the PreSIdent and 
seruor accountant ofKCS under SectIOn 72 ofKCS's Charter m relatIOn to Consortlum operatIOns, 
the Operator WIll engage (name offirm) as a consultant The Investor PartICIpants acknowledge such 
engagement and consent to Its terms All costs and expenses mcurred by the Operator m engagmg 
such accountmg firm for the purposes descnbed above shall be ConsortIUm costs 
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SECTION 8 3 AudIts 

(a) Bv Investor PartICIpants Investor PartICIpants collectIveh shall have the nght 
on twenty (20) calendar days notIce to the Operator and at theIr own expense to audIt the book.s and 
financIal records of Consortmm operatIOns maIntaIned by the Operator Each such audIt shall be 
conducted eIther by employees of the Investor PartICIpants or an InternatIOnalh recogruzed audItmg 
firm desIgnated by such PartICIpants In eIther case the audItors ma\ be non-resIdents of the 
Repubhc ofKazakstan The Investor PartICIpants shall make every reasonable effort to ensure that 
all audIts are conducted In a manner whIch WIll result In a mInImum of Inconvemence to the 
Operator The Investor PartICIpants may not request an audIt more often than once even SI'\. (6) 
months and shall not request an audIt WIthIn SIX (6) months of the date of completIOn of the most 
recent audIt Upon request by the Investor PartICIpants for an audIt the Operator and PartICIpants 
shall agree upon a mutually convement tIme for the audIt, and the PartICIpants shall among 
themselves agree upon the scope and method of the audIt so that the results shall be bIndmg upon 
all Investor PartICIpants The Operator agrees to make aVaIlable at such tIme all books records and 
other InfOrmatIOn necessary to conduct the audIt and to proVIde the audItors WIth access to all 
locatIOns necessary to conduct the audIt Unless pre-arranged between the Operator and PartICIpants 
all audIt actIvItIes WIll be conducted, at least lllitlally, at the Operator s offices In Almat) Repubbc 
of Kazakstan 

(b) By Operator The Operator shall have the nght, on twenty (20) calendar days 
notIce to an Investor PartICIpant, to audIt the books and finanCIal records maIntaIned by such 
Investor PartICIpant In connectIOn WIth the provlSlon by such PartICIpant of goods and serVICes In 
connectIon WIth ConsortIum operatIOns unless such goods and servIces are proVIded pursuant to a 
fixed pnce contract Each such audIt shall be conducted by an InternatIOnally recogmzed audItmg 
firm deSIgnated by the Operator The audItors may be non-resIdents of the Repubhc of Kazakstan 
The Operator shall make every reasonable effort to ensure that all audIts are conducted In a manner 
whIch WIll result In a mIrumum of Inconveruence to the Investor PartICIpant The Operator may not 
request an audIt more often than once every SIX (6) months and may not request an audIt WIthIn SIX 
(6) months of the date of completIon of the most recent audIt Upon request by the Operator for an 
audIt, the Operator and the Investor PartICIpant shall agree upon a mutually convement tIme and 
place for the audIt The Investor PartICIpant shall agree to make aVaIlable at such tIme and place 
(office) all books, records and other InfOrmatIon necessary to conduct the audIt and to proVIde the 
audItors WIth access to all locatIOns necessary to conduct the audIt In the event the Operator deSIres 
to request and audIt from more than one Investor PartICIpant, such audIts shall be coordInated as 
much as feasIble and shall be conducted by the same InternatIOnally recogruzed audItIng firm All 
costs and expenses Incurred by the Operator In conductIng such an audIt shall be borne by the 
Operator unless pnor agreement IS obtaIned from the Management CommIttee to deem such costs 
as attnbutable to the ConsortIum If the audIt reveals IrregularItIeS that reflect unfavorably on the 
Investor Participant(s), all costs and expenses shall be paId to the Operator by those IndIVidual 
PartiCIpants 
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SECTION 84 Currencv Matters 

(a) The Government of Kazakstan agrees that the Operator on behalf of the 
ConsortIUm may operate, to the extent that the Operator and the Management Committee determme 
IS practIcal on a U S Dollar basIS (mamtammg accounts and financial records m U S Dollars) and 
the Operator shall be allowed to maIntaIn and make payments out of accounts external to the 
Repubhc ofKazakstan for the purposes of conductIng ConsortIum operatIOns Neither the Operator 
nor any of the Investor PartICIpants wIll be reqUired to convert currency Into T enge or other local 
currency except as they deem necessary for ConsortIum operatIOns and to the extent that the" do 
so they WIll not be prolliblted from obtaInIng the norrnallawful free market rates of exchange for 
commercial transactIOns 

(b) The Government agrees that the Operator, on behalf of the ConsortIum ma\ receIve 
foreIgn currency from, and pay foreIgn currency to, any Person whether a CItIzen or non-cItlzen of 
the Repubhc of Kazakstan and whether a reSIdent or non-resIdent In Kazalstan for goods and 
servIces proVIded to the Operator by such Person In connectIOn With ConsortIum operatIOns and to 
employees for theIr wages and salanes 

ARTICLE 9 

Insurance 

SECTION 9 1 Insurance (a) The Operator shall obtaIn and maIntam WIth respect 
to ConsortIUm OperatIOns such forms of msurance as are reqUIred by apphcable laws rules and 
regulatIOns and such addItIOnal Insurance, denomInated In such currenCIes, as the Management 
CommIttee may from time to tlffie reqUIre 

(b) The Operator shall obtaIn and maIntam the types of Insurance reqUIred under 
SectIOn 9 1 (a) In the mInImum amounts reqUIred under apphcable laws, rules and regulatIOns, 
proVided, however, that In the absence of requIrements as to mInImum amount, the Operator shall 
obtaIn and maIntaIn amounts as are conSIstent With good and prudent Industry practIce 

(c) The costs of all Insurance obtaIned and mamtaIned by the Operator pursuant to the 
above sectIOns shall be ConsortIUm costs 

(d) In respect to all msurance obtamed by the Operator pursuant to ArtIcle 9, the 
Operator shall 

(1) With regard to addItIOnal msurance effected pursuant to Section 9 1 (a), offer participatlOn 
to Investing PartICIpants' eXIstmg InternatIOnal Insurance programs and/or to theIr captive 
Insurance companIes based on premIum terms and Insunng condItions estabhshed m the 
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mternatIOnal msurance market Should an\' mvestor partIcIpant elect to utIlIze eIther or both 
Its mternatlonal msurance programs or captIve msurance companIes the Operator shall be 
entItled to request such mformatIOn (whIch shall not be unreasonabh wIthheld) as It ma\ 
reasonably reqUIre concernmg the financIal secunty thereof 

(2) promptlv notIfy the mvestor PartIcIpants when such msurance IS obtamed and supph each 
of them Wlth copIes of the relevant pohcles when same are Issued 

(3) arrange for other PartIes to be named as co-msureds on the relevant polIcIes \\Ith \\alVerS 
of subrogatIOn m favor of all PartIes and 

(4) duly file all clrums and take all necessary and proper steps to collect anv proceeds derIved 
from msurance and credIt such proceeds to the ConsortIum Account 

(e) All contracts Wlth contractors performmg work m ConsortIum OperatIOns shall 
reqUIre contractors to (l) obtam and mamtam msurance m the types and amounts reqUIred b) 
apphcable laws, rules and regulatIOns or m accordance WIth any deCISIOn of the Management 
CommIttee, (2) name the PartIes as additIonal msureds and loss payees as therr mterests mav appear 
on contractors' msurance polICIes, and (3) obtam from therr msurers waIvers of all nghts or recourse 
agamst the Operator and the other PartIes 

ARTICLE 10 

RIghts of Investor PartICIpants to E&P Blocks 

SECTION 10 1 DetermmatIOn ofE&P Blocks (a) The Operator shall m consultatIon 
Wlth the Investor PartICIpants develop a map of exploratIOn and productIOn blocks (each an "E&P 
Block" and collectIvely the "E&P Blocks") Wlthm the ExploratIon Area m accordance WIth thIS 
SectIOn 

(b) A map ofE&P Blocks shall be drawn according to geographIcal coordmates usmg 
mternatIOnally recognIzed geodetIc reference pomts SaId map shall cover the most prospectIve 
sectors of the ExploratIOn Area, based on the results of the seIsmIC data acqurred through the 
ExploratIOn Research Study, together WIth any addItIOnal sector that any Investor PartICIpant 
requests to be mcluded m such map 

(c) The map ofE&P Blocks shall conSIst of a gnd for the entrre area of the Aral Sea and 
adjacent temtory whIch was covered through the ExploratIOn Research Study Each gnd shall 
conSIst of rectangular blocks of umform SIze and shape The gnd shall be developed for that Aral 
Sea and adjacent temtory lymg WlthIn the boundanes of the Repubhc of Kazakstan unless an 
mtergovernmental agreement IS SIgned Wlth the nelghbonng RepublIc of Uzbekistan for theIr 
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mclusIOn m the ConsortIUm pnor to the sIgnmg of all PartIes to thIS Agreement The gnds used m 
the map ofE&P Blocks shall be placed so that the most prospectIve structure WIthm the ExploratIon 
Area, as detennmed by the Investor PartIcIpants IS covered bv the lowest number of E&"P Block.s 
provIded. however that 11 IS understood that each block. on the map ofE&P Blocks \\-111 be onented 
to the other blocks such that each SIde of each block Will be comcident WIth the correspondmg SIde 
of the neighbonng block (except where the SIde of the block abuts the border of the ExploratIOn Area 

or the boundary of the Repubbc of UzbekIstan ) 

(d) On or at any tIme after the date of completIOn of Phase I of the ExploratIOn Research 
Studv (as defined m SectIOn 10 2) the Investor PartIcIpants may request the Operator m wntmg to 
commence the development of the map of E&P Blocks When such request IS made the Operator 
shall commence the development of the map on the date of receIpt of the request ProvIded that no 
Investor PartIcIpant has selected any E&P Block on the basIS of the map so developed the Investor 
PartIcIpants may at any tIme request the Operator, m wntmg to commence the development of a 
subsequent map of E&P Blocks In that event, the Operator shall commence the development of a 
subsequent map on the date of that request and the Investor PartIcIpants may select theIr E&"P 
Blocks pursuant to SectIOn 10 3 on the baSIS of that map 

(e) If the Investor PartIcIpants have not requested the Operator to commence WIth 
development ofa map ofE&P Blocks m accordance With SectIon 10 I (d), then the Operator shall 
commence the development of such a map on the date of completIOn of the ExploratIOn Research 
Study (as defined m SectIOn 10 2) 

(f) The Operator shall complete each map ofE&P Blocks and submIt It to the Investor 
PartIcIpants no later than mnety (90) days after the date on whIch such map IS due to be commenced 
m accordance WIth SectIon 10 led) or (e) FaIlure to complete and submIt each such map shall 
constItute Wlliful MIsconduct by the Operator 

SECTION 10 2 CompletIon of the ExploratIOn Research Study (a) "CompletIOn of 
the ExploratIOn Research Study" shall mean completIOn of the 8x8 seIsmIC profile gnd for most of 
the area and the 4x4 gnd for the central part of the Aral Sea and other areas where more detaIled 
studIes were deemed advantageous to the project and were set forth m the Work Program 

(b) "CompletIOn of the Research Study" shall mean the earlIest of (I) the date on whIch 
all seIsmIC lmes and test holes to be acqUIred under the Work Program have been processed to a 
standard level and a senes of structural maps have been produced whIch proVIde an mterpretatIOn 
based on all acqUIred data, (2) the date on WhICh the aggregate amounts of ConsortIum costs mcurred 
for the ExploratIon Research Study equals the allocated ceIlmg m U S Dollars, or (3) the date on 
WhICh the aggregate amount of ConsortIUm costs mcurred equals the allocated amount m U S 
Dollars or other agreed to currency unItS 
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SECTION 10 3 SelectIOn of E&"P Blocks (a) Each Investor PartICIpant shall ha\ e 
the exclusIve and unrestncted nght (but not the obhgatlon) to select up to two (2) E&P Blocks from 
anv part of the ExploratIOn Area, In accordance With the provIsIons of this SectIOn Each E&"P Block. 
so selected by an Investor PartICIpant or PartICIpants shall be awarded to such Participant(s) b\ the 
MInIstry of 011 and Gas Industry or KCS or other competent deSIgnated authorm on the terms of 
the productIOn shanng agreement negotIated In accordance With the provISIOns of ArtIcle 11 

(b) At any tIme after the receIpt of the map or maps of the E&P Blocks m accordance 
With SectIOn 10 1, each Investor PartICIpant may gIve the Operator wntten notIce selectmg one or 
two of the E&P Blocks IdentIfied on the map Each Investor PartICIpant may gIve one or two such 
notIces, proVIded that, (1) the total number ofE&P Blocks selected by such Investor PartICIpant ma\ 
not exceed two (2), and (2) no such selectIOn may be made later than a date speCIfied as SIX (6) 

months after the date of the CompletIOn of the ExploratIOn Research Studv In the event completIOn 
of Phase I of the ExploratIOn Research Study has not occurred by a date speCIfied and agreed to 
dunng the penod of Agreement negotIatIOn (and whether or not the Investor PartICIpants have b\ 
that date receIved the map or maps ofE&P Blocks m accordance With SectIOn 10 1) each Investor 
PartICIpant shall have the nght to select blocks pursuant to thIS ArtIcle Any selectIOn made after 
such date may be amended at any tIme pnor to the earlIer of SIX (6) months after completIOn of the 
ExploratIOn Research Study and the executIOn of a productIOn shanng agreement by the Investor 
PartICIpants selectmg such blocks 

(c) The Investor PartICIpants (excludmg KCS) are encouraged to develop an mternal 
procedure for selectmg E&P Blocks to aVOId the selectIOn of the same block by more than one 
PartICIpant In the event two (2) or more Investor PartICIpants (not actmg together) select the same 
E&P Block, such PartICIpants, together WIth KCS, shall meet to dISCUSS the resolutIOn of the COnflICt 
FailIng agreement by such Investor PartICIpants and KCS to resolve such conflIct the MOGI shall 
have the nght to run a closed tender among such PartICIpants With respect to such E&P Blocks The 
Investor PartICIpant preVaIlIng m such tender WIll be deemed to have selected such E&P Block m 
accordance With SectIon 10 3(a) and (b) The partIes acknowledge by thIS Agreement that It IS theIr 
mtentIOn to aVOId the tender process through negotiatIOn whenever pOSSIble 

(d) In exerclsmg ItS nghts descnbed m SectIOn 10 3(a) and (b) to select two (2) E&P 
Blocks, each Investor PartICIpant shall have the optIOn of JOInIng WIth one (l) or more other 
Partlclpants m selectIOn a number ofE&P Blocks (not to exceed two (2) per PartICIpant) whIch such 
PartICIpants Wish to explore and develop, and produce from Jomtly 

(e) Each Investor PartICIpant WIll have the nght to be the Operator WIth respect to the 
E&P Blocks selected by It In the event that two (2) or more Investor PartICIpants select one (1) or 
more E&P Blocks Jomtly, the PartICIpants shall have the nght to deCIde among themselves whIch 
of them WIll operate that E&P Block 
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(f) After the first to occur of (1) the final date for selectIOn of E&P Block.s b\ the 
Investor PartIcIpants as specIfied m SectIOn 10 3(b) or tc) or (2) the date on "'hlch lmestor 
PartIcIpants have selected the mIDGmum number of E&P Blocks to whIch the\ are entItled KCS 
shall have the nght to select two (2) E&P Blocks KCS mav not select an E&P block. that has been 
selected by an Investor PartIcIpant m accordance With SectIOn 10 3 KCS shall have sole dISCretion 
WIth respect to all other E&P blocks 

ARTICLE 11 

ExploratIOn and ProductIOn Terms. CondItIOns and ProductIon 
Shanng Agreements 

(a) As soon as practIcable after the effectIve date of thIS Agreement the Investor 
PartIcIpants and the MOGI, KCS, or other appomted competent authonty shall commence the 
negotIatIOn of the terms of the productIOn shanng agreements whIch WIll apply to the E&P Block.s 
selected by the PartICIpants as descnbed m SectIOn IO 2 The productIOn shanng agreements wIth 
The Repubhc of Kazakstan wIll be based on the currently used General Pnnclples for E&P Block. 
NegotIatIOns and wIll mclude all the matters set out m those General Pnnclples together wIth such 
other matters as the partIes to such negotIatIOns may agree ThIs Will mclude With respect to taxatIon 
the tax pnncIples and protocol apphcable to productIOn shanng agreements whIch are agreed to m 
or pursuant to current tax laws and framework for the Repubhc ofKazakstan An outhne of the terms 
and condItIOns whIch mIght be used as a basIS of framIng productIOn shanng agreements IS attached 
m AppendIX B of the Agreement Each party to such negotIatIOns shall be oblIgated to negotIate 
reasonably and m good faIth WIth a VIew to reachmg an agreement WhIch IS conSIstent WIth 
mternatIOnal standards and expenence and prOVIdes for an economIC arrangement whIch IS 
acceptable to all partIes The productIon shanng agreements so negotIated shall be executed as soon 
as practIcable after the selectIon of E&P Blocks by the Investor PartICIpants 

(b) The terms of the productIOn shanng agreements referred to m SectIon I I (a), and m 
partIcular, the figures for cost recovery and profit for 011 or gas, shall be such that each Investor 
PartICIpant would, based on the assumptIons agreed pursuant to a pre-negotIated formula, earn a 
mInImum Internal Rate of Return of __ percent L%) on ItS mvestment m ItS E&P Blocks If 
future exploratory dnllmg results m a commercIal dIscovery of 011 or gas In any event, the figure 
for cost recovery and profit of 011 and/or gas, whIch Will be allocated to each Investor PartICIpant to 
reImburse ItS exploratIOn, development and productIOn costs, Will be at least __ percent Smce the 
economIC factors for the profitable productIOn of gas dIffer from 011 as do the processmg and 
marketmg scenanos, separate productIOn shanng agreements for gas exploratIOn and productIOn may 
be conSIdered by the MOGI and KCS, and the Investor PartICIpants AppendIX B assumes that 
productIon shanng formulae for 011 and gas follow dIfferent pnncIples 
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(c) The partIes to such negOtIatIOns shall use all reasonable endea\-ors to conclude the 
negOtlatIOns of the terms and condmons of the productIOn shanng agreements m accordance v. lth 
SectIOn 11 (a) but pnor to (date to be negotIated) If the partIes to such negOtIatIOn are unable to 
conclude the tenns of the productIon shanng agreements bv (date to be negotIated) then a medIator 
shall be appomted to asSISt m the resolutIOn of all the outstandmg Issues m the negOtlatIOns for the 
penod through the earlIer of completIOn of the ExploratIOn Research Stud" or the failure of the 
mediatIOn (as hereafter descnbed) The medIator shall be selected by mutual agreement of the partIes 
to such negotIatIOns from among consultants and economIsts of mternattonal standmg WIth 
expenence m developmg mternatIOnal productIOn shanng agreements Followmg consultatIOns WIth 
the partIes to such negOtlatIOns the medIator WIll Issue such wntten recommendatIOns as IS deemed 
appropnate to resolve the outstandmg Issues and the partIes to such negOtlatIOns shall gIve even 
conSIderatIOn to such recommendatIOns If any such party declmes to accept the mediator s wntten 
recommendatIOns and any Issue remams outstandmg for a reasonable penod after Issuance of the 
medIator's recommendatIOns, then the medIatIon shall be deemed to have failed Pnor to selectIOn 
of E&P Blocks by the Investor PartICIpants pursuant to SectIOn 10 2 the fees and expenses of the 
medIator shall be paid by the Investor PartICIpants Thereafter, such fees and expenses shall be 
shared on a 50-50 baSIS between the Investor PartICIpants and the KCS The partIes to such 
negotIatIOn shall contmue m good faIth unt11 the end of the two (2) year penod referred to m SectIOn 
11 (d) to try to reach agreement on the terms of the productIOn sharmg agreement notwithstandmg 
the faIlure of the mediatIon 

(d) In the event the faIlure to agree on productIon shanng IS among Investor PartICIpants 
and not an Issue that mvolves the MOGI or KCS, such PartICIpants are encouraged to resolve 
dIfferences pnor to negotIatIOn WIth the entItles of the RepublIc of Kazakstan m a manner SImIlar 
to the recommendatIOn made for E&P Block selectIOn m SectIOn 10 3( d) In the event of the faIlure 
of the medIatIOn as set out m SectIOn II(c), the Government and the MOGI undertake that for a 
penod of two (2) years after completIOn of the ExploratIOn Research Study. no other person or entIty 
WIll be offered or granted nghts to explore, develop or produce from those E&P Blocks selected by 
the Investor PartICIpants 

(e) After a further penod of two (2) years followmg the end ofthe two (2) year penod 
referred to m SectIon 11 (d), the MOGI, KCS, or other appomted competent body may offer or grant 
to any thIrd party nghts to explore, develop and produce from the E&P Blocks selected by the 
Investor PartICIpants The MOGI shall forthWIth so notIfy the relevant Investor Participant(s) of such 
actIOn In that event, the Investor Participant(s) shall have the optIOn to acqUIre those E&P Blocks 
on the same tenns as those offered to the thIrd party, subject, however, to an adjustment to take 
account of the Prehmmary Fee paid under the Prehmmary ConsortIUm Agreement and the 
ConsortIUm Fee and the ConsortIUm Costs paid by the Investor Participant(s) That adjustment shall 
take the fonn of a correspondmg reductIon m the SIgnature bonus whIch would have been payable 
by that thIrd party, or faIlmg that by some other appropnate means so that the Investor PartIcipant(s) 
IS m the same pOSItIon, takmg mto account the costs and fees paid by It, as that thIrd party would 
have been m In the event the relevant Investor PartICIpant elects not to exerCIse such optIOn, the 
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thIrd pam mav acqUlre such nghts, provIded however that thIrd party shall be reqUlred b\ KCS or 
the appomted competent body as a condItIOn to the effectIveness of Its acqUlSltIOn of such nghts 
to repay the Investor PartICIpant the pro rata share of the Prehmman Fee ConsortIUm Fee and 
ConsortIum Costs attrIbutable to such E&P Block or Blocks 

(f) Nothmg m thIS SectIOn shall be deemed to be or construed to be a guarantee an 
agreement to guarantee or an agreement that the exploratIOn development and productIOn phase of 
any E&P Block Will operate throughout the entIre term of the productIOn shanng agreement NeIther 
does It guarantee the actual rate of return realIzed by an Investor PartICIpant on ItS mvestment m an 
E&P Block 

ARTICLE 12 

KCS. THE MINISTRY and the GOVERNMENT 

SECTION 12 1 KCS PartICIpatIOn m the ConsortIum KCS shall be a ConsortIUm 
PartICIpant and shall have all nghts of membershIp as proVIded m thIS Agreement As provIded m 
ArtIcle 3, KCS shall be represented on the Management CommIttee by one RepresentatIve who shall 
act as ChaIrman and who may, untIl a successor IS appomted m accordance With SectIOns 4 1 and 
4 7 ( a), act as DIrector General 

SECTION 12 2 KCS Personnel As proVIded m thIs Agreement, KCS personnel wIll 
be represented m all aspects of ConsortIum OperatIOns, mcludmg the gathermg, processmg and 
mterpretatIOn of data KCS WIll act as the MOGIs representatIve on all operatIOnal matters 
concernmg the conduct of ConsortIUm OperatIOns and WIll work m close cooperatIOn WIth the 
Mmlstry and WIth other government minIstnes agencIes and local authontIes whIch may have an 
mterest m ConsortIum OperatIOns 

SECTION 123 Undertakmgs by the Government The Government undertakes the 
followmg 

(a) to procure the tImely grantmg of all permIts, hcenses, authonzatIOns and approvals 
reqUlred from any MInIStry, State CommIttee or other governmental entIty or local governmg body 
m the Repubhc ofKazakstan whIch are necessary to gIve effect to thIS Agreement The actIVItIes to 
be carned out hereunder and the nghts granted to Investor PartIcIpants shall apply at all tImes 
proVIded the Investor PartICIpants (1 ) meet umformly apphed reqUIrements for the grantIng of such 
permIts, hcenses, authonzatIons or approvals, (2) observe the laws, regulatIons and rules of the 
Repubhc of Kazakstan and (3) fulfill theIr obhgatIOns under thIs Agreement 

(b) to not take or permIt any adm1ll1stratlve actIOn whIch would render thIS Agreement 
or any obhgatIon of any Party hereunder eIther Illegal or ImpOSSIble to perform, or whIch would 
otherwIse prevent the terms of thIS Agreement from bemg gIven full effect, 
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(c) to maIntam In full force and effect the nghts delegated to the MOGI or other 
mirustnes havIng authontv over E&P actIvItIes through law or regulatIon or to local government 
entItleS, 

(d) to ensure that as long as the Investor PartIcIpants have the rIght to select E&P 
Blocks pursuant to SectIOn 10 2, not to penmt any Person (other than as IS specIficalh contemplated 
by thIS Agreement) to conduct any seIsmIC exploratIon, dnllIng development or productIOn 
operatIOns In the ExploratIOn Area, and 

( e) to procure such measures as are reqUIred to gIve legal force and effect to ta\. 
prInCIples whIch are agreed In or pursuant to eXIstIng laws on taxatIOn as the) appl\ to thIS 
Agreement and any productIOn shanng agreement entered mto pursuant to SectIOn 11 

SECTION 124 Undertakmgs from the MiruStIy of 011 and Gas Indusm The MOGI 
undertakes 

(a) to procure the tImely processmg and grantmg of all permIts, hcenses authonzatIOns 
and approvals reqUIred from any Mwstry, State CommIttee or other governmental or local body m 
the Repubhc of Kazakstan, whIch are necessary to gIve effect to thIS Agreement The actIvItIes to 
be carned out hereunder and the nghts granted to the Investor PartICIpants shall apply at all tImes 
proVIded the Investor PartICIpants, (1) meet umformly applIed reqUIrements for the grantmg of such 
permIts, hcenses, authonzatIOns or approvals, (2) observe the laws, rules and regulatIOns of the 
RepublIc ofKazakstan, and (3) fulfill theIr oblIgatIOns under thIS Agreement, 

(b) to pursue dIlIgently the resolutIOn of any matters or Issues that result from the 
admimstrative delIberatIOn or mterpretatIOn of newly promulgated regulatIOns or laws, where such 
laws or regulatIOns conflIct With the proVIsIons of thIS Agreement When such matters or Issues anse 
from actIvItIes beyond the JunsdictIOn of the MOGI, the MOGI wIll coordmate WIth the 
Governmental agency, KCS, and relevant local authonties to expedItIously resolve such matters, 

(c) to provIde the ConsortIUm PartICIpants With such other aSSIstance as they may 
reasonably request and as may be gIven withm the MiruStry'S JunsdictIon m order to gIve and 
mamtam effect to thIS Agreement, the actIvItIes to be carned out hereunder and the nghts granted 
to the Investor PartICIpants hereunder, and 

(d) to provIde any aSSIstance necessary to facIlttate coordmatIon of pemllts, 
authonzatIons, lIcenses and approvals for Investor PartIcIpants m the event Kazakstan comes to an 
agreement WIth the Repubhc of UzbekIstan regardmg E&P actIVItIes or EnVIronmental Work 
Programs WithIn the Aral Sea and adjacent terntory 
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SECTION 12 5 Undertakmgs from KCS KCS undertakes 

(a) to perfonn promptly and dIhgenth all of itS obhgations under thIS Agreement and 
any other agreements entered mto Wlth any Investor PartIcIpants m connectlon "" Ith the Aralshelf 
ConsortIUm OperatIOns, 

(b) to pursue dIlIgently all governmental and local authont\ appro\ als and 
authonzatIOns necessary to gIve effect to thIs Agreement and the nghts granted to the 1m estor 
PartIcIpants hereunder, 

(C) to pursue dIlIgently the resolutIOn of any matters or Issues that anse to the extent 
that such matters are Wlthm the ]unsdiction of KCS, and to the extent not withm Its JunsdIctIOn to 
coordmate With the Government, the MOGI, and relevant authontles the resolutIOn of such matters 
or Issues, 

(d) to obtam VISas for and prOVIde access to all locatIons m the Repubhc of Kazakstan 
relevant to ConsortIum OperatIOns to all Investor PartIcIpant personnel as are necessar\ to enable 
such personnel to fulfill theIr respectIve roles m Implementmg ConsortIum Operatlons 

(e) to facIlItate access to regIOnal and local orgaruzatIOns, authontles and mstltutes m 
the Repubbc ofKazakstan, 

(t) to aSSIst Wlth housmg, office space, transportatIOn faCIlItIes and other logIstIcal 
aspects of conductmg ConsortIUm OperatIOns, 

(g) to aSSIst WIth the acqulSltIOn of and/or the allocatIOn of the nght to use land 
bmldmgs and facIhtles needed to conduct ConsortIum OperatIOns and to store goods, eqmpment 
materIal and spare parts, 

(h) to aSSIst m obtammg all agreements, work penmts, land pennIts and lIcenses for 
eqmpment and materIals Corollary to thIS undertakmg IS the effort to facIlItate the settmg of 
reasonable tanff rates and dutIes on such matenals and eqmpment to be used eIther dIrectly or 
mdirectly m conductmg ConsortIum OperatIOns, 

(1) to othefWlse coordmate WIth all appropnate Government mmistrIeS, agenCIes and 
local authontles when and where necessary m order to faCIlItate the effiCIent and tlmely completIOn 
of the ExploratIOn phase of the work program so that the actual productIOn of dIscovered 
hydrocarbons can commence m a tlmely manner and 

CJ) to proVIde the Investor PartICIpants Wlth such other asSIstance as they may 
reasonably request and as may be wIthm the KCS's ]unsdictIOn m order to gIve effect to thIs 
Agreement, the activitles to be camed out hereunder and the nghts granted to the Investor 
PartICIpants hereunder 
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(k) to provIde coordmatIOn of mspections b\ other Government mmistnes (other than 
MOGI) who have regulatory responsIbIlItIes for 011 and gas m such a manner that IS effiCIent 
economIcal and non-duplIcatIve 

ARTICLE 13 

Investor PartIcIpant 

SECTION 13 1 Covenants Each Investor PartIcIpant agrees to (a) subject alwavs 
to SectIOn 14 4 fund Its partlclpatmg share of all ConsortIUm costs as provIded m Sectlon 16 2 

(b) otherwIse promptly and dIlIgently perform all of Its oblIgatlOns under thIS 
Agreement and any other agreements entered mto between such Investor PartIcIpants and the 
Operator m connectIOn WIth ConsortIUm operatlOns 

(c) asSISt the Operator m obtaImng VISas for foreIgn VISItS bv all Operator Mlmstn 
Government, and other personnel as are necessary to enable such personnel to fulfill theIr respectIve 
roles m Implementmg ConsortIUm operatIOns 

(d) provIde access to all locatIOns under the control of such Investor PartICIpants and 
relevant to ConsortIUm OperatIOns to all Operator, Mmlstry Government, and other personnel as 
are necessary to enable such personnel to fulfill theIr respectIve roles m Implementmg ConsortIUm 
operatIOns 

(e) proVIde such asSIstance and cooperatIOn as IS reasonably requested by the Operator 
from tIme to time m connectIOn With obtalmng agreements work permits land permits and lIcenses 
for eqUIpment and matenals and otherwise coordmatmg With appropnate Government mmistnes 
agenCIes, and local authontles, and 

(f) dilIgently pursue all authonzatIOns, approvals and other actIOns as may be reqUIred 
to enable such Investor Participant to perform ItS oblIgatIon under thiS Agreement 

ARTICLE 14 

Work Program and Budget 

SECTION 141 ImtIal Work Program and Budget Attached to thIS Agreement as 
AppendIces _ and _ are the ImtIaI Work Program and the Proposed Imtial Budget for Aral Sea 
ConsortIUm OperatIons as wIll be amended from time to tIme by Annual Work Programs and Annual 
Budgets approved pursuant to SectIon 142 These are referred to m thIs Agreement, respectIvely, 
as the "Work Program" and the "Budget" The Imtial Work Program and Imtlal Budget represent 
the scope of the Work Program whIch the Government ofKazakstan and KCS belIeve necessary to 
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cam out the ObjectIves of the ConsortIum and the costs thereof 

SECTION 142 Annual Work Programs and Budgets (a) PreparatlOn of Annual 'Nork. 
Programs and Budgets Withm runety (90) calendar days of the executlOn of thIS Agreement m the 
case of the proposed annual work program and the proposed annual budget for calendar vear 199_ 
and no later than nmety (90) calendar days pnor to the end of each calendar year thereafter the 
Operator shall dehver to the other ConsortIum PartIcIpants a proposed annual work. program 
detaIhng ConsortIum OperatIOns to be conducted dunng the followmg calendar year and a proposed 
annual budget detatlmg the estImated costs Each proposed annual work program and budget shall 
be prepared by the Operator based on the eXIstmg program and budget and shall mclude at a 
mmimum, the followmg 

(1) a detalled descnptlOn of the work to be performed dunng the followmg calendar year 
proposals as to contractors and supphers necessary for the ImplementatIOn of such work. and 
a detailed cntical tIme path for performmg such work and 

(2) a detailed estImate of the costs and expenses to be mcurred m performmg the proposed 
annual work program, mcludmg bIds receIved from contractors and supphers and a detaIled 
tIme schedule for the mcurrence of such costs and expenses 

(b) Approval of Annual Work Programs and Budgets Withm (30) calendar days of 
delIvery of the proposed annual work program and proposed annual budget the Management 
CommIttee shall meet to consIder and endeavor to agree on both proposals prepared by the Operator 
The approval of the proposed annual work program and budget shall be the responsIbIlIty of the 
Management CommIttee as proVIded m SectIon 3 2(h), prOVIded, however that If (1) The proposed 
annual work program IS mconslstent With the set of tasks mcluded m the Imtlal Work Program, (2) 
the proposed annual budget exceeds the budget for that year as set forth m the ImtIaI Budget or (3) 
the total amount budgeted for anyone element of the proposed annual work program exceeds the 
amount budgeted for such element for that year m the ImtIal Budget, approval of the entIre package 
of annual work program and budget mcludmg the total amount budgeted for the one element shall 
reqUlre unammous approval of the Management CommIttee Except m relatlOn to mmor deVIatlOns 
as proVIded m the approved Fmance Procedure Manual the Operator shall not mcur any 
expendItures other than m accordance WIth an Annual Work Program and Budget 

(c) ReVIew of Annual Work Programs and Budgets The Operator shall conduct 
quarterly reVIews of the Annual Work Program and Annual Budget To the extent that mmor 
devIatlOns to the annual work program or budget are necessary and appropnate the Operator shall 
approve such mmor deVIatlOns and mstruct the appropnate Department to Implement the deviatlOn 
actIVIty To the extent that major deviatlOns to the annual work program andlor budget are necessary 
and appropnate, the Operator shall propose such major deviatlOns to the Management CommIttee 
for consideratlOn Withm (30) calendar days of receIpt of the major deVIatlOn explanatlOn, the 
Management CommIttee shall meet to conSIder and endeavor to reach agreement on the proposed 
deVIatlOns The procedural requIrements for approval of proposed annual work programs and 

30 



I 

-
-
I 
I 

budgets as set out m SectIOn 14 2(b) shall apph to the approval of proposed malor de\ latIOns b\ 
the Management CommIttee 

SECTION 143 CompletIon of the ExploratIon Research Stud) In the event the total 
amount of the portIon of the Irutlal Budget allocated to the ExploratIon Research Stud\ IS prOJected 
to be expended pnor to completIOn of the work program for such Studv (as set out 10 the 10ltlal v. orh. 
program), the PartIes shall meet WIthrn tlurty (30) calendar days of the dlscoven of a potentIal cost 
overrun to dISCUSS and determ10e whether a reallocatIOn of fundmg With categones of the InltIal 
Budget IS necessary and appropnate to complete the ExploratIOn Research Stud\ KCS shall be 
obhgated to agree to such reallocatIon unless It can present compellmg WrItten reasons that such 
reallocatIOn would detract from complIance With laws and regulatIOns or would otherwIse JeopardIze 
the future development of the 011 and gas resources 10 the Aral Sea area 

SECTION 144 ExpendIture of Total Budget NotWIthstand1Og any other proVISIOn 
of thIs Agreement, the maxImum aggregate expendIture on ConsortIum OperatIons mclusIve of an, 
taxes that may be payable, shall be ( ) m U S Dollars If ConsortIum costs reach thIS 
amount 10 aggregate, ConsortIum OperatIOns shall cease and shall be deemed to have been 
completed 

SECTION 145 Sav10gs on Total Budget If ConsortIum costs mcurred m completmg 
ConsortIUm OperatIOns are less than the total allocatIOn m SectIOn 14 4 the Investor PartICIpants 
shall be reqUIred to pay KCS a negotIated percentage of the dIfference of those two amounts 

ARTICLE 15 

EnVIronmental ProtectIOn 

SECTION 15 1 EnVIronmental Work Program In order to aSSIst the Government of 
Kazakstan m preventmg further degradatIon of the natural enVIronment, mcludmg flora fauna and 
water resources needed to sustaIn a health based qualIty ofhfe for reSIdents In the Aral Sea Area and 
to set m place some of the Infrastructural changes reqUIred to create a gradual Improvement of 
envIronmental condItIOns through the finanCIal gam from the development of 011 and gas reserves 
by ConsortIum PartICIpants, the Operator shall Implement an enVIronmental work program for the 
ExploratIOn Area The EnVIronmental Work Program WIll be a subset of the Irutlal Work Program 
and shall mclude the follOWing elements 

(a) The preparatIon of an envIronmental assessment to determIne the current status 
of the flora, fauna and manne hfe populatIon m the Aral Sea and surroundIng land area to be 
Included m the Exploration Research Study Such assessment shall be used to determme If the 
ExploratIOn Research Study WIll create any potentIal envIronmental problems whIch should be 
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addressed bv the Operator m developmg reqUirements for the ConsortlUm PartIcIpants to folIo\'. 
durmg ExploratIon and subsequent productIOn related actIVItIeS The Operator shall submIt such 
study to the MiruStry of Ecology and BIOresources (or such other Government agencv or authont\ 
as IS estabhshed by laws or PresIdentIal desIgnatIOn as responsIble for evaluatmg envIronmental 
Impacts) for state ecologIcal reVIew 

(b) The development of an EnVIronmental Management Svstem whIch shall mclude 
detaIls regardmg the specIal ecologIcal, envIronmental or water resource condItIOns to be addressed 
eIther concurrently WIth the ExploratIOn Research Study or by agreement of Investor PartICIpants 
and KCS shortl) hereafter as part of 011 and gas exploratIOn and productIOn actIvitles The 
EnVIronmental Management System shall descnbe the actIVItIes to be carned out as a part of the 
Aral Sea Area enVIronmental upgradmg program That part of the Aral Sea Temtory (both onshore 
and offshore) wruch hes wIthm the temtory of the RepublIc ofUzbeklstan shall be mcluded m the 
EnVIronmental Assessment, except that the Investor PartIcIpants shall not be responSIble for 
addressmg envlfonmental condItIons m UzbekIstan unless so speCIfied m the ConsortlUm 
Agreement 

(c) EnVIronmental tralrung programs are to be mtroduced to provIde Aral Sea Area 
SIte speCIfic trammg for KCS, the NatIOnal Academy of SCIences of the Repubhc ofKazakstan the 
MiruStry of Ecology and BIOresources' staff and the MOGI All such trammg programs shall be open 
for partICIpatIOn by those holdmg leadershIp roles m the Oblast(s) whIch exerCIse local 
admimstratIve control over a portIOn of the Aral Sea ExploratIon Research Study Area and 

(d) The sponsorsrup of an enVIronmental awareness semmar speCIfic to the Aral Sea 
Area problems dunng the tIme when the ExploratIOn Research Study IS under way 

SECTION 152 CoordmatIOn The PartIes recogmze that (a) the EnVIronmental 
Management System must be developed In such a way that ConsortlUm OperatIons wIll be 
conducted In a manner conSIstent WIth the hIghest reasonable InternatIOnal standards of 
envIronmental protectIOn necessary to reasonably restore some of the envIronmental qualIty needs 
for the Aral Sea area, and (b) the development of the EnVIronmental Management System WIll 
reqUIre the actIve Involvement of members of the NatIOnal Academy of SCIences of the RepublIc of 
Kazakastan, of the Mimstry of Ecology and BIOresources and of other relevant Government 
mmistnes as well as mterested regIOnal mstitutes and other experts The VIews and adVIce of these 
orgaruzatIons and such experts shall be sought and taken mto conSIderatIOn throughout the process 
contemplated by thIS ArtIcle 15 

SECTION 15 3 Awroval of EnvIronmental Management System The Operator shall 
propose the EnVIronmental Management System to the Management CommIttee for approval as 
prOVIded m SectIOn 3 2(b) Once approved by the Management CommIttee, deVIatIons from the 
EnVIronmental Management System may be approved by the Management CommIttee as prOVIded 
m SectIOn 3 2(b) prOVIded such deVIatIOns are conSIstent WIth the program goals for reasonably 
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addressmg envIronmental quaht) Issues m the Aral Sea area and have been approved b\ the 
appropnate authonties of the Repubhc of Kazakstan 

SECTION 154 Conduct ofConsortmm OperatIons As provIded m thIS Agreement 
all Consortmm OperatIOns wlll be conducted m strIct comphance WIth the envIronmental protectIon 
pnnclples and procedures of the Envlfonmental Management System approved bv the Management 
CommIttee and such devIatIOns from the EnvIronmental Management SYstem as are approved b\ 
the Management CommIttee and the appropnate authontles of The RepublIc of Kazalstan The 
EnvlTonmental Management System shall mclude appropnate prOVISIons and procedures for assunng 
comphance WIth the envlTonmental protectIOn pnncipies and procedures contamed therem 

ARTICLE 16 

Fmancmg 

SECTION 16 1 Consortmm PartIcIpant Costs, 

(a) Investor PartIcIpant Fees As soon as the condItIons of the Agreement have been 
fulfilled m accordance WIth the proVIsIons of SectIOn 19 1 (b) and each has been so notIfied by KCS 
pursuant to SectIOn 18 2, each Investor PartIcIpant wIll pay, to such account, bank and beneficHlT\ 
as the MOGI shall specIfy, a consortmm fee of ( ) m US Dollars ThIs shall be the 
Consortmm Fee For the aVOIdance of doubt, under no ClTcumstances shall any Investor PartIcIpant 
be oblIgated to pay the ConsortIum Fees as provIded m thls SectIOn 16 I(a) If all of the condItIOns 
of effectIveness contamed m SectIOn 19 1 (other than the condItIOn contamed m SectIOn 19 1 (b)) 
have not, m fact, been satIsfied 

(b) ConsortIum Fee Not Refundable The ConsortIum Fee IS bemg paid as 
consIderatIOn for the specIal nghts granted to the Investor PartIcIpants pursuant to thIS Agreement 
and to compensate KCS for the expendIture (mcludmg costs and expenses assocIated WIth the 
operatIOn ofKCS) whtch It WIll mcur m connectIOn WIth Its partIcIpatIOn m the ConsortIum Once 
paId, the Consortmm Fee paid by each Investor PartIcIpant WIll not be refunded to any such 
PartIcIpant unless the KCS, as Operator IS deemed gmlty of WIllful MIsconduct under SectIOn 
4 7(b) and the MOGI fails m ItS undertalang to appomt another duly qualIfied entIty of the RepublIc 
of Kazakstan to assume the role of Operator or falls to allow the Investor PartIcIpants to contmue 
the ExploratIon Research Study m some other Jomt venture or partnershIp arrangement under an 
Agreement WIth mutually acceptable condItIons and terms 

(c) Certaln Fees and Costs Not Recoverable The Prellmmary Fee (as defined m the 
Prellmmary ConsortIum Agreement) and the COnsOrtIum Fee paid by each Investor PartIcIpant and 
the costs and expenses mcurred by each such PartIcIpant m connectIOn WIth the development and 
negotIatIOn of the Prehmmary ConsortIum Agreement and WIth thls Agreement, WIll not be 
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recoverable as a cost Item or otherwIse b\ such Investor PartIcIpant m conneCtIon vmh the 
exploratlOn and development of or productlOn from such Investors PartIcIpant s E&P Block.s or 
otherwIse 

SECTION 16 2 ConsortIUm Costs 

(a) Costs and Expenses of ConsortIUm In conductmg ConsortIUm operatIons the 
Operator shall mcur costs and expenses, (1) as and when proVIded for m the Budget (2) m 
connectlOn WIth any Major or Mmor deVIatIons to the Work Program as approved b\ the 
Management CommIttee, (3) as otherWIse specIfically approved bv the Management CommlUee (4) 
as otherwIse proVIded for In thIs Agreement, and (5) for the payment of taxes m respect to the 
foregomg as prOVIded m Arttcle 17 ThIs mcludes all costs and expenses mcurred m accordance WIth 
actIVItIes covered under thIs Agreement and those mcurred by the Investor PartICIpants m connectIon 
WIth emergenCIes as contemplated m SectlOn 4 2(I), deimeation of the Aral Sea/land boundan 
pursuant to SectlOn 19 5 and m mdemmfymg the Operator pursuant to SectlOn 25 I These are 
collectIvely referred to as ConsortIum Costs All ConsortIum Costs WIll be paid by the Investor 
PartICIpant as proVIded In SeCtIon 16 2(b) The ConsortIum Fee and the PrelIm mary Fee (defined 
m the Prehmmary ConsortIUm Agreement) are not ConsortIum Costs 

(b) Cash Calls by Operator On a monthly baSIS m advance or m the case of an 
emergency, the Operator shall, m accordance WIth the Accountmg Procedures and the Fmance 
Procedures Manual, notIfy the Investor PartICIpants of the total amount of ConsortIum costs to be 
mcurred by the Operator dunng the next succeedmg month or m connectlOn WIth such emergency 
(each such notIce, a "Cash Call ') Each Cash Call shall mclude a detaIled hst of the ConsortIum costs 
to be mcurred durmg the next succeedmg month or m connectlOn WIth such emergency (mcludmg 
any balancmg adjustments referred to below) and the basIS for each ConsortIum cost Withm fifteen 
(15) calendar days (or m the case of an emergency, wlthm the number of days proVIded m the 
Accountmg Procedures) of the date of each Cash Call, each Investor PartICIpant shall pay ItS 
participatmg share of the total amount of the ConsortIum costs speCIfied m the Cash Call m U S 
Dollars On or before the twenty-fifth (25th) calendar day of each month, the Operator shall prOVIde 
each of the Investor PartIcIpants WIth a detaIled accountmg of expendItures as proVIded m the 
Accountmg Procedures and Fmance Procedure manual In the event of a deVIatIon between the funds 
so depOSIted and actual expendItures durmg the month, appropnate balancmg adjustments (up or 
down) wIll be made m the Cash Calls for future months 

(c) ConsortIum Account The Operator shall mamtam a U S Dollar account m 
accordance WIth the Accountmg Procedures for purposes of receIvmg payments by the Investor 
PartICIpants pursuant to SectIon 16 2(b) and of makmg payments of ConsortIum Costs ("The 
ConsortIum Account") 

(d) Local Currency Accounts The Operator WIll maIntam local currency accounts 
to the extent necessary for ConsortIum operatIons m accordance WIth the Accountmg Procedures and 
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the F mance Procedures Manual 

(e) Recoverable Costs and Expenses The ConsortIum costs paId bv each Investor 
PartIcIpant WIll be recoverable bv the PartIcIpant m connectIOn WIth the exploratIon and 
development of, and productIOn from, such Investor PartIcIpant's E&P Blocks on terms and 
condItIOns to be agreed dunng the negotIatIOns referred to m SectIOn 10 3 provIded that (1) the 
MOGI KCS and such Investor PartIcIpant reach agreement on the exploratIOn development and 
productIOn terms for each such PartIcIpant s E&P Blocks and (2) such Investor PartIcIpant achIeves 
a "commercIal dIscovery" (as defined m the agreement referred to m clause (1) of thIS SectIOn) m 
one or more of Its E&P Blocks For purposes of eVIdencmg the ConsortIum costs that are to be 
recoverable by the Investor PartIcIpants as provIded above, KCS WIll provIde the PartIcIpants WIth 
penodic wntten statements prepared m accordance WIth the Accountmg Procedures certIfvmg the 
costs and expenses mcurred by the KCS m conductmg ConsortIum operatIOns and paId bv the 
Investor PartIcIpants pursuant to SectIOn 16 2 

(f) Termmation of Fundmg OblIgatIOn Upon completIOn of ConsortIUm 
operatIons, or deemed completIon of ConsortIum operatIOns as proVIded m SectIon 14 3 but WIthout 
prejUdICe to the Investors PartICIpants' oblIgatIOns under SectIon 25 1, the fundmg oblIgatIOn of the 
Investor PartICIpants under thIS SectIOn 16 2 shall cease The mvestor PartICIpants shall not be 
responsIble for any costs, expenses or lIabIhties mcurred thereafter whether, (1) by KCS (2) m the 
ImplementatIOn of the EnVIronmental Management System, (3) m the contmumg operatIOn of the 
mfrastructure projects carned out as a part of ConsortIum operatIons, or (4) otherwIse howsoever 

ARTICLE 17 

TaxatIOn 

SECTION 17 1 Agreed Tax Pnncipies Set forth m the attached schedule are tax 
prmcipies whIch the PartIes to thIS have agreed shall apply, to the extent set forth therem, to thIS 
Agreement and any productIOn sharmg agreement entered mto pursuant to SectIOn 11 

SECTION 172 DefimtIOn References to tax or duty m thIS Agreement shall mean 
any and all taxes, dutIes, fees, leVIes, charges or SImIlar such payments m the nature of taxes 
Imposed now or hereafter by the RepublIc ofKazakstan under the Law on TaxatIOn of 1996 Any 
revenue raIsed by any subdIVIsIOn thereof or organs of state power or admmistration thereof, whether 
central, regIOnal, local or mumcipal, mcludmg any general state taxes, local taxes and fees of general 
applIcatIOn and local taxes and fees estabhshed by local authonties shall be deemed to be taxes under 
the above defimtion 
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ARTICLE 18 

RepresentatIons and WarrantIes 

SECTION 18 1 RepresentatIons and WarrantIes of the MOGI and KCS The MOGI 
and KCS represent and warrant, as of the effectIve date of tlns Agreement to the Investor 
Participants as follows 

(a) KCS IS exclUSIvely empowered under the laws ofKazakstan to develop and conduct 
the study contemplated hereby to acqurre seISmIC and other data relevant for the efficIent tlmeh and 
profitable development of Kazakstan s hydrocarbon depOSIts m the Aralshelf ExploratIOn Area 

(b) Except as contemplated by tlns Agreement and attached negotIated dIsclosure 
schedules, no person or entIty other than KCS, the MOGI, and the Government has any nghts 
claIms or optIons WIth respect to conductmg seISmIC survevs m the ExploratIon Area or to the 
exploratIon, development or productIon of hydrocarbons m the ExploratIon Area or whIch would 
otherWIse COnflIct WIth the terms of thIs Agreement 

(c) The executIon, dehvery and performance of thIs Agreement are WIthIn the MOGI s 
and KCS's power, havmg been duly authonzed by all necessary actIon and do not 

(1) VIOlate any law, rule, regulatIon, article, wnt, Judgment, mJunctIon decree, determmatIOn 
or award, 

(2) contravene the MOGI's regulatIOns or KCS's orgaruzatlOnal documents, or 
(3) COnfliCt WIth or result m the breach of any agreement, contract or other mstrument bmdmg 

on or affectmg the MOGI, KCS or affectIng the ExploratIOn Area 

(d) Except as set forth m the negotiated schedule developed under Section 18 1 (b) above 
and attached hereto, no authonzatlOn or approval or other actIOn by, or notIce to or filmg WIth, any 
government authonty or regulatory body or any thIrd party IS reqUIred for the due execution, dehvery 
and performance by the MOGI or KCS of thiS Agreement 

(e) There IS no actIon, smt, mvestIgatlOn, lItIgatIOn or proceedmg affectmg the MOGI, 
KCS, or the ExploratIon Area pendmg, or to the knowledge of the MOGI or KCS threatened, before 
any court, governmental agency of the Repubhc of Kazakstan, or arbitrator as to whIch there IS a 
reasonable pOSSibilIty of an adverse determmatlon and whIch purports to affect the legahty, valIdity 
or enforceabIlIty of thIs Agreement as It relates to the performance by such parties of ItS obhgattons 
hereunder or consummatIOn of the transactIOns contemplated hereby 

SECTION 182 Representation and Warranties of the ForeIgn Participants Each of 
the Investor PartiCIpants represents and warrants, as of the effectIve date of thIS Agreement, to each 
of the other Investor PartICIpants and to the MOGI and KCS as follows 
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(a) The executIOn delIverY and performance of thIS Agreement b\ such Investor 
PartIcIpants are WIthIn therr corporate power, have been duly authonzed by all necessaI') corporate 
actIOn and do not, (1) contravene such Investor PartIcIpants organIzatIonal documents (2) vIOlate 
any rule regulatIOn artIcle wnt, mJuncTIon decree determmatIOn or award or (3) conflIct WIth or 
result m the breach of, any agreement, contract or other mstrument bmdmg on or affectmg such 
PartICIpant 

(b) No authonzatIOn or approval or other actIOn by or notIce to or filmg wIth an\ 
governmental authonty, regulatory body or thrrd party IS reqUIred for the due executIOn and delIven 
by Said Investor PartICIPants of thIS Agreement .. 

(C) No authonzatIOn, approval or other actIon by or notIce to or filmg WIth an\ 
governmental authonty, regulatory body or any thIrd party IS reqUIred for the due performance of 
such Investor Participants of thIS Agreement other than as may be reqUIred under the laws of the 
Repubbc of Kazakstan and regulatIOns promulgated thereunder, the reqUIrement for whIch would 
not unduly mterfere WIth the Investor PartIcIpants' performance under thiS Agreement 

(d) There IS no acnon, SUIt, mvestigatIOn, lItIgatIOn or other legal proceedmg affectmg 
such Investor PartICIpant pendmg, or to their knowledge, threatened before any court, governmental 
agency, or arbItrator as to WhICh there IS a reasonable posslblhty of an adverse determmatIOn and 
which purports to affect the legality, validity or enforceablhty of this Agreement as IS relates to the 
Participant or Its performance of oblIgatIOns set forth hereunder 

(e) Such Investor Participant or qualified affilIate actmg on behalf of or m concert WIth 
the Participant adheres to the same oblIgatIOns as the Participant and has suffiCient finanCIal means 
to perform all of Its obhgatIOns under thiS Agreement 

SECTION 183 SurvIVal of RepresentatIons and Warranties The representatIOns and 
warrantIes made by the MOGI and KCS pursuant to SectIOn 18 1 and by the Investor PartICIpants 
m SectIOn 18 2 shall survIve the executIOn and effectIveness of thIS Agreement and ItS termmatIOn 

ARTICLE 19 

CondItIOns and EffectIveness, SpeCIal SItuatIOns 

SECTION 191 CondItions The effectIveness of thIS Agreement (other than the 
proVISIOns of SectIons 16 1, 19 1, 19 2, 19 3 and Article 21, which SectIOns and ArtIcles shall be 
effectIve as of the date of executIOn of thIs Agreement by the PartIes referred to m SectIOn 19 1 ( a» 
shall be subject to satlsfymg the followmg the condItIons of effecnveness pnor to (date) 
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(a) The due executlOn oftms Agreement bv each of the Investor PartIcIpants the MOGI on Its 
own behalf and on behalf of the Government ofKazakstan and KCS 

(b) The payment of the ConsortlUm Fee by each Investor PartIcIpant 

(C) DelIvery to KCS, upon request of such assurances as KCS mav reqUIre wIth regard to the 
abIlIty of each Investor PartICIpant to satISfy ItS obhgatlOns under Its Agreement 

(d) The MaGI or other deSIgnated competent authonty of the Government ofKazakstan shall 
have Issued such resolutIons or decrees as are necessary to ratIfy and confirm the terms and 
condItIons oftlns Agreement and the respectIve nghts and oblIgatlOns of the PartIes 

(e) The Issuance by the PreSIdent of the RepublIc of Kazakstan or offiCial deSIgnee and 
dehvery to the Investor PartICIPantS, of a PreSIdentIal decree as attached m AppendIX __ 

(f) The wntten approval of the PartIes of the vanous schedules developed through negotIatlOn 
of thIS Agreement mcludmg the Fmance Procedure Manual the PreSIdential Decree 
Accountmg Procedures, the delmeatlon of the ExploratIon Area and the ConsortIUm 
organIzatIonal structure and trammg program Upon approval each such document shall 
become an mtegral part of tlns Agreement AddItIonal matters may be addressed through 
schedule changes or negotiated procedures and added to the AppendIX of thIS Agreement 
by unammous approval of the Management CommIttee and WIth the concurrence of the 
MOGI 

(g) The wntten confirmatIon by the PartIes of the conformIty of the EnglIsh RUSSIan and Kazak 
(If reqUIred) verSIons of thIS Agreement (mcludmg the agreement on any necessary 
translatIon changes), and 

(h) The receIpt of each of the Investor PartICIpants of Board of DIrectors' approval or other 
such corporate authonty as IS necessary for such Investor PartICIpant to enter mto thIS 
Agreement (It bemg recogruzed that such Board or authonty shall act at ItS sole dlscretlOn) 

SECTION 192 EffectIveness Upon satIsfactIon of the condItIons to effectIveness 
contamed In SectlOn 19 1 (other than (b)), KCS shall notIfy the Investor PartICIpants that the 
condltlOns have been satIsfied and of the date on WhICh the last of such conditlOns was satIsfied 
Followmg such notIficatIon, KCS shall notIfy each PartICIpant that tlns Agreement shall be deemed 
to be effectIve as of the date of such notIce 

SECTION 19 3 Best Efforts by PartIes The PartIes shall use theIr best efforts to 
secure the effectIveness of thIS Agreement pnor to (date) PartIes are authonzed to establIsh any 
workmg groups or commIttees necessary to fulfill and delmeate the obhgatIons of the respectIve 
PartIes If all of the condItIOns to effectIveness contaIned m SectIon 18 1 are not satIsfied on or pnor 
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to the date set out m SectIOn 18 1 tlus Agreement shall become null and vOId and of no further force 
and effect 

SECTION 19 4 T emtonal Boundanes m the Aral Sea 

(a) The PartIes recogruze that negotiatIOns between the RepublIcs of Kazakstan and 

Uzbelastan have been takmg place and may result m the mciusIOn of the latter m some ConsortIum 
role eIther as a dIrect PartICIpant or an mdrrect benefactor In eIther case, a correct determmatlOn of 
the subsurface mmeral nghts for each RepublIc IS necessary and m VIew of the contmuous lowermg 
of the Aral Sea surface area, the actual offshore boundary between the RepublIcs of Kazakstan and 
Uzbelastan may be a subject of chspute If not properly surveyed The PartIes shall also recogruze that 
such Aral Sea surface area Will contmue to change even after the KCS and Investors PartICIpants 
have entered mto a ConsortIUm Agreement and the ExploratIOn Research Studv commences 

(b) The Government of Kazakstan represents to the Investor PartICIpants that the portIon 
of the Aral Sea area covered by tlus Agreement IS solely m the sovereIgn temtory of the Repubbc 
of Kazakstan and should any boundary dIsputes anse, m the absence of successful negotiatIOn WIth 
the RepublIc of Uzbelastan, all exploratIOn or productIOn actIVItIes carned out by ConsortIum 
PartICIpants shall be slnelded from lItIgatIOn over such boundary dIsputes by the Government of 
Kazakstan 

(c) The Government of Kazakstan wIll negotIate the natIOnal boundary WIth the 
RepublIc ofUzbelastan With a VIew ofpreservmg the Repubhc ofKazakstan's sovereIgnty over any 
dIsputed area Such negotIatIons Will not conflICt With the nghts granted to the Investor PartICIpants 
under tlus Agreement or the actIVItIes contemplated by thIs Agreement, prOVIded however. that the 
Government ofKazakstan's undertakmg m tlus SectIOn 194 shall not prohIbIt It from agreemg to 
a natIonal boundary With Uzbelastan or nor shall It prolnbit any other agreement as to the use of any 
resolved undIsputed area that COnflIctS With the nghts granted to the Investor PartICIpants under thIS 
Agreement or With the contemplated actIVItIes If, m the Government's VIew, the sovereIgn mterests 
of the RepublIc of Kazakstan reqwre It 

(d) In the event the Government agrees to an Aral Sea boundary or to an agreement 
regardmg the use of any resolved areal adjustment winch makes the realIzatIOn by the Investor 
PartICIpants of the benefits of tlus Agreement ImpractIcable or ImpOSSIble all expendItures for 
ConsortIum operatIons on such area shall cease and the PartIes wIll meet to dISCUSS necessary and 
appropnate amendments to tins Agreement to resolve the matter In the event the PartIes (actmg m 
good faIth) do not unammously agree to such amendments WIthm runety (90) calendar days of such 
meetmg, the Government Will reImburse the affected Investor PartICIpants on an areal-based prorated 
baSIS If such agreement by the Government anses after the selectIon of one or more E&P Blocks 
by the Investor PartICIpants pursuant to SectIon 10 3 and such agreement affects any of the Blocks 
so selected, then the affected Investor PartICIpants, as an alternatIve to prorated reImbursement of 
ConsortIUm costs, shall have the optIOn to select a substItute E&P Block proVIded that the Block 
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selected pursuant to tIDS sectIOn shall have not been prevIOusl) selected b\ another Person 

( e) In the event the Government becomes oblIgated to reImburse the 1m estor 
PartIcIpants pursuant to SectIOn 19 4( d) the Government wIll pa} to each affected Investor 
PartIcIpant Its pro rata share (based on Its Partlclpatmg share) of the portIOn of total ConsortIum 
costs reqUlred to be reImbursed under SectIOn 19 4( d) WIthm SIX (6) months of the date on whIch the 
event gIvmg nse to the reImbursement occurred Such reImbursement shall be made at the optIOn 
of the Government, eIther, (1) by a freely transferable cash payment m U S Dollars or (2) b) 
delIvery to a pomt of export of an eqUlvalent amount of 011 or gas valued b) reference to 
mternatIOnally recogruzed market pnces for the delIvered type and qualIty of 011 or gas 

(f) Under the CIrcumstances descnbed m Section 19 4( d) thIS Agreement (other than 
the oblIgatIOns of the Government under tlus Section 19 4 and the proVISIOns of ArtIcles 21 and 22 
SectIOns 24 2 and 24 3 and ArtIcle 25) shall termmate and be of no further force or effect 

SECTION 19 5 Land I Sea Boundary The PartIes acknowledge that as of the sIgnmg 
of the Agreement, the land and sea boundary between the RepublIc of Kazakstan and the RepublIc 
of Uzbekistan may not be clearly establIshed because the Aral Sea level IS gradually recedmg The 
Investor PartICIpants, m order to lessen the realIty of CIrcumstances descnbed m SectIOn 19 4(d) 
from occurrmg, agree to asSISt KCS m delmeatmg a land I sea boundary and Will prepare and submIt 
to KCS a proposal for such delmeatIOn The costs mcurred by the Investor PartICIpants m preparmg 
a proposal shall be ConsortIum costs 

SECTION 19 6 EnVironmental Impact Study As prOVIded m the EnVIronmental Work 
Program, pnor to commencmg the ExploratIOn Research Study, the Investor PartICIpants and the 
KCS shall reVIew the EnVIronmental Assessment Study prepared by Kazakstan reSIdent consultants 
for the entIre Aral Sea area and adjacent temtory to determme whether the Study IdentIfies any 
potentIal effects on the ExploratIOn Area of the ExploratIOn Research Study The PartIes 
acknowledge that even though the Aral Sea area IS senously degraded, more detaIled envIronmental 
Impact studIes mIght be necessary for localIzed areas The PartIes also acknowledge that certam 
costs Will be mcurred (mcludmg costs asSOCiated With moblhzation of a seIsmIC contractor) pnor to 
completIOn of any such localIzed enVIronmental Impact study m order to permIt the seIsmIC work 
m that portIOn of the ExploratIOn Area to commence Immediately follOWing completIOn of the study 
where the results of the study mdicate that such work may proceed To take account of any speCial 
SItuatIOn, the PartIes have agreed as follows 

(a) In the event the MOGI and Mmistry of Ecology and BIOresources determme that 
seIsmIC work cannot be conducted m a portIOn of the ExploratIOn Area Without harmmg the 
remaIrung natural enVironment of the Aral Sea, mcludmg flora, fauna and remaIrung marme lIfe, or 
cannot be conducted Without the ImpOSItion of restnctIons that would sigruficantly mcrease the costs 
of, or tIme reqUlred for, conducting such operatIOns ("Adverse EIS DetermmatIOn"), all expendItures 
for that portIon of the Exploration Research Study area shall cease The PartIes shall meet to dISCUSS 
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necessaI'j and appropnate adjustments to the Work Program and the Budget to take Into account the 
Adverse Deterrnmauon In the event the PartIes (actIng In good faIth) do not unammoush agree to 
such adjustments WIthIn mnety (90) calendar days of the date of the meetIng, the Government shall 
reImburse the Investor PartIcIpants for the ConsortIum costs IncludIng the costs assocIated WIth 
conductIng the envIronmental Impact study, except the costs of those envIronmental Impact studIes 
that the Investor PartIcIpants voluntanly carned beyond the level mandated b) the Government 

(b) In the event the Government becomes oblIgated to reImburse the Investor 
PartICIpants pursuant to SectIOn 19 6(a), the Government WIll pay to each Investor PartICIpant Its pro 
rata share (based on PartICIpatIng share) of the costs requrred to be reImbursed under SectIon 19 6(a) 
Wlthm SIX (6) months of the date on whIch the determInatIon gIVIng nse to such reImbursement 
oblIgatIon IS made Such reImbursement shall be made, at the option of the Government In the same 
manner as set forth m Section 19 4( e) 

(c) The Government WIll cause the MOGI and Mmlstry of Ecology and Bloresources 
to evaluate the enVIronmental Impact study and make a determmatIOn WIth respect to the conduct 
of seIsmIC work m the ExploratIOn Area, WIthIn three (3) months follOWIng the submIssIOn of such 
study to the MOGI and other appropnate agencIes MOGI and the SaId agencIes shall act reasonably 
and m good faIth, they shall apply costlbenefit pnncipies In makmg theIr determInatIOn, and they 
shall adhere to prevaIlIng InternatIOnal envIronmental standards and expenence The PartIes shall 
be allowed to submIt an alternate EIS at theIr own expense for consIderatIOn by the MOGI and the 
MInIStry of Ecology and BlOresources The MOGI shall allow for a heanng and shall rule on the 
proposal submttted by the ConsortIum PartICIpants WIthIn SIXty (60) calendar days of the receIpt of 
the submIttal 

(d) In the event the MOGI and Mimstry of Ecology and BIOresources make an Adverse 
EIS DetermInatIOn after conSIderatIOn of the ongInal report and any filed alternate proposals and the 
PartIes faIl to agree to adjustments to the Work Program and the Budget, thIS Agreement shall be 
modIfied or amended to reflect the deletIOn of the portIOn of the ExploratIOn Area where seIsmIC 
work or future exploratIon and productIOn cannot be permItted 

(e) In the event thIs Agreement IS not amended In reference to SectIOn 19 6( d) follOWIng 
an Adverse EIS DetermInatIOn and the partIes fall to agree to adjustments to the Work Program and 
the Budget then, for a penod offive (5) years from the date of such faIlure to agree, the Government 
wIll not permIt any thIrd party to conduct actIVItIes the same or SImIlar to those contemplated by thIs 
Agreement WIthout first offenng such opportunIty to the Investor PartICIpants on the same terms and 
condItions contaIned m thIS Agreement 
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ARTICLE 20 

T enn of Agreement 

SECTION 201 Tenn Except as otheIWlse expressly provIded m tills Agreement the 
contractual relatIOnsillp among the ConsortIUm PartIcIpants shall tennmate upon the occurrence of 
the last of the followmg events (1) the complenon or deemed completIOn of ConsortIUm OperatIOns 
as provIded m Secnon 144, (2) the SIgnature and subsequent effectIveness of the productIOn shanng 
agreements referred to m SectIon 11 and (3) or the two (2) year penod referred to m SectIOn 11 
unless the PartIes agree to expand the role of the ConsortIUm to mclude the exploratIOn and 
development of the ExploratIOn Area or for any other purpose proVIded, however that the proVISIOns 
of ArtIcles 21 and 22, SectIOns 24 2 and 24 3 and ArtIcle 25 shall contmue m effect followmg an' 
tennmatIOn of thIS Agreement 

SECTION 20 2 WIthdrawal of an Investor PartICIpant 

(a) All nghts of an Investor PartICIpant under tlus Agreement shall tennmate upon the 
occurrence of one of the followmg events (each, a "WIthdrawal Event") 

(1) A Bankruptcy Event WIth respect to such Investor PartICIpant, 

(2) A PartICIpant ceases to be an AffilIate of the Person, If any, dehvenng assurances to KCS 
of such PartICIpant's oblIgatIOns hereunder as contemplated m SectIon 19 1 (d) or 

(3) A breach by such PartICIpant of a matenal obhgation under thIS Agreement whIch such 
PartICIpant has not cured or commenced and dIlIgently proceeded WIth recertIfymg withm 
thIrty (30) calendar days of wntten nonce of the breach from another Investor PartICIpant 

(b) KCS shall notIfy the other Investor PartICIpants of the occurrence of a WIthdrawal 
Event WIth respect to a PartICIpant Withm thtrty (30) calendar days follOWIng such nonce, KCS and 
the other Investor PartICIpants shall meet to dISCUSS whether any of the remammg PartICIpants WIsh 
to take an ASSIgnment for no conSIderatIOn of all of the nghts and oblIgatIOns under tlus Agreement 
of the PartICIpant affected by the WIthdrawal Event In the event only one Investor PartICIpant 
WIshes to take such an AsSIgnment, the PartIes (other than the WIthdraWIng PartICIpant) shall execute 
such documents and mstruments as are necessary to gIve effect to such ASSIgnment In the event 
more than one such PartICIpant WIshes to take such an ASSIgnment, each such PartICIpant shall be 
entItled to take a pro rata ASSIgnment, based on each Investor PartICIpant's Participatmg Share, of 
the nghts and oblIganons of the PartICIpant affected by the WIthdrawal Event and the PartIes (other 
than the WIthdraWIng PartICIpant) shall execute such documents and mstruments as are necessary 
to gIve effect to such ASSIgnment In the event no Investor PartICIpant WIshes to take an ASSIgnment 
of all of the WIthdrawmg PartICIpant's nghts and obhgatIOns under thIS Agreement, KCS shall have 
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the nght to InvIte a tlurd part) subject to the approval of the rematrnng PartIcIpants (such approval 
not to be unreasonably Withheld) to take an AssIgnment of the WithdraWIng PartIcIpant's nghts and 
obhgatIOns under tlns Agreement and the Parnes (other than the WithdraWing PartIcIpant) and such 
tlurd party shall execute such documents and Instruments, m form reasonablv satisfactof\ to KCS 
and the remaIrnng Investor PartICIpants, as are necessary to gIve effect to such ASSIgnment In the 
event KCS does not propose a tlnrd party that IS acceptable to the other Investor PartICIpants \\Ithm 
three (3) months of the date of the notIce of the WIthdrawal Event, the other PartICIpants shall 
collectIvely have the nght to InVIte a tlurd party, subject to the approval ofKCS (such approval not 
to be unreasonably Withheld), to take an ASSIgnment of such WithdraWing PartICIpant's nghts and 
obhganons under tlus Agreement and the PartIes (other than the WIthdrawmg PartICIpant) and such 
third party shall execute such documents and mstruments, In form reasonably satlsfactof\' to KCS 
and the remammg PartICIpants, as are necessary to gIve effect to such ASSIgnment In connectlOn 
With such ASSIgnment such tlnrd party shall dehver to KCS a guarantee or other assurance of such 
tlurd party's obhgatlOns under tlus Agreement m form and substance reasonably satisfactorY to KCS 
executed by an Affihate of such tlurd party reasonably acceptable to KCS In the event the rematrnng 
PartICIpants do not propose a tlurd party that IS acceptable to KCS WIthm two (2) months followmg 
the end of the three-month penod referred to above, each such PartICIpant shall be deemed to have 
taken a pro rata ASSIgnment, based on ItS Participatmg Share, of the nghts and obhgatlOns of the 
Investor PartICIpant affected by the WIthdrawal Event and m tlus event, the WithdraWing PartICIpant 
shall remam lIable to the remammg PartIes m respect of all the oblIgatlOns so deemed to have been 
aSSIgned (whether past, present or future) 

(C) Nothmg In tlus SectlOn 202 shall reheve a WithdraWing Investor PartICIpant of any 
of Its oblIgatlOns under tlus Agreement or m any way hmlt any nght or remedy that any party may 
have agatnst a WithdraWing PartICIpant for any breach by such PartICIpant of any of Its obhgatlOns 
under this Agreement 

ARTICLE 21 

DIspute Resolunon 

SECTION 21 1 AmICable ResolutIOn In the event of any dIspute arISIng out of or In 
connectIon With tlus Agreement between any of the PartIes, any Party may notIfy the other Party or 
PartIes of the nature of the dIspute and the partIes to the dIspute shall In the first mstance m good 
faIth and usmg theIr best efforts seek to settle the dIspute amIcably through negonatlOn between 
sernor execunves of the partIes to the dIspute who have authonty to settle the dIspute and who do 
not have dIrect responslbIhty for admIrnstratIOn oftlus Agreement or the matters m dIspute Withm 
twenty (20) calendar days after delIvery of saId notIce, such sernor executIves of all partIes to the 
dIspute shall meet at a mutually acceptable tIme and place, and thereafter as often as they reasonably 
deem necessary, to exchange relevant mformatIOn and to attempt to resolve the dIspute If the matter 
has not been resolved WIthm SIXty (60) calendar days of the dlsputmg party's nonce, or If the partIes 
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to the dIspute fall to meet WItlnn twenty (20) calendar days any pam to the dIspute rna' mmate 
medIatlon of the dIspute as provIded theremafter m SectIOn 21 2 If a negotIator mtends to be 
accompanIed at a meetmg by an attorne) the other negotIator(s) shall be gIven at least five (5) 
calendar days! notIce of such mtentIOn and may also be accomparued bv an attorne) All negOtlatIOns 
pursuant to tills SectIon 21 1 are confidential and shall be treated as compromIse and settlement 
negotIatIOns for all purposes mcludmg the admISSIon of eVIdence m any subsequent proceedmg 

SECTION 21 2 MediatIOn 

(a) After the penods specIfied m SectIOn 21 1 If the dIspute has not been resolved b, 
negotiatIOn, any party to such dIspute may ImtIate a mediatIOn proceedmg b, notIce to the other 
party or partIes to such dIspute 

(b) The partIes to the medIatIOn proceedmg shall endeavor to agree upon the sole 
medIator The medIator shall be ImpartIal and mdependent from any partv to the mediatIOn 
proceedmg If the partIes to the mediatIOn proceedmg do not agree upon the mediator WIthm twenty 
(20) calendar days of the notice to medIate, the medIator shall be selected by the PreSIdent of the 
InternatIOnal Court of Justice at The Ha~ue The mediator IS dIsqualIfied as a WItness consultant 
attorney or expert In any subsequent proceedmg relatIng to the dIspute 

(c) The medIatIOn shall be confidentIal and shall be treated as a compromIse and 
settlement negotIatIOn Any statements or conduct made m connectIOn WIth the mediatIOn shall not 
be admISSIble m any other proceedIngs EVIdence otherwIse admISSIble m a subsequent proceedmg 
shall not be excluded merely because It was presented m the course of the mediatIOn 

(d) FIve days before the first mediatIOn conference, each party to the mediation 
proceedIng shall proVIde the medtator WIth a conCIse statement of ItS contentIOns and supportmg 
eVIdence relative to each Issue In dIspute Each party to the medIation proceedIng shall be 
represented at all medIatIon conferences by a semor executive WIth authonty to settle the dIspute and 
such executlve shall be prepared to dISCUSS all Issues In dIspute m detaIl and In good faIth 

(e) The place for the medIatton conferences shall be agreed to by the partIes to the 
medIatIOn proceedIng FaIlIng agreement WIthIn thIrty (30) calendar days of the date of the notIce 
InvokIng medIatIOn hereunder, the place for mediatIOn shall be Geneva, SWItzerland 

(t) The partIes to the mediatIOn proceedIng shall negottate In good faIth to agree on a 
SIngle language for the proceedmg, In order to save tIme and reduce costs In the event no such 
agreement IS reached 

(1) The partIes to the medtatlon proceedmg shall present theIr respectIve wntten statements In 
EnglIsh, RUSSIan, and Kazak (lfreqillred) 
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(2) anv other documents shall be translated If the medIator or an\ part, to the medIatlOn 
proceedIng so determInes and 

(3) there shall be mterpretatIon mto RUSSIan EnglIsh and Kazak (If reqwred) at all conferences 

(g) Efforts to reach a settlement WIll contInue untIl the conclusIOn of the proceedIng 
whIch IS deemed to occur when 

(1 ) a wntten settlement IS reached, or 

(2) the medIator concludes and mforms the partIes to the medIatIon proceedIng m wntmg that 
further efforts would not be useful, or 

(3) the partIes to the mediatlOn proceedIng agree m wntmg that an Impasse has been reached 

No party to the mediatlOn proceedIng may WIthdraw before the concluslOn of the proceedmg 

SECTION 21 3 InternatlOnal ArbltratlOn (a) In the event that a dIspute referred to m 
SectlOn 21 1 IS not settled amIcably pursuant to SectlOn 21 1 or SectlOn 21 2, such dIspute shall be 
finally settled by arbItratIon In accordance With the UNCITRAL ArbitratlOn Rules as at present m 
force by three (3) arbItrators who shall be appoInted m accordance With ArtIcle 7 of the UNCITRAL 
ArbItratIon Rules For the purposes of the UNCITRAL ArbitratlOn Rules the appoIntmg authonty 
shall be the PresIdent of the InternatIonal Court of JustIce at The Hague 

(b) The place of arbitratlOn shall be agreed to by the partIes to the arbitratlOn and 
faIlIng agreement WIthm thIrty (30) calendar days of the date of the notIce InvokIng arbItratlOn 
hereunder, shall be Geneva, SWItzerland The arbItrators may appoInt a secretary WIth offices and 
faCIlItIes m the place of the arbitratlOn to proVIde admInIstratIve servIces m support of the 
proceedmgs 

(c) The partIes to an arbItratIon proceedIng shall negotIate In good faIth to agree on a 
smgle language for the arbitratlOn proceedmg, m order to save tIme and reduce costs In the event 
no such agreement IS reached 

(1) the partIes to the arbitratlOn shall present then respectIve statements of claIm, defenses or 
otherWIse In EnglIsh, RUSSIan and Kazak. (If reqUIred), 

(2) any other documents shall be translated If the arbitrators or any party so determmes, 

(3) there shall be InterpretatlOn mto RUSSian, EnglIsh and Kazak (If reqUIred) at all heanngs and 
conferences, and 
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( 4) the award and the reasons supportmg 11 shall be translated mto RussIan EnglIsh and k..azah. 
(If reqUIred) 

(d) The award of the arbItrators shall be final and bmdmg upon the partIes to the 
arbItratIOn and may If necessary be enforced by any court of competent jUnSdictIOn or other 
competent authont) Save as aforesaId, all nghts of appeal and of applIcatIon to an\ court of la\\ 
whatsoever m any country are hereby excluded m relatIon to anv arbItratIOn hereunder and am 
award made therem 

(e) The law governmg any arbItratIOn proceedmgs under thIS Agreement shall subject 
to the UNCITRAL ArbItratIOn Rules, be the Governmg Law set out m SectIOn 26:2 and not the 
pnnclple of ex aeguo et bono or otherwIse 

SECTION 214 SovereIgn Immuruty To the extent that the RepublIc of Kazakstan 
the MInIStry of 011 and Gas Industry, or KCS has or hereafter may acqUIre anv Immunlt) from 
JunsdictIOn, With respect to themselves or theIr property, m any arbItratIOn under SectIOn 21 3 or 
m any proceedmg to confrrm or enforce such an arbItratIOn award, each hereby Irrevocably waIves 
such Immumty m respect of Its oblIgatIOns under thIs Agreement and agrees that It Will not raIse the 
defense of sovereIgn Immumty The foregomg waIver and agreement are mtended to be effectIve m 
any JurIsdIctIOn m wInch any such arbItratIOn or any such proceedmg With respect to an arbItratIOn 
under tIns Agreement may be commenced ThIS waIver and agreement shall not be effectIve m 
respect of any person other than the Investor PartICIpants and theIr permItted asSIgnees actmg under 
the speCIfic CIrcumstances contemplated hereby 

ARTICLE 22 

Force MaJeure 

SECTION 22 1 Force Majeure (a) No Party shall, m any event, be under any habilIty 
for faIlure to perform any oblIgatIOn hereunder If and to the extent that such faIlure to perform IS 
caused by Force Majeure, proVIded, however, that Force Majeure shall not excuse any oblIgatIOn 
to make payments called for pursuant to thIS Agreement 

(b) F ollowmg the occurrence of Force Majeure, the Party affected thereby shall, as soon 
as practIcable after that occurrence has come to ItS attentIOn, gIve prompt notIce thereof to each of 
the other PartIes descrIbmg m reasonably full detaIl such Force Majeure, the effect such Force 
Majeure IS claImed to have on the affected Party's performance of thIS Agreement, the expected 
duratIOn of such effect and the actIons of the affected Party mtends to pursue to remedy the Force 
Majeure and mItigate Its effects m accordance With SectIOn 22( c) The notIce as aforesaId shall be 
perIodIcally updated to the extent necessary to ensure that such notIce accurately reflects the 
CIrcumstances relatmg to the Force Majeure and m any case not less than monthly The gIvmg of 
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such notIce shall not be a condItIOn precedent to the nght of a Part) to mvoke the protectIon of thIS 
SectIOn but Ifno such notIce IS gIven by such Pam WIthIn thrrtv (30) calendar days ofns becommg 
aware of the occurrence of Force Majeure and the reason of gIvmg such notIce was not prevented 
or delayed by reason of Force Majeure that Party shall be lIable for anv damages caused to am other 
Party by faIlure to gIve such notIce 

(c) A Party affected by Force Majeure shall bear the burden of proof m demonstratmg 
both the occurrence of the Force Majeure and the effect It has on such Part) s abIlIty to perform Its 
oblIgatIOns hereunder Such Party shall use reasonable efforts to remedv the Force Majeure and 
mItIgate the effects caused thereby 

(d) As soon as a Party affected by Force Majeure ceases to be so affected and IS no 
longer delayed, hIndered or prevented from complymg WIth ItS obhgatIOns hereunder such Pam 
shall ImmedIately notIfy the other PartIes accordmgly and resume performance of Its oblIgatIOns 
hereunder 

( e) Should the occurrence of Force Majeure endure more than one hundred eIght)' (180) 
calendar days, any Party may (prOVIded such Party IS not m default of ItS oblIgatIOns If any under 
SectIOn 22(b)) request that the other PartIes meet to conSIder the deSIrabIlIty of amendmg thIS 
Agreement, the Work Program, the EnVIronmental Management System or the Budget to 
accommodate the effects of the Force Majeure, proVIded. however, that thIS SectIOn 22(e) shall not 
be mterpreted to Impose any oblIgatIOn upon a Party to agree to any such amendment 

ARTICLE 23 

Technology. Confidentiahty. Pubhc DIsclosure 

SECTION 231 Technology (a) Standards to be Employed In carrymg out 
ConsortIum operatIOns, the Operator shall, as far as It IS practicable and economIcal to do so, use the 
most up-to-date eqUIpment, technology, expertIse and methods ofworkmg whIch are avaIlable and 
are to the economIC benefit of the ConsortIUm All such standards shall be condUCIve to achlevmg 
and promotmg the ObjectIves of the ConsortIum 

(b) Technology of Investor PartICIpants To enable the Operator to meet the standards 
set out m SectIOn 23 lea), each Investor PartICIpant agrees, subject to the SIgnature of a technIcal 
servIces agreement on mutually acceptable terms and condItIOns, to make avaIlable to the Operator 
the best and most up-to-date technology, mformatIOn, expertIse and expenence as IS actually made 
aVaIlable to thIrd party operators m operations In whIch such Investor PartICIpant IS a partICIpant, and 
as IS necessary or appropnate for the Operator to conduct ConsortIum operatIOns 
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SECTION 232 ConfidentIalIn Each Part\' agrees to keep confidential all data and 
reports prepared by the ConsortIUm all mformatIOn ansmg from the conduct of ConsortIUm 
Operatlons and all InformatIOn obtaIned b\ such Pam m connectIon WIth thIS Agreement except 
InformatIOn that 

(a) IS or becomes generally avrulable to the publIc (other than as a result of a dIsclosure b\ a 
Party otherwIse In VIolatIOn of the terms of the Section 23 2) 

(b) was available to such Party on a nonconfidentlal baSIS pnor to Its dIsclosure under thIS 
Agreement, 

(c) becomes aVaIlable to such Party from a Person or a source that IS not, to the knowledge of 
such Person, bound by a confidentIalIty agreement WIth respect to such mformatIOn or 
otherWIse prohIbIted from transfemng such mformation to such Party, or 

(d) such Party may be reqUIred by any appbcable law, regulatIon or legal process to dIsclose 
NotWIthstandmg the foregomg, a ConsortIUm PartIcIpant may dIsclose data and reports to 
a bona fide potentIal aSSIgnee who has executed a confidentIalIty agreement WIth respect 
to such data and reports subject to the pnor wntten consent of the other ConsortIUm 
PartIcIpants 

SECTION 233 RestnctIOns on Use of InformatIon. Pubhc DIsclosure 

(a) RestnctIOns on Use Except as otherWIse expressly provIded In thIS ArtIcle and In 
SectIon 24 2, and as necessary for the performance under thIS Agreement, no Party shall use any 
InformatIOn obtruned by such Party m connectIOn WIth thIs Agreement for any purpose whatsoever 

(b) PublIc DIsclosure No Party shall be permItted to make any publIc dIsclosure 
concerning the terms and condItIOns of thIs Agreement except to the extent that, (l) a Party may be 
reqUIred to do so by any apphcable law, regulatIon or legal process or (2) the RepresentatIves on the 
Management COmmIttee have unanImously consented m wntmg to such publIc dIsclosure (inclUding 
the form and content of such dIsclosure) 

NotWIthstanding the foregomg, the Government, the MIniStry of 011 and Gas Industry, and KCS 
shall be permItted to make such publIc dIsclosures as are deemed necessary or appropnate 
concerrung the terms and condItIOns of thIS Agreement WIthOUt the consent of the RepresentatIves 
on the Management CommIttee, proVIded that such dIsclosures are accurate and do not relate to the 
commerCIal or economIC terms and condItIons of thIs Agreement The Management CommIttee and 
the MIniStry shall develop wntten gUIdelines as to which actIVItIes and infOrmatIon denvIng from 
E&P efforts should not be dIsclosed under any CIrcumstances or dIsclosed In accordance WIth 
speCIfied tIme lInes 
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ARTICLE 24 

Data and Infrastructure 

SECTION 24 1 EXIstIng Data KCS WIll use Its best efforts to acqUIre at the lowest 
possIble cost to the COnsortIum all eXIstmg geophysIcal, geologIcal, geodetIc and well data (whether 
on paper film, dISC or tape) relatIng to the Aral Sea ExploratIon Area and located m the RepublIc 
ofKazakstan that the Management CommIttee determmes IS useful to the conduct of ConsortIUm 
operatIons Where possIble KCS shall proVIde such data m the posseSSIOn ofKCS the MOGI or 
any other mmistry, or to wruch they otheIWlse have access free of charge to the Investor 
PartICIpants All costs and expenses relatmg to the acqUISItIOn of such data shall be ConsortIUm 
costs In the event the Exploratton Area IS expanded to mclude the part of the Aral Sea and adJacent 
temtory located m the Repubhc of UzbekIstan, KCS WIll proVIde whatever coordmatIOn IS necessan 
to obtam data on that area 

SECTION 24 2 ConsortIUm Data and Reports 

(a) All data and samples obtamed and all reports prepared as a part of ConsortlUm 
operatIons WIll become the property of the Repubhc of Kazakstan KCS undertakes to store and 
mamtam all such data, samples, and reports In accordance WIth standards generally apphcable and 
acceptable In the InternatIonal petroleum Industry NotWIthstandIng the foregOIng each Investor 
PartIcIpant shall have access (promptly upon request and at no cost) to such data samples and 
reports for the purposes of (1) conductIng ConsortIum operatIons, (2) selectIOn ofE&P Blocks as 
descnbed In SectIon 10 3, (3) exploratIon development and productIOn In the E&P Blocks selected 
by such Investor PartICIpants, and (4) partICIpatIOn m any future open bIddmg or hcensmg program 
conducted WIth respect to the ExploratIOn Area For the foregomg purposes (but not for sale or for 
any other purpose), each Investor PartICIpant shall be allowed to take copIes of all such data and 
reports out of the Repubhc of Kazakstan (free of all customs, dutIes and taxes) for mternal 
processmg and analYSIS by such Investor PartICIpant, proVIded that, followmg such processIng and 
analYSIS, such Investor PartICIpant shall promptly dehver a summary report of the results of all 
proceSSIng and analYSIS to KCS KCS WIll keep all such reports stnctly confidentIal and WIll not 
dIsclose such reports or the mformatIOn contamed therem to any other Person other than the 
Government or the MOGI SImIlar requIrements of confidentIahty shall be honored by the MOGI 
or other mimstry of the Kazakstan Government havmg a nght of mformatIOn reVIew or collectIOn 

(b) Pnor to the selectIOn of E&P Blocks by the Investor PartICIpants as proVIded m 
SectIOn 103, no geophYSIcal, geologIcal or envIronmental data and reports or other InfOrmatIOn 
generated as a part of ConsortIum operatIons Will be sold or otheIWlse be made aVaIlable to thIrd 
PartIes by the RepublIc of Kazakstan (whether through the Government, the MOGI, KCS or 
otherwIse) FollOWIng the selectton of E&P Blocks by the Investor PartiCIpants as proVIded m 
SectIOn 103, notillng m tills Agreement shall m any way hmlt or restnct the nght of the Repubhc 
of Kazakstan to use, sell, or dIspose of otherwise as owner (whether through the Government, the 
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MOGI KCS or otherwIse) anv geophysIcal geologIcal or envIronmental data or reports or other 
mformatIon generated as a part of ConsortIum operatIOns, provIded. however that no data or reports 
(other than regIOnal reports and mformatIon) WIth respect to an E&P Block WIll be sold or otherWIse 
made avaIlable to thtrd partIes wInch (1) have been selected by an Investor PartICIpant (2) are 
subject to pendmg or completed negotIatIOns, and (3) have not been abandoned b\ such Investor 
PartICIpant 

SECTION 24 3 PropertY Rt~hts m Infrastructure Immediately upon the mstallatIOn 
thereof, tItle to all fixed assets shall vest m KCS and KCS shall be deemed to be the owner thereof 
for all purposes under thIS Agreement and otherWIse TItle to non-fixed assets shall vest m KCS 
upon completIon of ConsortIum operatIOns and thereafter KCS shall be deemed to be the owner 
thereof for all purposes under thts Agreement and otherwIse TItle to all other propertY and assets 
utIlIzed m connectIon WIth ConsortIum operatIOns shall be as prOVIded m the relevant contract 
pursuant to whIch such property and assets are so utIlIzed Each Investor PartICIpant shall have the 
nght to use all assets and property referred to m thIS SectIOn 24 3 to whIch KCS has tItle free of 
charge dunng the conduct of ConsortIUm operatIons for the purpose of conductmg ConsortIum 
operatIons 

SECTION 24 4 SOCIal Infrastructure 

(a) As to be proVided m the Irutial Budget for "Aralshelf," the Investor PartICIpants WIll 
be expected to agree to fund SOCial mfrastructure and enVironmental upgradmg projects m the Aral 
Sea area ofthe RepublIc ofKazakstan of the type descnbed m SectIon 24 4(b) from and after the 
date and effectIveness of thIs Agreement The actual U S Dollar contnbutIOn to such fund shall be 
a subject of negotIatIOn WIth the Investor PartICIpants as wIll the tImmg of when such projects are 
to be Implemented KCS shall recogruze that the future of development and productIon from E&P 
Blocks depends InItIally on the results and mterpretatlon of the ExploratIon Research Study and that 
the future mterest of Investor PartICIpants m such exploratIon, development and productIOn m the 
Aral Sea area depends upon theIr estImated return on mvestment Wlnle KCS has the sole dIscretIon 
to determme, m conjunctIon WIth local admlrustratIons, whIch SOCIal mfrastructure projects have 
hIghest pnonty, KCS shall share thIS schedule WIth the Investor PartICIpants durmg the penod of 
Prehmmary Agreement negotIatIOn Once the general pnncIples for addressmg the costs and nature 
of SOCIal mfrastructure and envIronmental problems for the Aral Sea area have been set forth, KCS 
shall notIfy the Investor PartICIpants and proVIde them WIth mformatIOn as to the tImetable for 
commencement and completIon of such projects and estImated costs thereof In the event that one 
or more of the Investor PartICIpants dIsagrees WIth the estImated costs for a project or group of 
projects, such Investor PartICIpant shall proVIde wntten documentatIOn and alternate cost projectIOns 
to the Management CommIttee for approval, modIficatIOn or rejectIOn As agreed to costs and 
expenses are mcurred m connectIOn WIth such projects, KCS shall notIfy the Investor PartICIpants 
of the amount of such costs and expenses and each PartICIpant wIll pay to KCS ItS partIclpatmg 
share Pnor to receIpt from the MlIDstry of Ecology and BlOresources, the MiruStry of Geology, and 
the MOGI of permISSIon to conduct the ExploratIOn Research Study, KCS WIll not request 
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contnbutIOns from the Investor PartIcIpants for SOCIal mfrastructure and envIronmental pro1ects 

(b) Projects elIgIble for fundmg by the Investor PartIcIpants shall be those \\hIch are 
mtended to contnbute m a POSItIve manner to the restoratIOn of the envIronmental qualIty of the Aral 
Sea area and to upgradmg hvmg condItions and the general welfare of the populatIOn m and around 
the Aral Sea temtory Such condItIOns as the qualIty of the Aral Sea waters the quality and quantIt\ 
of surface dIscharges mto the Sea and other SItuatIons beyond the control of eIther the KCS or the 
Investor PartICIpants shall not be addressed, except m wnttenJuStlficatIOn wh\ such was not part of 
ongomg actIVItIes 

ARTICLE 25 

Indemmtles 

SECTION 25 1 LIabIlIty and IndemnIty of Operator NotWIthstandmg anythmg to the 
contrary m thts Agreement, the Operator shall not be hable to any of the Investor PartICIpants for an\ 
loss, cost, clrum of damage resultmg from operatIOns conducted hereunder unless such loss cost 
clrum or damage results from the Willful MIsconduct of the Operator, Its dIrectors officers or 
supervISOry staff (other than any Secondee) With respect to, 

(a) any prOVISIon of thIS Agreement, or 
(b) the Work Program and Budget 

Save as aforeSaid but subject to SectIon 14 4, the Investor PartICIpants shall mdemnlfy the Operator 
and shall keep It mdemmfied from and agamst loss, cost, claIm or damage WhICh It may Incur or 
suffer as a consequence of ItS actIng as Operator hereunder The Government ofKazakstan, MOGI 
and KCS shall be lIable for reImbursement to an Investor PartICIpant for operatmg property and 
eqUIpment damage resultmg from unauthonzed handlIng of such eqUIpment by a Government or 
local offiCial under ItS employment or junsdictIOn 

SECTION 25 2 Consequential Loss No Party shall have any hablhty under thIS 
Agreement for any loss of profit or any consequentIal, mdIrect or special loss unless saId Party can 
proVIde wntten proof to the Management CommIttee that such loss was caused by tampenng WIth 
E&P operatmg eqUIpment or carrymg on actIVItIes that otherwIse phYSIcally deterred the ConsortIUm 
partICIpant from actmg m the best Interest of the ConsortIUm 
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ARTICLE 26 

MIscellaneous 

SECTION 26 1 AssIgnment 

(a) Except as provIded m Section 26 1 (b) and subject to 26 1 (c) neIther this Agreement 

any rIght or oblIgatIon hereunder, nor any mterest herem or hereunder shall be assIgned sold 
conveyed, encumbered, hypothecated, pledged or otherwIse transferred (dIrectly or mdirectly) b\ 
any ConsortIum PartIcIpant WithOut the prIor wntten consent of the other ConsortIum PartIcIpants 
In the case of the other Investor PartIcIpants, such consent IS not to be unreasonably Withheld 
NothIng In thIs SectIOn 26 lea) shall prohIbIt KCS from asslgnmg Its nghts under thIS Agreement 
wIthout the consent of the Investor PartICIpants 

(b) An Investor PartIcIpant may assIgn all (but not a portIOn) of Its nghts and 
oblIgatIOns under this Agreement to an AffilIate of such PartIcIpant or to another Investor PartICIpant 
Without the consent ofKCS and the other Investor PartICIpants proVIded that, (l) the obhgattons of 
the asSIgnor under this Agreement are assumed by the asSIgnee m a manner acceptable to KCS and 
the other Investor PartICIpants and a Person acceptable to KCS and the other PartICIpants executes 
a guarantee or other assurance of the assIgnee's oblIgatIOns hereunder m a form and m substance 
reasonably acceptable to KCS, (2) m the case of an AssIgnment to another Investor PartICIpant 
lInmediately follOWing such AssIgnment. the total number oflnvestor PartICIpants shall not be less 
than three (3), and (3) pnor to such AssIgnment, the assIgmng Investor PartICIpant gIves notIce of 
such AssIgnment to KCS and the other Investor PartICIpants 

(C) In the event an Investor PartICIpant Wishes to assIgn Its nghts and obhgatIOns to a 
Person that IS not an Affihate of such Investor PartICIpant, or IS not another Investor PartICIpant. such 
PartICIpant shall ftrst offer such AssIgnment to the other Investor PartICIpants on the same terms and 
condItIons as are beIng offered to such Person The other Investor PartICIpants shall notIfy the 
assIgnor PartICIpant WIthm thIrty (30) calendar days of such offer as to whether all or any of the 
remaImng Investor PartICIpants Wish to take such ASSIgnment In the event all or any of the other 
Investor PartICIpants Wish to take such ASSIgnment, the proVISIOns of SectIOn 26 l(b) shall apply to 
such ASSIgnment and, If more than one Investor PartICIpant WIshes to take such ASSIgnment, such 
Investor PartICIpants agree that such PartICIpants shall exerCIse the nghts of the aSSIgnor Investor 
PartICIpant under SectIOns lO 3 and 11 Jomtly In the event that none of the other Investor 
PartICIpants Wish to take such ASSIgnment, the prOVISIOns of SectIOn 26 lea) shall apply to such 
ASSIgnment The remammg Investor PartICIpants may mternally agree on alternate arrangements as 
to the dIspOSItIon of the ASSIgnment m a mutually benefiCIal manner and shall notIfy the 
Management CommIttee of such alternate arrangement 

SECTION 262 Governmg Law ThIs Agreement shall be governed by, and construed 
m accordance With, the laws, rules and regulatIOns of the Repubhc of Kazakstan Where the laws of 
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the RepublIc ofKazakstan have no detennmatlve pnnclple or provlSlon the Government MOGI 
or KCS as the case may appl) shall desIgnate the la~ of a smgle market econom) JunsdictlOn 
havmg a developed commercIal law to be used m mterpretmg and enforcmg thIS Agreement m the 
event of arbitratlOn pursuant to SectlOn 21 3 The laws of such JunsdictIOn shall be apphed b\ the 
arbItrators If (but only to the extent the arbItrators detenrune that) the laws rules and regulatlons of 
the Repubhc of Kazakstan have no detennmatlve pnnclple or provlSlon Anv Investor PartIcIpant 
may request the Chatnnan of the Management COmmIttee to place matters pertammg to thIS SectIOn 
on the agenda for dISCUSSIOn at the Management CommIttee regular meetmgs 

SECTION 263 Change of Law In the event that changes to the laws rules or 
regulatIOns enacted or promulgated after the sIgnmg of thIS Agreement have eIther a potentIalh or 
actual matenally adverse effect on the nghts granted to the Investor PartIcIpants pursuant to thIS 
Agreement or on the antIcIpated overall economIC benefits of such nghts the PartIes shall amend 
thts Agreement so as to restore such nghts and such antIcIpated overall economIC benefits or grant 
such other nghts as WIll have the practIcal effect of restonng such nghts and benefits ThIS 
Agreement guarantees the Investor PartICIpants Immurnty agamst complymg wIth anv 
enVIronmental protectIon regulatIOns whIch may be promulgated after the sigrung of the Agreement 
by all PartIes unless compellmg eVIdence IS prOVIded to the ConsortIUm Management CommIttee 
that such regulatlOns are apphcable and necessary to the protectIon of envIronmental regImes that 
are not addressed but should have been addressed m the development and ImplementatIOn of the 
EnVIronmental Work or Management Plan for the Aral Sea and adjacent temtory 

SECTION 264 NotIces All notIces reqUIred or pennitted to be gIven under thIS 
Agreement and all other communIcatIons hereunder shall be wntten m Enghsh RUSSIan and If 
applIcable under the Laws of the RepublIc ofKazakstan, Kazak (mcludmg telecopy telefax or cable 
commurncatlOn) and shall telecopled, telefaxed, cabled or delIvered to each Party at the address set 
forth under such Party's name on the SIgnature pages hereto or to such other address as shall be 
deSIgnated by such Party m a wntten notIce to the other PartIes All such notIces and 
communIcatIOns shall, when telecopIed, telefaxed or cabled, be effectIve when transmItted by 
telecopler, confinned by telefax answerback or delIvered to the cable company respectIvely 

SECTION 265 RelatIonshIp of PartIes The nghts, dutIes, oblIgatIons and habIhtIes 
of the ConsortIUm PartICIpants under thIs Agreement shall be mdividual and not Jomt or collectIve 
It IS not the mtentlon of the ConsortIUm PartICIpants to create, nor shall thIS Agreement be deemed 
or construed to create, a mmmg or other partnershIp, Jomt venture, asSOCiatIon or trust, or as 
authonzmg any ConsortIUm PartICIpant to act as an agent, servant or employee for any other 
ConsortIUm PartICIpant for any purpose whatsoever except as exphcItly set forth m thIS Agreement 
In theIr relatIOns WIth each other under thIS Agreement, the ConsortIUm PartICIpants shall not be 
conSIdered fidUCIarIeS except where expressly prOVIded 

SECTION 26 6 Counterparts ThIS Agreement may be executed m any number of 
counterparts and by dIfferent PartIes m separate counterparts, each of whIch when so executed and 
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delIvered shall be deemed to be an ongInal and all of whIch taken together shall constItute but one 
and the same agreement ThIs Agreement shall be executed In the EnglIsh RUSSIan and Kazak. (If 
reqUIred) languages and each shall have the same effect and enforceablhty 

SECTION 26 7 Schedules. Headings. Rules of ConstructIOn 

(a) The Schedules and AppendIces attached hereto are Incorporated herein b\ 
reference and form a part of tills Agreement In the event of any conflIct between tills Agreement and 
any prOVISIOn of any Schedule or AppendIx the prOVISIons of thIS Agreement shall preVail 

(b) SectIOns and subsectIOn headings In thIS Agreement are Included herein for 
converuence of reference only and shall not constItute a part of thts Agreement for anv other purpose 
or be gIven any SubstantIve effect 

(c) As used m thIS Agreement, the words "mclude" and "mcludmg' shall be read 
respectIvely as "mclude, WIthOut lImItatIOn," and "mcludIng, WIthout lImItatIOn' unless expressly 
proVIded othefWlse For all purposes under thts Agreement, the defirutIOn of terms defined herem 
shall be equally applIcable to both the smgular and plural forms of the terms defined The term 
"Investor PartICIpant" IS used to refer to any ConsortIUm PartICIpant who IS not the KCS Such 
PartICIpant may be foreIgn or natIve to Kazakstan 

SECTION 268 Entlfe Agreement. Amendments As of the date of effectIveness of 
thIS Agreement, It shall constItute the entIre agreement between the PartIes and supersedes all pnor 
agreements and understandmgs relatmg to the subject matter hereof, mdudIng WIthout hmitatIOn 
the PrelImmary ConsortIum Agreement Other than as expressly proVIded herem WIth respect to 
amendments to the Work Program, the Budget, the EnVIronmental Management System and the 
Accounting Procedures, any amendment hereto must be m wntmg and SIgned by the duly authonzed 
representatIves of all the ConsortIum PartIes Any amendment hereto must be conSIstent WIth the 
laws, rules and regulatIOns of the Repubhc of Kazakstan 

IN WITNESS WHEREOF, the PartIes have duly executed thIS Agreement among 
the Government, MiruStry ofOd and Gas Industry, KCS, and each of the Investor PartICIpants as 
of the date first above wntten 
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APPENDIX A 

SUGGESTED FRAMEWORK FOR DEVELOPING PETROLEUM 
EXPLORATION AND PRODUCTION SHARING AGREEMENTS 

ThIS Appendtx contaIns an outlIne of the terms and condItIOns whIch should be consIdered for 
InclUSIOn In petroleum exploratIOn and productIOn shanng agreements to be developed between 
foreIgn (InvestIng) PartICIpants and the Government ofKazakstan and ItS Mimstl) of all and Gas 
Industry The AppendIx covers elements of both exploratIOn (after completIOn of the ExploratIon 
Research Study and the selectIon of E&P Blocks) and productIon aCtIVItIes (once a commercIal 
dIscovery IS made) 

AppendIX B IS not a draft of the actual contract language between the MmIstrv of all and Gas 
Industry (MOGI) and the ConsortIUm PartICIpants or, In the case of JOInt ventures and partnershIps 
the Contractor Model Agreements for Petroleum ExploratIOn and ProductIOn Shanng have been 
drafted and presented to the MaGI as a part of USAIDts techmcal asSIstance and are avaIlable to 
ConsortIum PartICIpants and Investors to use as a basIS of negotIatIon The MOGI as the regulatory 
and contractmg entIty for the Government ofKazakstan, must determme In consultatIOn With the KCS 
and the Investor PartICIpants whether mdividual tatlonng of productIOn sharIng agreements and 
contracts are mutually advantageous In certaIn areas of Kazakstan, where speCIfic geologIcal 
hydrogeologIcal or tectomc SItuatIons eXIst 

The Aral Sea area has umque envIronmental and SOCIo-economiC problems whIch may have an effect 
on the terms and condItIons of 011 or gas productIon sharmg arrangements As IndIcated under 
SectIOns 10 3 and ArtIcle 11 of the draft ConsortIum Agreement, two ProductIOn Shanng Agreements 
are deSIrable One between the MOGI and the ConsortIum PartICIpants whIch defines short and long 
term productIon shanng formulas and theIr respectIve mterests and the other to be developed among 
the vanous Investor PartICIpants to assure equal benefit and mvestment return smce theIr contnbutIOn 
to the InItIal ConsortIUm costs and the ExploratIon Research Study are equal ConsortIum PartICIpants 
also share equal financmg of the EnVIronmental Management Program and those related to 
Improvement of SOCIal mfrastructure 

The follOWing elements should be In the ExploratIOn and ProductIon Shanng Contract 

ARTICLE 1 

DEFINITIONS 

ThIs sectIOn should contaIn a defimtion of all cntical terms used In the exploratIOn and productIon 
shanng agreement The defmItions are partIcularly Important for thIrd-party InterpretatIOn, should 
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a dIspute and arbItratIOn proceedmg develop At a nnrumum the follO'\~<1ng terms should be mcluded 

(1) AffilIate or affilIate agent (2) AppraIsal m terms of E&P Block productIOn 
potentIal and the hmits of reservOIr field CapaCI!} (3) CommercIal dISC oven (4) Development 
OperatIons or Development, (5) DIscovery and If appbcable Discoverv Bonus whIch mcludes a 
schedule for dIscovery depth and whether the dIscovery applIes to 011, gas or both (6) E .... ploratlon 
or ExploratIon OperatIons, (7) ExploratIon Penod, (8) ExpendItures covenng the range of actlvlt\ 
from exploration through productIOn, (9) Crude 011 and Natural Gas, (10) MInimum ExploratIOn 
Program, (11) Operator, (12) Petroleum operatIons mcludmg a range of actIvItIes from extractlOn 
through transportatIon and marketmg, (13) Plan of Development mcludmg a tentatIve schedule for 
both pnmary productIOn and enhanced 011 or gas recovery and the mstallatIOn and deSIgn of water 
flood or other m]ectIOn programs, (14) ProductIOn Area or E&P Block, (15) ProductIOn OperatIOns 
whIch also mcIudes servIcmg and repamng, (16) Subcontractor, (17) Tax Year as It apphes to the 
laws and regulatIOns of Kazakstan and (18) Work Program whIch IS productIOn and field 
development related 

ARTICLE 2 

ANNEXES 

Annexes to the Agreement Agreements should have attachments for reference whIch show the 
Agreement With the Government ofKazakstan narratlve and map descnptIOn of the Contract Area 
a copy of the bank guarantee used to secure performance of the MInimUm ExploratIOn Program 
Accountmg Procedures to be used, any EnVIronmental Work Program commItments extendmg mto 
the productIOn phase and a detaIled summary of the formulas used for productlOn sharmg WIth 
Kazakstan 

ARTICLE 3 

SCOPE OF AGREEMENT 

ThIS sectIOn should contaIn general statements as to what the Contractor IS obligated to do m 
reference to the MOGI, Its own assumptlon ofnsks, who IS responSible for performance reVIew, the 
Parties sharmg m the production and whIch party retruns the ownershIp to petroleum at any partIcular 
pomt m tlme from ItS "m Situ" presence m the reservOIr to final pomt of delIvery once brought to the 
surface 
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ARTICLE 4 

TERM RELINQUISHMENT AND TERMINATION 

The term of a productIOn hcense IS estabhshed by the Law on Petroleum and IS twenty-five (25) 
years mcludmg the five (5) year ExploratIOn Penod The Agreement also should set forth v.hether 
the five (5) year ExploratIon Penod may be extended The Contractor has an obhgatlon to relmqUlsh 
nghts to all E&P Blocks or portIOns thereof whIch have not been deSIgnated as ProductIon Areas 
at the end of the mitIal ExploratIOn area ThIs sectIOn sets forth condItIOns for voluntan 
relmqUlshment of acreage blocks by the Contractor, the oblIgatIon to complete the MInImum 
ExploratIOn Program and the obhgatIOn to clean up acreage upon rehnqUlshment CondItIOns also 
cover any oblIgatIOn to commumcate m wntmg With the MOGI TermmatIOn proVISIOns cover 
actIOns to be taken by the MOGI should the Contractor fall to make a commerCial dlscoven b, the 
end of five (5) years or fall to lIve up to the Agreement proVISIOns, I e mamtam a state of non
comphance, become msolvent, or make false statements The Agreement should descnbe procedures 
for return to good standmg 

ARTICLES 

MINIMUM EXPLORATION OBLIGATIONS 

ThIs sectIOn sets forth the obhgatIOn of the Contractor to commence ExploratIOn operatIOns wlthm 
a speCIfied penod after the ExploratIOn and ProductIOn License has been Issued In the case of 
ConsortlUm operatIOns, thIs would be once E&P Block selectIOn has been finaltzed under SectIOn 
10 3 of the ConsortIum Agreement The Contractor has an obltgatIOn under thIS sectIOn to develop 
a MInImum ExploratIOn Program whIch develops an orderly plan for explonng the asSIgned Blocks 
and to mamtam an estImated plan for expendIture for each year Such sectIOn may contam prOVISIons 
as to what type of subsurface methodology IS to be used and the antICIpatIOn of expendItures The 
Agreement should spell out the procedures for obtammg a bank guarantee to assure complIance With 
the MInImum ExploratIon program and It should descnbe the methods to be used by the Contractor 
to account for funds spent to date on the exploratIOn program as well as the mechamsm by whIch 
the bank guarantee IS reduced as funds are bemg spend as enVISIOned m the Agreement The Article 
should also spell out any sanctIons, mcludmg forced relmqUlshment or termmatlOn of the lIcense, 
Imposed for acts of noncomplIance 

ARTICLE 6 

MANAGEMENT AND CONDUCT OF PETROLEUM OPERATIONS 

ThIs sectIOn should descnbe the latItude and lImItatIons whIch the Operator, who also may be the 
Contractor, has m managmg petroleum operatIOns, prepanng and Implementmg work programs, 
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program budgets for eIther exploratIOn or productIon or both In the case of ConsortIum PartIcIpants 
both actIvItIes would apply The sectIOn should also contam proVISIOns whIch delmeate those maners 
such as dnllmg depth and annual productIOn rate whIch reqUIre approval of the MOGI and those 
other matters such as actIVIty reports and commencement of commercIal productIon where MOGI 
needs to be adVIsed WIthout the need for MOGI approval ThIs sectIon defines the Contractor as the 
Operator unless otherWIse approved by the MOGI The mtentIOn IS to aV01d SItuatIOns whereb\ the 
Contractor, for VarIOUS reasons, elects to aSSIgn the Blocks to another Person WIthout the sanctIOn 
of the MOGI The MOGI's fleXIbIlIty m appomtmg or replacmg an Operator must be defined in 

understandable terms Those formmg E&P Agreements WIth the MOGI should pa) partIcular 
attentIOn to the amount of fleXIbIlIty afforded the Contractor when a change m Operator may be of 
benefit to the Contractor but not perceIved that way by the MOGI The procedures also descnbe the 
removal of the Operator and the CIrcumstances under WhICh such actlon IS taken 

ARTICLE 7 

WORK PROGRAMS AND BUDGETS 

ThIS sectIon sets forth prOVISIOns of the Agreement explammg how the Operator IS to carry out the 
ExploratIon, Development and ProductIOn of the E&P Blocks or Contract Temtory It also contams 
a procedure to be followed once a CommercIal DIscovery IS made Under MOGI regulatIOns an 
Operator must develop a work program and a budget for expendIture to perform the elements of the 
Work Program The Operator, m the case of the Aral Sea ConsortIum, may be KCS or one or more 
of the Investor PartICIpants Any work programs and budgets developed by an Operator, who IS not 
also a Contractor, must proVIde the program and budget to the Contractor for approval The 
Agreement should speCIfy those cases where expendItures by the Operator WIthOUt Contractor 
approval are permISSIble After dnllIng exploratory holes and makmg a CommercIal DIscovery, the 
Operator WIll have to submIt a report whIch presents the geologIcal, geophYSIcal and phYSIcal 
charactenstIcs of the hydrocarbon reserv01r mcludmg the estImated amount of 011 m place, the 
forecasted rate of recovery, estImated datly producmg rate and a feaSIbIlIty study of the projected 
productIon declme and cash flow on a yearly basIS One Important element of the deCISIOn makmg 
process IS for the Contractor or Operator to work out a set of mutually agreed-to cntena for Judgmg 
what constItutes a CommerCIal DIscovery After the reports for the evaluatIon of a dIscovery have 
been developed by the Operator, the Operator WIll be reqUIred to Implement a Plan of Development 
for the producmg area m questIOn The Contractor should negotiate WIth the MOGI on the tIme 
deadlInes whIch affect each segment of actIVIty covered under thIS sectIOn Nmety (90) days has 
been suggested as a reasonable length of tIme between approval and ImplementatIOn WIthOUt causmg 
concern by the MOGI The Operator should also be cautIous mover proJectmg the amount of 011 
shown as annual productIOn 
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ARTICLE 8 

COSTS AND EXPENDITURES 

The costs, expenses and lIabIlItIes mcurred by the Contractor or Operator m conductmg Petroleum 
OperatlOns shall be determmed m accordance WIth an Accountmg Procedure a draft of WhICh IS 
attached at the back of thIs appendIx Generally, It has been customary to have all costs expenses 
and habllities not attnbutable to the Petroleum OperatlOns WIthIn a gIven E&P Block or field as well 
as those not dIrectly attrIbutable to ExploratlOn actIVItIes or appraisals to be apportIoned b\ the 
Operator among all hIs E&P Blocks or FIelds m accordance WIth sound mtematlOnal accountmg 
practIce PartICIpants m a ConsortIUm may want to negotIate whIch types of expendItures are and 
WhICh are not, chargeable to capItal mvestment that IS ultImately recoverable from productlOn 
Certam development and overhead expendItures are usually exempt from generalIzed apportlOmng 
All costs, expenses and habIhties mcurred for all phases of ExploratlOn Development and 
ProductlOn are charged to fist 011 or gas productlOn and should be grouped as Petroleum OperatIons 
ExpendItures 

ARTICLE 9 

RIGHTS AND OBLIGATIONS OF CONTRACTOR 

ThIS proVISIon gIves a Contractor or ConsortIUm PartICIpant the nght to serve as Operator and to 
conduct Petroleum OperatlOns m the aSSIgned areas covered by E&P Blocks and to have access to 
the aSSIgned acreage and other areas as necessary to conduct these actIVItIes The Contractor shall 
have the rIght to mstall and operate telecommunicatlOns and other faCIlItIes necessary for the 
effectIve and effiCIent conduct of Petroleum OperatlOns, subject to approval from the appropnate 
regulatory authonty The Contractor shall also have the nght, dunng the tenn of the ExploratlOn and 
ProductlOn LIcense, to dIspose of and export freely or sell dIrectly to end users m Kazakstan, ItS 
share of 011 and gas produced under the Agreement 

The Contractor IS obhgated to advance all necessary funds and bear the costs and expenses reqUIred 
m carrymg out Petroleum OperatlOns The share of Petroleum, as IS descnbed to be the share under 
ArtIcles 12 and 13, shall serve as a basIS for cost recovery A Contractor or ConsortIum PartICIpant 
who also serves as the Operator WIll have to fulfill the obhgatIons of the Operator as descnbed under 
ArtIcle 11 The Contractor, If dIfferent from the Operator, shall asSISt the latter m procurmg 
matenals, eqUIpment, supplIes, servIces and employment of personnel reqUIred for Petroleum 
OperatlOns The Contractor IS also responsIble for furrushmg techrucal and managenal aId as needed, 
and for provIdmg traIrung for foreIgn personnel who are, by the Operator's designatlOn, reqUIred to 
fulfill the obhgatlOns of the Agreement The Contractor IS responsIble for keepmg subcontractors 
adVIsed of applIcable laws and regulatlOns of Kazakstan and of local customs that may affect 
Petroleum OperatlOns 
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ARTICLE 10 

RIGHTS AND OBLIGATIONS OF THE MINISTRY 
OF OIL AND GAS INDUSTRY 

The MOGI has ownerslnp of all ongmal data ansmg from Petroleum OperatIOns mcludmg 
geologIcal, geophysIcal, petrophysIcal and engmeenng data together With logs records and reports 
related to such data The MOGI requITes that upon termmatIOn of the ProductlOn Shanng Agreement 
or removal of the Contractor as dIscussed m ArtIcle 6, all data must be delIvered to the MOGI The 
MOGI IS entItled to retam copIes of all manuals technIcal specIficatIOns deSIgn documents 
drawmgs and constructIOn records relatmg to Petroleum OperatlOns The designatlOn of 
confidentIalIty by the Contractor obligates the MOGI to not dIsclose such documents and matenals 
to a thIrd party The Contractor or Investor PartICIpant should have a full understandmg of the 
Kazakstan laws on confidentIaltty and mclude these m the Agreement 

The MOGI IS, m turn, oblIgated to dIlIgently aSSIst Investor PartICIpants and Contractors and 
assocIated subcontractors m obtammg from the Kazakstaru Government authontIes upon applIcatIOn 
m the prescnbed manner, all permIssIons, lIcenses, VISas, regIstratIOns and other approvals reqUIred 
to perform Petroleum OperatIOns In the case of the Aral ConsortIum, the scope of the MOGI s 
oblIgatIOn WIll have already been set forth m wntmg SpecIfic actIvItIes related to the MOGI s 
obhgatIOn to the Contractor mclude aSSIstance m opemng bank accounts, exchangmg foreIgn 
currency, easmg customs formalItIes and assIstmg m the dIscovery of adequate office space, 
transportatIOn and cornmunicatlOns facllitIes The MOGI should also proVIde medIcal servIces for 
Contractor's employees and theIr famIlIes, who eIther VISIt or reSIde m Kazakstan The Agreement 
should also cover the tImely permISSIon of the Contractor to send documents data and samples 
abroad for analysIs and processmg for E&P actIvItIes 

The MOGI IS obhgated to asSISt the Investor PartICIpant or Contractor m obtammg or acquIrIng 
nghts to use land or nght of way across pnvately or publIcly owned land wlnch are necessary to the 
conduct of Petroleum OperatlOns In the event no voluntary arrangement can be concluded With the 
affected land owners or local govermng authontIes, the MOGI Will exerCIse emment domam 
authonty to allow Petroleum OperatIOns to proceed In all cases, the Contractor WIll pay the costs 
of MOGI's efforts Upon request of the Contractor, the MOGI Will asSIgn personnel as necessary to 
asSISt the Contractor, the costs of whIch Will be borne by the Contractor, mcludmg the payment of 
employees' tIme The Agreement should contam a proVIsIOn whIch oblIgates the MOGI to ensure 
that the Contractor receIves (or m the case of cost recovery, IS credIted WIth) faIr market value for 
the Contractor's share of Natural Gas The faIr market value IS defined as that equal to the value 
ascnbed to Natural gas m ArtIcle 13 If the Contractor receIves less than faIr market value for hIS 
share of Natural Gas, the MOGI shall pay the Contractor for the shortfall out of the MOGl's share 
of Crude 011 and Natural Gas 

A-6 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

ARTICLE 11 

RIGHTS AND OBLIGATIONS OF OPERATOR 

ThIS sectIOn of the Agreement defmes the nghts and obhgatIOns of the Contractor who IS the 
Operator or an Operator carrymg out the Work Program and Budget for Petroleum OperatIOns for 
the Contractor The Contractor would be the Investor PartIcIpant m the Aral ConsortIum Agreement 
The Operator IS obhgated to conduct Petroleum OperatIOns WIthm a Contract Area or E&P Blod. 
m accordance WIth the laws and regulatIOns of Kazakstan and use generally accepted practIces and 
technIques of the mternatIOnal petroleum mdustry PrOVISIons should mclude assurances that 
effiCIent and safe ExploratIOn and ProductIOn methods WIll be used to maxImIze the recoven of 011 
and gas from the asSIgned acreage The Operator assures that all matenal eqUIpment and facIlItIes 
used comply With accepted engmeenng norms, wells meet proper constructIOn standards and are 
kept m good workIng order Other proVISIOns of thIs Article should address the purchase or lease of 
eqUIpment, procedures used to keep all PartIes mformed, fihng of reports to appropnate partIes and 
the nght of mgress and egress ofMOGI representatIves to VIew facIhties and make mspectIOns The 
Operator IS obhgated to mamtam ongmal records of productIOn and exploratIOn data and finanCIal 
accounts of the operatIons, the latter to show an accurate record of all costs expenses and habilIties 
mcurred The MOGI Will reqUlre the Operator to proVIde acceptable workmg condItIOns and lIvmg 
accommodatIOns and to proVIde medIcal and nursmg care servIces for all personnel 

The Operator WIll be reqUIred by thIS Agreement to prevent damage to the producmg formatIOns 
through mappropnate or technIcally unsound 011 field practIces dunng dnlhng productIOn 
gathermg, storage or any other actIVIty whIch may cause escape or waste of petroleum resources 
The reqUlrement extends to the preventIOn of pollutIOn to water beanng strata and the mIgratIOn of 
flUIds from non-productIve strata mto the producmg formatIon All petroleum shall be stored m tanks 
or receptacles engmeered for that purpose and waste 011, salt water and refuse shall be stored m 
facIlItIes and dIsposed of m a manner m accordance WIth Kazakstani regulatIons The MOGI reqUlres 
that they be notIfied pnor to the testmg of a completed well 

The Operator IS obhgated to prepare and mamtam reports and records of geologIcal and geophYSIcal 
mformatIOn and ongmal data of good qualIty and acceptable accuracy relatmg to the ExploratIon and 
ProductIOn ofE&P Blocks The Operator must dehver a copy of all such mformatIOn and data to the 
MOGI WIthm a reasonable tIme after processmg The Operator IS also reqUIred to keep logs and 
records of all actIVItIes related to the dnlhng, modIficatIon, and abandonment and pluggmg of wells 
Part of the record descnbes the well casmg program and a descnptIon of the configuratIOn of tubular 
goods used m constructtng the well The Operator agrees to submIt the well completIOn or workover 
mformatIOn to the MOGI m accordance WIth tIme deadlInes establIshed m the Agreement The 
MOGI has the nght to request the Operator to save cores or cuttmgs and to make such phYSIcal 
InformatIon avaIlable for InspectIon by MOGI representatives dunng reasonable hours Such cores, 
cuttmgs and etc shall be retamed by the Operator for a penod of tIme speCIfied by negOtIatIOn WIth 
the MOGI after whIch they may be dIsposed of by the Operator unless otherwIse mstructed by the 
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MOGI ExportatIOn of rock samples outsIde Kazakstan b" the Operator reqUires penmssIOn from 
the MOGI, who has the nght to request samples of eqUivalent SIze and quaht) before exportatIOn 
Ongmals of techrucal data and records may be onlv exported With the pnor penrussIOn of the M OG I 
However, magnetIC tapes or other data that reqUire processmg outSIde Kazakstan rna) be exported 
If a record IS mamtamed m Kazakstan and provIdmg such exports are repatnated to Kazakstan as 
property of the MOGI 

The Agreement should reqUIre the Operator to penmt the authonzed representatIves ofthe MOGI 
full and complete access to the E&P Block or Contract area at all reasonable tImes to mspect and 
observe operatIons ThIs mcludes mspectIOn of records and data The MOGI shall not unduh 
mterfere WIth the Operator's actIVItIes If other Kazakstan regulatory agenCIes deSIre to mspect 
actIVItIes or faCIlItIes that fall under theIr regulatory ]unsdlctIOn, such VISItatIOn shall be WIth the 
permIssIOn of the MOGI and With clearance from the Operator The Operator Will be reqUired to 
provIde transportatlOn, reasonable office space and adequate housmg for MOGI personnel and others 
authonzed to VISIt ItS faCIlItIes and shall offer all pnVIleges and facIlItIes WhICh are accorded bv the 
Operator to Its own employees The Operator Will be responsIble for provldmg all safety eqUipment 
needed for those vlsltmg the SIte 

The Operator, If dtfferent from the Contractor, shall not abandon a well or WIthdraw casmg tubmg 
or down hole pumps or remove surface eqUipment used m productIon WIthout pnor approval of the 
Contractor ExceptlOns should be made for SltuatlOns where safety IS a consIderatlOn or there IS a nsk. 
to human health or the enVIronment The Agreement should spell out tIme lInes for the Operator to 
notIfy the Contractor The Operator must follow the Contractor s mstructIOns m pluggmg and 
abandomng any well WIth the recognItIon that such mstructlOns are based on Kazakstam rules and 
regulatlOns 

The Operator, If dIfferent from the Contractor, should be reqUired to submIt druly reports on dnllmg 
operatIOns and weekly reports on geophYSIcal operatIons when avaIlable The Agreement should 
speCIfy when such reports are due, and the content of the report (maps, descnptlOn of operatIons) 
The Agreement should also address the submISSIon of less frequently generated reports such as 
mIght be compIled quarterly or annually If the Operator dIscovers any archaeologlcally or 
mstoncally slgmficant mformatlOn, thIS should be reported along WIth the dIscovery of non
Petroleum natural resources 

ARTICLE 12 

RECOVERY OF PETROLEUM OPERATION EXPENDITURES PRODUCTION SHARING 
OF CRUDE OIL 

Very shortly after Investor PartICIpants enter mto a ConsortIUm Agreement, each PartICIpant must 
enter mto a ProductIon Shanng Agreement WIth the Kazakstani Government ThIS probably WIll 
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occur Just after the EffectIve Date of the Agreement Tlus ArtIcle mereh outlmes a fev. of the 
pnnclples to be used m negotIatmg and developmg conditIOns of the ProductIOn Shanng 
arrangements for Crude 011 ArtIcle 13 addresses those dIfferences that mIght occur for productlOn 
shanng of Natural gas 

In general the Contractor or Investor PartICIpant should be entItled to recover hIS entIre 
"unrecovered" ProductIOn Operatmg ExpendItures and m-country Overheads from the first sales 
proceeds and other diSposltIOns of Crude 011 produced from the E&P Block The Contractor should 
be able to recover all remaImng Petroleum OperatIOn ExpendItures out of a negotIated percentage 
of the excess of, (l) the first sales proceeds or other dIspOSItIOnS of the Crude 011 whIch IS produced 
and saved over (2) cost recovery ofProductlOn OperatIng Expenses and apphcable Overheads untIl 
such tIme as the Contractor has, on a cumulatIve baSIS, recovered all cumulatIve Petroleum 
OperatIOn ExpendItures attnbutable to ProductIOn To accelerate the dIscovery and productIOn of 
petroleum tlus ArtIcle may contam a prOVlSlon under wluch the Contractor shall be entItled to 
recover the entIrety of Petroleum OperatIon ExpendItures from the sales proceeds of produced crude 
011 for a lImIted number of early years ThIS would not reduce the cumulatIve cash flov. from 
productlOn operatIons to the Government, but It would change ItS tlmmg m favor of the Contractor 

In the event Contractor elects to receIve Crude 011 m satIsfactIon of all or part of ItS cost recovery 
Contractor should be entItled to take and receIve and freely export ItS entItlement to such Crude 011 
F or purposes of deterrmmng the quantIty of Crude 011 to be delIvered to Contractor to permIt 
Contractor to recover Its Petroleum OperatIOns ExpendItures, the pnce of crude 011 to be delIvered 
to the Contractor should be defined on the baSIS of an mternatIOnally recogmzed pnce senes such 
as the Platt's OIIgram Pnce Report Such pnce may be adjusted for qualIty and graVIty dIfferences 
but not reduced for stormg, shIppmg, comnllSSlOns, fees or other adjustments Cost recovenes by 
the Contractor should be first made agamst the sale of Crude 011 and If not completely covered 
agaInst the sale of Natural Gas as descnbed In ArtIcle 13 

The Crude 011 remalmng after deductIOn of the portIOn used In cost recovery of unrecovered 
Petroleum OperatIOn ExpendItures (RemaInIng 011 ProductIOn) should be taken and dIsposed of 
separately by the MOGI and the Contractor In accordance WIth theIr negotIated productIOn sharIng 
percentages Dependmg on the negotIatIng partIes' relatIve bargaImng power, these percentages may 
reflect dIfferent combmatIOns based on productIOn volume, cumulatIve recovery, or other factors 
The actual total of Crude OIl produced and saved from the Contract Area or E&P Block and not used 
In Petroleum OperatIons dunng any calendar month should be used as a basIS of share determInatIOn 

The Contractor wIll generally be entItled to no other remuneratIOn other than descnbed above or 
under ArtIcle 10, however, he WIll have the nght to export freely all Crude 011 receIved m kInd and 
retaIn the proceeds from all Crude OIl sales outSIde Kazakstan on a duty free baSIS Any crude oIl 
produced from productIon testIng and not recovered under the prOVISIOns of ArtIcle 12 shall be 
avaIlable to the MOGI at the wellhead, free of charge, should the MOGI elect to receIve It The 
MOGI would be responsIble for beanng the costs of takIng such quantItIes 
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ARTICLE 13 

RECOVERY OF PETROLEUM OPERATIONS EXPENDITURE AND 
PRODUCTION SHARING OF NATURAL GAS 

The ProductIOn Shanng Agreement for the productIon of Non-Associated Natural Gas should be 
essentlally the same as for the productIOn of Crude 011 as It apphes to the relatIOnshIp between the 
MOGI and the Contractor or Investor PartICIpant Once Non-ASSOCIated Natural Gas has been 
ruscovered on a Contract Area or E&P Block, the PartIes should determme whether processmg and 
utlhzatIOn are economIcal, m addItIOn to the quantIties used for secondary recovery operatIOns or 
field pressure mamtenance programs If determmed potentIally economIcal, the PartIes should 
construct and mstall facllitIes for such processmg and utlhzatIOn WhICh then becomes part of the 
Contractor's Work Program 

For purposes of calculatmg the eqUItable share of Natural Gas for the MOGI and the Investor 
PartICIpant, a mutually acceptable pnce should be negotIated Smce natural gas IS bemg Imported 
mto Kazakstan, Its opportumty cost, as reflected by the Import pnce of natural gas at the border 
should be used to determme monthly values All other condItions should be the same as for Crude 
011 If the MOGI and the Contractor determme that Natural Gas from the Contract Area IS not 
economIcal, It may be flared If permISSIble under Kazakstan law 

The ProductIOn Sharmg of Natural Gas should follow the same form as for Crude OIl, With pOSSIble 
percentage vanatIOns as a functIOn of productIOn rates or cumulatIve recovery The MOGI and the 
Contractor should agree to use theIr best efforts to find a market for ASSOCIated Natural Gas not used 
m Petroleum OperatIons If the PartIes agree to process and utIhze ASSOCiated Natural Gas such 
actIVIty Will become part of the Work Program 

ARTICLE 14 

UNITIZATION 

If a producmg field extends beyond the boundary of a PartICIpant's Contract Area (E&P Block) mto 
another PartICipant's Area, ConsortIUm PartiCIpants may Wish to collaborate on the development and 
productIon of the common reservOIr FaIlure to voluntanly take such actIon may cause the MOGI 
to reqUIre collaboratIon and field umtizatIOn Such a reqUIrement may extend to those mstances 
where a potentIal producmg zone IS not found to be a CommerCIal DIscovery If solely evaluated on 
the basIS of the deposIt's prodUCtIVIty WithIn the Contract Area but would be CommerCial ProductIOn 
If mcluded mto an unItIzed project All umtizatIon proposals prepared by a group of Operators 
should be submItted to the MOGI for approval In the event that the MOGI requests a proposal for 
common development and productIon WIthm a certam tIme penod and the PartIes eIther faIl to 
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present theIr proposal on tIme or the proposal IS unacceptable to MOGI the latter should make 
prOVISIon to develop ItS own verSIOn of a reasonable unItIzatIOn plan subject to arbItratIOn If that 
plan IS unacceptable to the Contractors 

ARTICLE 15 

LOCAL CONTRACTORS AND PERSONNEL 

Under a ProductIOn Shanng Agreement, the Operator should responSIble for provIdmg all matenals 
eqUipment, supplIes, servIces and personnel reqUired for Petroleum OperatIOns on E&P Blocks or 
Contract Areas Part of thIs responsIbIlIty IS the acqUiSItIOn and supervISIOn of subcontractors The 
MOGI should reqUITe to be consulted on the selectIon of subcontractors and supphers to ensure that 
pnces and other terms and condItIOns of contracts are no less favorable than those avaIlable m 
Kazakstan for goods and servIces of comparable quahty The MOGI should request submISSIOn of 
copIes of all contracts and purchase orders 

The Operator and ItS Affihates and subcontractors should be reqUITed to use local contractors where 
theIr pnces, performance, safety and work qualIty are comparable to those of International 
contractors Preference should also be gIven to the purchase of locally manufactured matenals 
eqUipment, machmery and consumables as long as theIr performance, quahty and tIme of dehverv 
are comparable to the mternatIOnal avallablhty of the same Items Such materIals and Items should 
be allowed to be Imported If the local prIce when delIvered to the Operator's base In Kazakstan IS 
hIgher (by a negotIated percentage) than the pnce of competmg Import Items before customs dutIes 
but after transportatIon and msurance costs have been added 

The Government of Kazakstan should reqUITe that the Operator gIve first prIonty In employment to 
KazakStani natIonals m all job categones and clasSIficatIOns, techmcal and non-techmcal The 
Operator should be held responSIble for selectmg the employees There should be exceptIOns to the 
local pnonty mandate, mcludmg certam engmeenng, geologIcal and techmcal categorIes that must 
be filled promptly after the EffectIve Date of the Agreement to enable the Operator to meet Work 
Program reqUirements Imposed by the Agreement and key supervISOry and techmcal personnel who 
are cruCIal to the Operator's mternational exploratIOn and management program ForeIgn personnel 
should not be engaged except to occupy posts where Kazakstani With eqUIvalent qualIficatIons and 
experIence are unavatlable 

Kazakstani personnel to be employed by the Operator should be selected In consultatIon WIth the 
MOGI The Government of Kazakstan should reqUIre that wages and salanes patd to KazakstanI 
natIonals be commensurate to those of expatriates With eqUivalent tratmng, experIence and job 
responSIbIlIty K.azakstam laws and regulatIons Will have some Impact on the Operator's oblIgatIons 
With respect to SOCIal secunty contnbutIon and mcome tax on salanes The Agreement should have 
a StabIlIty prOVISIon to protect the Operator's or Contractor's abIhty to get a reasonable return on the 

A-ll 



I 
I 
I 
I 
I 
I 
• 

I 
I 
I 
• 

InItIal Investment In the event of unfavorable changes In KazakstanI lav. regulatIOns or pohc\ dunng 
the term of the ProductIOn Shanng Agreement 

ARTICLE 16 

TITLE TO ASSETS 

In general, once a CommercIal DIscovery has been declared In a Contract Area or E&'P Bloc~ all 
fixed assets that were acqUIred by the Operator m the performance of Petroleum OperatIOns under 
a productIOn sharmg agreement, should become the property of the MOGI at no cost to the latter 
Such assets should become the property of the MOGI upon purchase, whether acqwred In Kazakstan 
or Imported As long as these assets are used exclusIvely for the conduct of Petroleum OperatIOns 
they should remam m the custody of the Operator, free of charge The Operator should be 
responsIble for keepmg all eqwpment and assets m good repaIr and workmg order The MOGI 
ownershIp provISIOn should not apply to assets, eqwpment and machInery owned by thIrd partIes 
and rented to the Operator as long as such assets and eqwpment are necessary to the productIOn of 
011 and gas and work toward efficIent executIOn of thIS Agreement The subcontractors of the 
Operator should be allowed to freely Import such assets mto Kazakstan and to export them at the end 
of theIr use Unless agreed to by the MOGI, no property whIch was Imported by the Operator on a 
leased or rented basIs, may be used outSIde of the Contract Area where Petroleum OperatIOns are 
beIng carned out 

ARTICLE 17 

TAXES 

The taxes pmd to the Kazakstanl Government on the productIon share of 011 and natural gas should 
be gwded by the prOVISIOns of the Law on TaxatIOn m force at the tIme the productIOn shanng 

• agreement IS SIgned StabIlIzatIon clauses should be mtroduced m the tax provISIon of the 
ConsortIUm Agreement and the productIon sharmg agreement to protect foreIgn and Kazak mvestors 
agaInst subsequent tax mcreases on petroleum productIOn or exports ThIs approach, apart from 
beIng emmently reasonable and condUCIve to attractmg foreIgn mvestments In the petroleum 
mdustry, IS one that IS endorsed by the World Bank 

StabIlIzatIOn clauses can take many dIfferent forms One would be a provISIon callIng for an 
automatIC re-negotIatIOn of the productIOn shanng percentages m the exact amount to offset the 
addItIOnal tax burden Such are-negotIatIon mechamsm would have to be made subject to arbItratIon 
In the event of non-closure Another method would have the lead mmIstry pay taxes on behalf of the 
foreIgn Investor over the entIre productIOn penod If known from the begmnmg, the negotIated 
productIon shanng percentages would reflect thIs burden WIth the result that the Government's take 
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would be lugher When tlns procedure IS chosen an) tax mcrease on petroleum operatIOns or exports 
after the Sigrung of the productIOn shanng agreement would mvolve the Government taxmg Itself 
for a zero net Impact on the foreIgn mvestor 

One source of potentIal fnctIOn after productIOn has been estabhshed and taxatlon becomes a 
concrete realIty IS the collectIOn of fees by the central or by local governments m all kmds of forms 
and under many dtfferent names These would typIcally mclude severance taxes ad valorem taxes 
taxes based on sales or revenues, eXCIse taxes, value added taxes, transfer taxes Import and export 
dutIes on matenals, eqrupment and supphes brought mto Armerua by the Contractor 11s contractors 
and subcontractors, and exactIOns m respect of sales or revenues propeIt} capItal net worth 
operatIOns, remlttances or transactIOns mcludmg any tax or levy on or m connectIOn Wlth operatIOns 
performed by the Contractor The productIon shanng agreement should clearl) define those taxes 
that are payable and should prOVIde protectIOn agamst new or unexpected taxes as mentIoned m the 
precedmg 

The Contractor may be reqrured to pay an annual surface rental or usage fee to the MOGI for the 
nght to conduct Petroleum OperatIons on each Contract Area or E&P Block dunng the ExploratIOn 
Penod ThIs should be the only payment due the MOGI or the Kazakstani Government for surface 
rental The MOGI Wlll hold the Contractor and Operator hannless from and agamst any claims or 
losses m respect to surface damages asserted by any tlnrd party or party of pnor ownershIp of any 
portIon of the Contract Area 

The Operator's subcontractors should be lIable to pay Kazakstani mcome taxes on profits denved 
from Petroleum OperatIons carned out under the Agreement The Operator should be made 
responsIble for notIfymg the MOGI as to what amounts were paId to subcontractors for work done 
m Kazakstan relatIve to theIr E&P operatlOns ExpatrIate employees of both Contractor and 
Operator, as well as subcontractors, operatmg under tlus Agreement should be lIable for payment 
of Kazakstaru mcome taxes on salarIes m accordance Wlth Kazakstani law 

ARTICLE 18 

IMPORTS AND EXPORTS 

The Contractor, Operator and theIr subcontractors engaged m Petroleum OperatlOns under a 
ProductIon Shanng Agreement should be permItted to Import and should be exempt from customs 
dulles WIth respect to the ImportatIOn of all machmery, eqrupment, vehIcles, matenals, supphes, 
consumable Items and movable property, as long as such Items are certIfied by the MOGI to be used 
solely m carrymg out Petroleum OperatIOns under the productlOn sharmg agreement The MOGI 
should reserve the nght to mspect records and documentatIOn to make sure that the use of each Item 
qualIfies for exemptIon 
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ExemptIOns mayor may not be extended to Imported Items when Items of the same kInd and quahn 
are manufactured locally and are avrulable for purchase and tImely dehven' m Kazakstan at a 
competItIVe pnce The Contractor should be gIven the nght to consult With MOGI to determme 
whIch SItuatIOn applIes As mentIOned m ArtIcle 16 Items Imported mto Kazakstan whether exempt 
or non-exempt from customs dutIes, taxes or Imposts should be permItted to be e)..ported b\ the 
Importmg party WIthout export duty The Contractor and Its respectIve purchasers should defimteh 
be exempted from duty, tax or fee for export of ItS share of Petroleum except for those charges paId 
to the Government for actual servIces rendered such as normal port and storage charges The 
agreement should spell out whether the MOGI should effect transportatIon of the Contractor s share 
of Crude 011 to port of export With or WIthOut cost to the Contractor The Contractor should make 
sure the port and storage fees, If chargeable, are reasonable and ordmary 

Expatnate employees of the Contractor, Operator and subcontractors aSSIgned to Kazakstan on a 
reSIdent baSIS should be permItted to Import and be exempt from all customs dutIes for household 
goods, Items and personal effects mcludmg automobIles ThIs IS proVIded such Imported propertIes 
are for the sole use of the employee and hIS famIly and shall be re-exported at the end of the 
employees assIgnment Any Imported personal effects whIch are sold m Kazakstan should be subject 
to fees and Import dutIes as proVIded under KazakStani law 

New matenal, eqUIpment and goods or used but servIceable matenal whIch the Operator finds to be 
unnecessary for the conduct of Petroleum OperatIons may be sold wIthm Kazakstan prOVIded the 
purchaser pays the apphcable customs dutIes or taxes Sale of such matenals to the MOGI or one 
of ItS Appended Umts, or WIth the approval of the MOGI, to another Contractor exempts eIther party 
from customs dutIes Matenals, eqUIpment and goods damaged or used to such an extent to be non
servIceable should be clasSIfied as Junk or scrap by the Operator and may be sold as Junk or scrap 
WIthout payment of customs dutIes, taxes or Imposts, WIth pnor approval of the MOGI 

ARTICLE 19 

DOMESTIC MARKET 

ThIS proVISIOn should descnbe the WIllmgness of the MOGI to assIst the Contractor WIth the 
development of any agreements necessary With domestIc companIes for delIvery and payment for 
quantItIes of Crude OIl and Natural Gas whIch the Contractor WIshes to make avaIlable for delIvery 
to the Kazakstan market The prOVISIOn should also acknowledge the nght of the Contractor to remIt 
abroad m freely convertIble currenCIes, the amounts denved from ItS sale of Petroleum to domestIC 
purchasers 
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ARTICLE 20 

MEASUREMENT OF PETROLEUM 

The volume and quahty of Petroleum produced and saved bv the Operator should be measured b\ 
methods and eqUIpment 10 accordance WIth general accepted mternatIOnal petroleum mdusm 
practIce The Contractor may have to negotiate WIth the MOGI as to the pomt of ProductIon 
measurement The PartIes should be gIVen the nght to mspect the measunng eqUIpment used to 
gauge volumes or determme qualIty and the MOGI should retam the nght to assIgn an mspector to 
supervIse any such measurements or determmatIOn Those PartIes desmng to measure a Contractor s 
productIon should do so at therr own expense and nsk Appropnate language should be mcluded ill 
the Agreement to adjust for measurement errors The Contractor and the MOGI should develop a 
wntten understandmg as to the transportatIOn lme temperature and pressure partIcularly WIth natural 
gas measurement 

ARTICLE 21 

TRAINING AND TECHNOLOGY TRANSFER 

As a contmuatIOn of the trammg of Kazakstan technIcal and managenal personnel whIch was begun 
under the Aral ConsortIum Agreement, the Investor PartICIpants should agree to contmue trammg 
and advanced educatIOn of Kazakstani natIonals under the ProductIOn Sharmg Agreement ThIS 
provlSlon would faCIlItate the rapId and comprehensIve transfer of technology of Petroleum 
ExploratIOn and ProductIon The Contractor's Annual Work Program and budget should set forth 
an agenda of subjects or actIVItIes to be undertaken by the Contractor and the selectIOn of personnel 
to receIve trammg MOGI's requests, eIther for trrumng subjects or appropnate personnel to receIve 
traImng, should be strongly consIdered The Contractor, as a part ofms annual budget development 
process, should break trammg expendItures mto two categones, for the ExploratIon penod and after 
CommerCIal DIscovery 

ARTICLE 22 

PAYMENTS AND EXCHANGE CONTROL 

The KazakstanI Government should requrre that a Contractor supply all necessary funds to conduct 
Petroleum OperatIOns 10 freely convertIble currenCIes from abroad, from borrowmgs, or as generated 
from Its sales of Petroleum 10 Kazakstan for local demand The MOGI should deSIgnate a bank to 
whIch the Contractor IS to make payment 10 US Dollars The Operator, If dIfferent from the 
Contractor, may request that payments due htm be 10 the currency urnt ofms electIon (tenge, dollars, 
or other currencIes) The Operator should be reqUIred to pay local subcontractors and supphers 10 
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the currency stIpulated bv lav., probably tenge The Agreement should gIve both the Contractor and 
Operator the nght to make payments dlrectlv abroad for goods and serVIces obtamed for Petroleum 
OperatIons and to charge such payments WIthout havmg first to transfer the funds for such pavments 
to Kazakstan 

The Agreement should have a negotIated penod wruch addresses when payments are due (e g thnt) 
or SIxty days after the a payment obltgatIOn occurs) If a payment m U S Dollars IS stIll OWIng at the 
end of the due date, mterest should be charged at a rate based on an mternatlOnalh recogmzed 
reference If a Party faIls to pay Its share of any payment when due, the non-defaultmg Party should 
have the nght to advance to the Operator any and all amounts the defaultmg party has not paId ThiS 
advance may be deemed a loan and shall accrue Interest The Agreement should have a proVIsIOn 
that allows a non-defaultIng party to appropnate and own the defaultIng Party s share of productIOn 
for the penod of default In the event an E&P Block IS transferred to a thIrd Contractmg part} the 
new Contractor shall be responsible for makIng up default payments unless the MOGI receIves and 
approves an agreement of the two or more partIes as to the manner and tImelIness ofrestltutIOn 

The Contractor and Operator must have the nght to purchase Kazakstani currency when reqUIred for 
Petroleum OperatIOns He must also be able to facIhtate currency converSIOns at local authOrIzed 
banks and at current KazakstanI rate of exchange If the offiCIal exchange rate for tenge IS less 
favorable than that In effect at commerCIal Kazakstanl banks, the commerCIal rate should be used 
The Contractor should be gIven the nght to convert tenge Into freely convertIble currency and freely 
remIt such funds abroad Banks commISSIOns and costs of transfers related to currency should be 
Contractor costs The Contractor should have no restnctIOn on reCeIVIng, retamIng abroad and USIng 
the proceeds receIved from export sales of ItS share of Petroleum receIved from an aSSIgned E&P 
Block All foreIgn exchange transactIOns should be subject to the laws, rules and regulatIOns In force 
at the tIme the ProductIOn Shanng Agreement IS SIgned Any amendments to regulatIOns that occur 
after the EffectIve Date of the Agreement should be a POInt of negOtIatIOn (and If needed arbItratIOn) 
between the Contractor and the MOGI 

ARTICLE 23 

ENVIRONMENTAL AND SAFETY MEASURES, 
INSURANCE AND RESPONSIBILITY FOR DAMAGES 

As was reqUIred for the Aral Consortium Agreement, the Contractor and Operator should be 
obhgated to conduct Petroleum OperatIons In accordance WIth generally accepted International 
petroleum Industry practIce ThIs Includes a commItment to cause as lIttle damage as reasonably 
practIcal to the envIronment, water resources, crops and prIvate and state owned property The 
Contractor should be obhgated to take ImmedIate steps to bnng emergency SItuatIOns under control 
and protect agaInst loss ofhfe and damage to property from blow-outs, spills, aCCIdents and other 
emergencIes By thIS Agreement, the Operator should be obhgated to respond expedItIOusly to 
determInatIOns by the MOGI or the MInlstry of Ecology and BIOresources that facIlItIes or actIvItIes 
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by the Operator are endangenng or mav endanger human health the enVIronment or are hkeh to 
cause pollutIon The MOGI should have the authonty to reqUIre remedIal actIOn or order the 
shutdown of Petroleum OperatIOns untIl needed remedIal measures or repaIrs have been made The 
Contractor should negotIate general gUIdelInes WIth the MOGI on the reportmg and conduct of 
remedial measures so that each party has an understandIng of the tImelInes reqUIred to address each 
type of emergency SItuatIOn Such understandIng WIll IDlnImlZe the need for the MOGI to dra\\ from 
the Operator's account to perform correctIve actIon or control the emergency 

Withm a specIfied number of days of the effectIve date of an Agreement the Operator should be 
reqUIred to proVIde the Contractor WIth an Insurance program for the conduct of Petroleum 
OperatIOns whIch meets mternatIOnal standards At a mInImum, such msurance should cover loss 
or damage to the mstallatIOn and assocIated eqUIpment used m Petroleum OperatIOns pollutIOn to 
the enVIronment, property msurance and thIrd party lIabIlIties 

In addItIOn, the Operator should Indemrufy, defend and hold the Mlmstry harmless agamst all clrums 
losses and damages of any nature whatsoever, mcludmg, WIthout hmitatIOn claIms for loss or 
damage to property or mJury or death to persons caused by or resultmg from any Petroleum 
OperatIOns conducted by or on behalf of Operator All losses, damages, and costs relatIng to msured 
or umnsured events or condItions In respect of Petroleum OperatIons whIch are borne by Contractor 
shall be conSIdered Petroleum OperatIons ExpendItures 

ARTICLE 24 

ASSIGNMENT 

The ProductIOn Shanng Agreement should speCIfy that the Contractor must receIve pnor wntten 
consent from the MOGI before It can asSIgn any nghts, dutIes, pnvtleges or obhgatIOns of thIS 
Agreement or a portIOn thereof to another person, firm or corporation The Contractor may aSSIgn 
ItS nghts, pnvIleges, dutIes and oblIgatIons to an AffilIate after wrItten notIce to the MOGI The 
Agreement should speCIfy the tImIng and content ofMOGI's response The AffilIate should be able 
to demonstrate at least the same level of technIcal and finanCIal competence as the ongmal 
Contractor 

Even though the MOGI's WrItten consent should not, by stipulatIOn, unreasonably be WIthheld or 
delayed, the Mimstry should mSIst that the aSSIgnor certIfy that all oblIgatIOns up to the date of 
asSIgnment have been fulfilled and that the asSIgnee Jomtly and severally guarantees fulfillment of 
the remrumng obhgatIOns The asSIgnee must assume the covenants contruned m the Agreement and 
demonstrate to the MOGI that It has technIcal and finanCIal competence to fulfill the Agreement 
obhgatIOns A prOVISIon should be mcluded whIch renders any such asSIgnment free of any transfer 
or related taxes, charges or fees MOGI should retrun the nght and the oblIgatIOn to reVIew, approve 
and regIster the asSIgnment 
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ARTICLE 25 

GOVERNING LA W AND ARBITRATION 

The assurances winch Aral COnsortIum PartIcIpants gave m agreemg to abIde bv the laws rules and 
regulatIOns of Kazakstan should be mcorporated mto ProductIon Shanng Agreements Such 
assurances should also apply to subcontractors Regular meetmgs between the MOGI and Contractor 
should be emphasIzed m the Agreement Unresolved dIsputes should be stIpulated as gomg to 
arbItratIOn for final settlement If Kazakstan IS currently a member of the World Bank ArbItratIOn 
ConventIon (the InternatIOnal ConventIon for the Settlement oflnvestment DIsputes or ICSID) thts 
may be an Ideal forum for arbItratIon proceedmgs, but others are avaIlable mcludmg the 
InternatIOnal Chamber of Commerce m Pans and the Permanent Court of ArbItratIon at the Hague 

The non-performance or delay m performance by MOGI or the Contractor of any obhgatlOn of the 
Agreement (other than the payment of funds or proVISIon of notIce) should be excused If the dela) 
IS caused by Force Majeure, prOVIded the affected Party has taken appropnate precautIOns and 
reasonable alternatIve measures to carry out the Agreement The term "Force Majeure' should be 
defined m the Agreement or earned over from the ConsortIUm Agreement The Agreement should 
have proVlSlons for gIvmg notIce to the other Party statmg the cause of non-performance and delay 
and the measures bemg taken to mInImIZe the consequences of the event A declaratIOn of Force 
Majeure shall cause tIme oblIgatIOns set forth m the ongmal Agreement to be reestablIshed by 
negotIatIOn of the PartIes 

ARTICLE 26 

BOOKS OF ACCOUNT, ACCOUNTING, AUDIT 
AND FINANCIAL REPORTING 

The MOGI, Contractor and Operator should each be reqwred to mamtaIn a set of books of accounts 
m accordance WIth the attached Accountmg Procedures and accepted accountmg practIces generally 
used m the mtematlOnal petroleum mdustry Such records should be mamtamed m the Kazakstan 
offices of the respectIve PartIes The books and records are necessary to show the work done under 
the Agreement and must mclude the amount and value of all petroleum produced, sold or stored 
AccountIng records should be kept m both US Dollars and Kazakstam currency (tenge) and m both 
RUSSIan and EnglIsh 

The Contractor's and Operator's accountIng records should be avaIlable for InSpectIOn dunng 
reasonable hours by duly authonzed representatIves of the Government of Kazakstan The Operator 
of a ProductIOn Shanng Agreement Involvmg Aral ConsortIUm PartICIpants, who JOIntly carry out 
Petroleum OperatIOns In E&P Blocks, should develop an audItIng program WhICh allows for both 
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mternal and external (MOGI) InSpectIOn and aUdItIng of books and accounts The Agreement should 
speCIfy the length of tlffie from the date of submISSIOn of books and accounts that such accounts are 
elIgIble for audIts and the condItIOns where extenSIOns of tIme can be granted The Agreement 
should hmit the penod of tIme dunng whIch an audIt can be conducted 

The Agreement should also speCIfy a deadlIne for filmg an exceptIon to the audIt fmdmgs and stress 
that a failure to proVIde wntten exceptIon WithIn the tIme frame estabhshes correctness of the 
Operator's books of account except m cases of marufest error Umesolved dIsputes should be 
dIrected first to the respectIve managements of the PartIes for resolutIOn and If stIll unresolved b) 
the PartIes, subsequently referred to mdependent publIc accountants of mternatIOnal standmg who 
are not the regular accountants of any of the PartIes to the Agreement Such accountants should be 
bound, by separate agreement, to a deadlIne based on the date of referral to proVIde the findmg Such 
findmgs should be bmdmg on all PartIes 

ARTICLE 27 

CONFIDENTIALITY 

Except as otherwIse proVIded, all mformatIOn acqUIred or receIved under the ProductIOn Shanng 
Agreement should be maintaIned With the same levels of confidentIalIty as was the case WIth the 
ongInal ConsortIum Agreement Such InfOrmatIOn and data should not be dIvulged WIthout the 
WrItten consent of other partIes to the Agreement ExceptIOns should be made for legal counsels 
Independent publIc accountants and other profeSSIOnal adVIsors or consultants retamed by the PartIes 
ConfidentIalIty does not apply where complIance With secuntles and other rules or regulatIOns of any 
government or stock exchange reqUIrements are at Issue InformatIOn whIch becomes part of the 
publIc domain through sources other than the partIes to the Agreement cannot be protected The 
Contractor should be entItled to proVIde a general descnptIOn ofms operatIOns m annual reports and 
m commumcatIOns With shareholders The Contractor should seek to mamtaIn confidentialIty for a 
stIpulated number of years after the Agreement IS termmated A five (5) year perIod IS commonly 
used 

PartIes to an agreement should be entItled to dIsclose such InfOrmatIOn to theIr employees, affilIates, 
consultants or subcontractors as IS deemed necessary to conduct Petroleum OperatIOns effiCIently 
and should obtaIn a wntten pledge of non-dIsclosure from them wmch IS no less restnctIve than the 
oblIgatIOn of the disclosmg Party under thIS Agreement In those cases where a portIOn of E&P 
Block acreage IS relmqwshed to the MOGI, the MOGI, for purposes of obtaImng new offers, should 
be entItled to show another entIty such data and InfOrmatIOn dunng the term of the Agreement 
proVIded It IS at least a year old Any party to the Agreement should be able to dIsclose InfOrmatIOn 
of a confidentIal nature to finanCIal mstItutIOns for purposes of obtammg a loan 
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ARTICLE 28 

OFFICE AND SERVICE OF NOTICE 

Any Contractor domg busmess WIth Kazakstan must regIster WIth the MaGI and other competent 
authontles as prescnbed by law The Contractor should also agree to establIsh and mamtam an office 
m Kazakstan for the term of the Agreement, where notIces may be valIdly served The Contractor 
must provIde the MaGI the address of the office and the name of the General Manager and an) 
admirustratively and technIcally competent alternatIve representative who has sufficIent powers to 
represent and bmd the Contractor m all dealmgs WIth the MaGI or thIrd partIes m Kazakstan 

Any and all notIces, requests, demands orders and other commurucatIOns reqUIred or permItted 
under the Agreement shall be made m RussIan and Enghsh, and to the degree reqUIred bv the MaGI 
m Kazak The Agreement should specIfy when notIces, requests and etc are deemed to have been 
receIved For example, hand dehvery dunng busmess hours, hand dehvery outSIde of bus mess hours 
notIficatIOn by telex or fax transmtssIOn are actIVItIes for whIch OffiCIal notIficatIOn CrItena should 
be estabhshed The PartIes need to establIsh when notartal notIce IS reqUIred, or If such notIce IS 
necessary under any CIrcumstances 

ARTICLE 29 

GENERAL 

ThIs sectIOn usually contaIns a confirmmg statement that the Agreement IS between the Contractor 
and the MaGI and may not be amended, modIfied or supplemented except by WrItten agreement of 
the PartIes The rIghts, dutIes, obhgatIOns and lIabIlItIes between the Contractor and the MaGI 
should be several and not JOInt and collectIve, and should not constItute an asSOCIatIOn or 
partnershIp Aral COnsOrtIum PartICIpants should keep m mmd thts one-to-one relatIOnshIp wIth the 
MaGI once the ExploratIOn Research Study has been completed and E&P actIVItIes begm on 
IndIVIdual Blocks 

The Agreement WIth the MaGI by each ConsortIum PartICIpant should not prevent the development 
of agreements among the vanous Investor PartICIpants The performance of any condItIOn or 
obhgatIOn under thIS agreement should not be subject to a waIver except by wntten assent of the 
MOGI or other party grantmg a Waiver or postponement The grantmg to one party of a Waiver from 
certam condItIons or oblIgatIOns does not automatIcally grant a waIver to other partIes from 
performmg the same condItIOns or oblIgatIOns ThIS, and any subordInate agreements should be 
drafted m EnglIsh, RUSSIan and, If speCIfically reqUIred, m Kazak The legally dommant language 
should be speCIfied for the event that a conflIct develops among the three languages on text, syntax 
or mterpretatIOn 
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ARTICLE 30 

APPROVAL OF THE GOVERNMENT 

Each ProductIOn Shanng Agreement should have an approval page wInch venfies by SIgnature the 
formal agreement ofMOGI and the Contractor to carry out the Petroleum OperatIOns and ProductIOn 
Shanng actiVItIes 
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DRAFT PROSPECTUS ARAL SEA CONSORTIUM AGREEMENT" 2 

PLEASE NOTE: 

THE DRAFT PROSPECTUS OF THE ARAL SEA CONSORTIUM AGREEMENT 
W AS PREPARED PRIOR TO THE PRESIDENTIAL DECREES "ON REGULAR 
MEASURES ON REFORMING THE STATE BODY SYSTEM OF THE REPUBLIC 
OF KAZAKHSTAN" AND "ON THE ESTABLISHMENT OF THE KAZAKHOIL 
NATIONAL OIL AND GAS COMPANY" THESE TWO DECREES WERE 
ADOPTED ON 4 MARCH 1997, WHICH EFFECTIVELY REORGANIZED AND 
SEPARATED DEPARTMENTS OF THE MINISTRY OF OIL AND GAS 
INDUSTRY, THE MINISTRY OF ENERGY AND COAL INDUSTRY, AND THE 
MINISTRY OF GEOLOGY INTO THE MINISTRY OF ENERGY AND NATURAL 
RESOURCES AND "KAZAKHOIL" AT THE TIME OF THIS DRAFT, THE 
GOVERNMENT OF KAZAKHSTAN HAD NOT MADE FINAL 
DETERMINATIONS ON THE RESPONSIBIITIES OF THE NEW 
ORGANIZATIONS THEREFORE REFERENCES TO THE FORMER MINISTRY 
OF OIL AND GAS INDUSTRY REMAIN INTACT 

----------- HaglerBatily -----------
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DRAFT PROSPECTUS ARAL SEA CONSORTIUM AGREEMENT • 4 

OVERVIEW 

INTRODUCTION 

The mvestment clImate m Kazakstan IS viewed by many foreign mvestors as promlsmg One of the 
areas where such mvestment IS partIcularly favorable IS the development of Kazakstan s mmeral and 
fossIl fuel resources whIch reqwre foreIgn capItal and technologIcal expertIse to properh and 
expedItIously explOIt The Government of Kazakstan and the MInIStry of all and Gas Industn 
(MOGI) are extendmg an mVltatIOn to foreign oil and gas companies to Jom ItS State all Compan\ 
"Kazakstancaspishelf , m formmg a ConsortIUm project called "Aralshelf' The purpose of thIS 
project IS to explore and eventually produce 011 and gas from the Aral Sea area both onshore and 
offshore In thIS Prospectus the project wIll be referred to as the Aral Sea ConsortIUm The 
Government of Kazakstan IS qwte naturally eXCIted and enthUSIastIc over theIr estimates of potentlal 
011 and gas reserves m the Aral Sea area They were hopmg to have a PrelIm mary Agreement SIgned 
wIth mterested ForeIgn Investors by November 1996 However, the projected date has smce been 
moved to ffild-1997 

As IS true WIth any newly formed natIOn, Kazakstan has had to cope With a large number of Issues 
and SItuatIOns at one time EconomIC mstabIhty has been a problem smce 1991 when Kazakstan 
declared Itself a sovereIgn Repubhc The Government realIzes that the explOItatIon of Kazakstan s 
011 and gas depOSIts along With other valuable mmerals Will eventually create a more stable economy 
as the country embraces the concept of a free market economy and phIlosophy and moves toward 
pnvatizatIOn As With any country whIch has chosen a new destmy, the changmg of past attItudes and 
bureaucratIC processes IS evolutIOnary rather than an overmght event ProspectIve foreIgn mvestors 
WIll need to be aware that such changes are occumng and be able to adjust accordmgly m theIr 
relatIOnshIps With the Government 

In proposmg the Aral Sea Consortium, the Government of Kazakstan's motives are SImple contmue 
the trend of encouragmg foreIgn 011 and gas companIes With world class finanCIal and technologIcal 
resources to enter mto consortIum and other types of agreements to explore large onshore and 
offshore areas of the country The Aral Sea IS such an area Kazakstan also needs foreign mvestments 
to denve mcome for upgradmg devastated ecosystems and human health condItIOns whIch currently 
eXIst m the Aral Sea area Human health projects mclude estabhshmg Improved transportatIOn 
arteries, publIc water suppbes, schools and hOSPItalS ThIS Prospectus presents an outlme of what 
prospectIve foreIgn mvestors should be aware of m making deCISIons to partICIpate m the Aral Sea 
ConsortIum Od and gas prospects appear promIsmg for foreIgn mvestment The petroleum related 
laws and assOCIated regulatIOns have been undergomg conSIderable change smce mId-1995 and 
ForeIgn PartICipants m a consortIum should find the task of obtaInmg hcenses, gettmg approval of 
envIronmental work programs and negotIatmg productIon shanng contracts a less Involved process 
than may be the case In mdlvldual partnershIps and Jomt ventures 

Hagler Bailly 
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DRAFT PROSPECTUS ARAL SEA CONSORTIUM AGREEMENT ~ 5 

WHY A CONSORTIUM? 

The Government ofKazakstan and Its Jomt Stock Compan} "Kazakstancasplshelf (KCS) beheve 
the Aral Sea and Its surroundmg temtory IS a sufficIently large and promIsmg area to support a 
consortIUm of four or five all and gas comparues mcludmg KCS Other types of 011 and gas 
exploratlOn and productlOn arrangements such as Jomt ventures and partnershIps were revIewed b\ 
KCS and the MiruStry of 011 and Gas Industry (MOGI) and were not conSIdered to be as favorable 
toward achIevmg all necessary ObjectIves of the Government ofKazakstan These objectIves mclude 
developmg econonnc envIronmental, health and SOCIal programs for the depressed Aral Sea area m 
addItIOn to denvmg finanCIal benefits for foreIgn mvestors and for Kazakstan whIch would be 
realIzed from Oll and gas resource development and productIon 

Kazakstan belIeves the POSItIve expenence gamed through ItS participatlOn m the CaspIan Sea 
ConsortIUm demonstrates the value of thIs type of exploratIOn and seIsmIC research arrangement for 
large offshore areas and belIeves an Aral Sea ConsortIUm could operate effiCIently and carry out 
effectIve exploratIon actIVItIes whIle aVOldmg some of the dIfficulties encountered durmg the 
CaspIan Sea ConsortIUm Both the Government ofKazakstan and KCS have learned valuable lessons 
m Oll and gas exploratlOn technology from foreIgn Oll mvestors As theIr comfort level grows future 
years Will be charactenzed by POSItIve mfluences on the type of oIl and gas regulatlOns adnnrustered 
by the Government of Kazakstan KCS has named the proposed ConsortIUm "Aralshelf 

KCS belIeves the only way the Aral Sea can be properly understood from a geologIcal-geophysIcal 
perspectIve IS With the shared expertIse and actIve participatlOn of foreIgn Oll and gas companIes to 
conduct an ExploratlOn and Research Program The Government of Kazakstan belIeves that the 
mVItatIOn of foreIgn mvestors mto a Investmg PartICIpants assures the hIghest qualIty of geologIC 
and geophYSIcal mterpretatIOn These companIes have the capablhty of mamtammg mtematlOnal 
standards for onshore and offshore oIl field technology These technologIes and practIces not only 
maxImIZe the potentIal for dIscovermg and subsequently developmg and producmg 011 and gas, but 
they are also able to develop and enhance safety and envIronmental senSItIVItIes 

Even though the MImstry of OIl and Gas Industry and the KCS belIeve that a Investmg PartICIpants 
IS the best optIon for geologIcally defirung the Aral Sea and Adjacent Temtones, foreIgn mvestors 
may also want to evaluate alternatIve exploration and productIOn arrangements such as Jomt ventures 
or partnershIps The ExploratIOn Research Study proposed here may reveal that the Oll and gas 
potentIal m the Aral Sea area eXISts m more Isolated depOSIts whIch would make a detaIled 
exploratIOn of large E&P Blocks less deSIrable to the mvestors Less extenSIve, but stIll hIghly 
productIve geographIC areas could eXIst whIch would be more condUCIve to the Jomt venture or 
partnershIp concept If so, the Government ofKazakstan may have to reVIse Its EnVIronmental Work 
Program and aSSOCiated SOCIal programs that are dIrected toward upgradmg the human health and 
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DRAFT PROSPECTUS ARAL SEA CONSORTIUM AGREEMENT ~ 6 

cultural well-bemg of resIdents to a more targeted less comprehenSIve set of actIvItIes Jomt 
ventures or partnerslups may be the most practIcal approach to the ultImate recovery of 011 or gas 
EIther way, a stnct focus on return on mvestment wlule beneficIal to Kazakstan m terms of taxes 
and mcome, may Impose lllluts on the development oflarge publIc work or envIronmental projects 

CONSORTIUM MANAGEMENT AND ORGANIZATION 

The Aral Sea ConsOrtIum, as perceIved bv KCS WIll be an uruncorporated contractual organIzatIOn 
SImIlar to the CaspIan Sea ConsortIum It WIll be created pursuant to an agreement among two or 
more foreIgn 011 or gas companIes and the State Jomt Stock Company "Kazakstancaspishelf The 
agreement WIll be m accordance WIth the laws and regulatIons of the RepublIc of Kazakstan The 
ConsortIum WIll not be a JUrIdIcal entIty nor wIll It constItute a separate entIty for tax purposes 

Overall supervISIOn and operatIonal control of the ConsortIum operatIons at the hIghest 
organIzatIonal level WIll be vested m a Management CommIttee compnsed of one deSIgnated 
representatIve from each ConsortIum PartICIpant The dutIes of the Management CommIttee wIll be 
set forth m a negotiated agreement A few of ItS more Important powers are lIsted as follows 

• Development of polICIes and procedures for the conduct of ConsortIum operatIons, 

• Approval of the Envlfonmental Management System and deVIatIOns or exceptIOns, 

• Approval of contractors, supplIers and techrucal and management experts, 

• ConSIderatIOn, reVISIon and approval or dIsapproval of all Annual Work Programs. 

• Amendments to accountmg procedures, and 

• RepresentatIOn by the Operator (KCS) on behalf of mdividual ConsortIUm PartICIpants 

ProspectIve foreIgn mvestors along WIth the KCS (whose representatIve wIll act as ChaIrman) WIll 
each have one vote on most ConsortIum matters The Chatrman (KCS) wIll have the prerogatIve to 
veto any Management CommIttee deCISIOn If he feels such deCISIon IS not m complIance WIth 
applIcable laws of the RepublIc of Kazakstan ThIS mcludes laws pertammg to the enVIronment, 
publIc health or safety The veto also applIes when the actIOn would be perceIved to harm the 
mternatIonal relatIons of the Repubbc ofKazakstan ForeIgn PartICIpants are assured that all vetoes 
WIll be JustIfied m wrItIng, WIth speCIfic reasons They Will also need to negotiate With KCS on other 
matters such as votmg m absentIa 
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Operator 

The Operator who by arrangement, must be the KCS, represents the second organIzatIOnal level of 
the ConsortIUm The Chamnan of the Management CommIttee Will appoint a DIrector General for 
KCS who WIll be responsIble for seemg that the day-to-day actIvItIes of the ConsortIum (OperatIOns) 
proceed efficIently A Deputy DIrector General Will be appointed by nommatIOn of the ForeIgn 
PartIcIpants to balance the partnershIp relatIOnshIp Although potentIal foreIgn Investors rna, Vle\\ 
thIS arrangement as unequal the resulting structure does provIde certain benefits especlalh the 
ConsortIum's abIlIty to keep up and remain m complIance With evolVing laws rules and regulatIOns 
m a Country that IS COmmItted to full converSIOn to a market system 

The dutles of the Operator wIll be set forth m the negotiated agreement but a few of the more 
Important Items are lIsted as follows 

• To perform COnsortIum OperatIOns In accordance With the laws of the RepublIc ofKazakstan 
the prOVISIons of the ConsortIum Agreement, the Work Program, the EnVIronmental 
Management System and the Management CommIttee 

• To acqUIre, or asSISt ForeIgn PartICIpants m acqUIrIng all necessary lIcenses consents approvals 
surface or other nghts that mIght be reqUIred mcludIng the Issuance of exploratIOn and 
productIOn lIcenses to ForeIgn PartICIpants who are m good finanCIal standmg as defined by the 
ConsortIum Agreement finanCIal provlSlons 

• To plan for and obtain all requlSlte servIces and matenals necessary to conduct ConsortIum 
OperatIOns effiCIently and In a tImely manner 

• To keep ConsortIum PartICIpants promptly and fully adVIsed of all matters havmg a sIgmficant 
effect on ConsortIum OperatIons Includmg notIficatIOn of emergencIes that affect hfe health, 
enVIronment and property, and 

• To promptly pay for and dIscharge all lIabIlItIes and expenses Incurred In connection WIth 
ConsortIum OperatIons as long as the ForeIgn PartICIpants have contnbuted suffiCIent funds In 
accordance With the ConsortIum Agreement 

AdmlDlstratlOn and TechDical Management 

The thIrd orgaruzatlOnal level of the ConsortIUm IS the Operator's Internal hIerarchy, as represented 
by Its management and employees "Kazakstancaspishelf', as 10 the past, WIll fulfill four basIC 
functIons 

(l) As ConsortIUm Operator, 
(2) As a ConsortIum PartICIpant, 
(3) As a representatlve of the Mimstry ofOd and Gas Industry (when speCIfied), 
(4) On Its own behalf as the State 011 Company, KCS 
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To foreIgn mvestors not prevIOusly mvolved WIth a quasI state entity servmg quadruple roles such 
an arrangement may appear complIcated The role ofKCS as a ConsortlUm PartICIpant IS a dIstmct 
advantage to foreIgn 011 and gas comparues that mIght otherWIse find the path toward seekmg 
hcenses and contract temtory approval through mdividual Jomt ventures or partnershIps somewhat 
labynnthme If pursued through the eXIstmg bureaucratIC process 

KCS, m ItS role as Operator of the CaspIan Sea ConsortIUm has developed an mternal orgaruzatIOnal 
structure and has asSIgned quahfied personnel to posihons WIthm the followmg departments and 
support servIces 

(1) EnVIronmental and Safety Department, 
(2) Pubhc RelatIons Department, 
(3) Geology and GeophysICS Department, 
(4) Legal Department, 
(5) Contract and Procurement Department, 
(6) Human Resource Department, 
(7) Fmance and Accountmg Department, and 
(8) LOgIStICS and Infrastructure Department 

Whatever agreed-to structure for the Aral Sea ConsortlUm evolves, ForeIgn Investors have a defimte 
VOIce m program changes by the Operator, through the Management CommIttee ForeIgn 011 and gas 
companIes mvolved m an Aral Sea effort should find the above departments workmg reasonably 
smoothly because of theIr CaspIan Sea ConsortIum expenence where the dIfficulhes of developmg 
a new system for the first hme have been addressed and to a large extent resolved The management 
of the above departments and support offices, If set up as m the past, WIll be under the Jomt 
responsIbIhty of the DIrector General (KCS) and Deputy DIrector General (ForeIgn PartICIpant 
Appomtee) Thts Prospectus does not prOVIde detall on the vanous Operator departments except to 
stress that KCS and the Government of Kazakstan, through the Mmistry of 011 and Gas Industry, 
welcome the mternatIOnallevel of expertIse prOVIded by foreIgn 011 companIes, partIcularly m the 
ImplementatIOn of enVIronmental protectIon, safety, mternatIOnal petroleum law, geology, 
geophYSICS and SOCIo-economiC projects A detaIled descnptIOn of day-to-day relatIOnshIps WIll be 
mc1uded m the actual agreement and attachments 

Technology and Personnel Transfer Issues 

The Government of Kazakstan reahzes that the best way to bulld local technIcal expertIse IS by 
exposmg Kazak experts on a daIly basIS to State of the Art actIVItIes m petroleum exploratIOn, well 
deSIgn and enhanced recovery techruques as used by foreIgn 011 and gas companIes ThIS IS 
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especially true for all aspects of offshore technology (exploratIon through productIOn) WhICh IS 
becommg more soplnstlcated each year Kazakstan beheves that by agreements such as the Aral Sea 
ConsortIUm valuable natIve techrucal expertIse can be developed to the pomt that the CountrV can 
eventually explOlt Its own natural resources (coal, gas, Oll and other mmerals) and mcrease Its 
finanCial reserves suffiCIently to Improve health condItIons repaIr sOCIO-economIC mfrastructure 
condItIOns, mamtaIn a sound fiscal polIcy and address many of the envIronmental problems mhented 
from the past The pnmary advantage to foreIgn 1Ovestors IS that by shanng theIr technolog\ and 
personnel on actIVItIes such as the Aral Sea ConsortIUm they gam access to world class hydrocarbon 
reserves that would otherwIse be InacceSSIble There IS also the long term value of Kazakstan 
becom1Og an equal player on the foreign scene thus mak10g all types of exploratIOn and productIon 
arrangements based on technology poolIng more eqUItable 

In the Aral Sea ConsortIUm agreement, ForeIgn PartICIpants would be expected to deSIgnate 
techmcal and managenal experts to be asSIgned under KCS to aSSIst 10 the effiCIent conduct of 
ConsortIUm OperatIOns, In accordance WIth good petroleum Industry practIce WhIle the details of 
employee remuneratIOn and payroll costs WIll be condItIOns of the Agreement It IS accepted practIce 
that the remuneratIOn and personnel polICIes of the ForeIgn PartICIpants would be followed ThIS 
manner of technology transfer for COnsortIum OperatIOns does not preclude the nght of KCS to 
engage outSIde consultants WIth speCIfic areas of expertIse, subject to Management CommIttee 
approval PotentIal foreIgn Investors In a consortIum arrangement may want to conSIder selectIOn 
of personnel who are conversant In RUSSIan and EnglIsh so that the normal barrIers to common 
techmcal 1Oterpretatlon of procedures, 011 field termInology and SCIentIfic methods created by 
translatIOn can be mllllmIzed Kazak IS the officIal language ofKazakstan and certaIn 011 field related 
statutes reqUIre applIcatIOns to be submItted m Kazak as well as In EnglIsh and RUSSIan ConsortIum 
PartICIpants, Includmg KCS, should conSIder lnnng selected staff members who are versed In Kazal 
and who are famIlIar WIth 011 field termInology 

PAST SURVEYS 

Geopbyslcal 

GeophYSIcal work In the Aral Sea area has been confined to two separate efforts the first In the 
1960's and a more recent one dunng the 1971-1975 penod The 1960 work was done In connectIOn 
WIth hydrogeological surveys and was the JOInt effort of the geologIcal surveyIng organizatIOns of 
Kazakstan, Uzbelastan and "Aero geology " Dunng thIS survey, several seIsmIC profiles were 
obtamed In the western part of the Aral regIon by correlatIon and refractIOn methods 
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The 1971-1975 project was conducted by the Industnal GeologIcal AssociatlOn (IGA) 
"MorgeophysIka" (located at GelenJlk) ThIs group made a reglOnal profile network. of the Aral Sea 
offshore area by usmg wave reflectIon methods and Common Depth Pomt The seIsmIC survevs 
resulted 10 the dIscovery of several bracmantIclmal folds WhICh receIved additlOnal mvestlgatlon 
As set forth m another sectIon ofthls Prospectus. one of the early tasks of the Consoruum would be 
to select appropnate seIsmIC techruques to develop and Implement a comprehensIve and m some 
JustIfied cases, a detaIled seIsmIC survey gnd of the Aral Sea and Adjacent T erntoI) The term 
"Adjacent Temtory" IS used by KCS to defme that land stnp between the present Aral Sea shorelme 
and the 10catlOn of the shorehne as It eXIsted In 1982 

Geological 

The major part of the Aral reglOn was surveyed and mapped at a scale of 1 200 000 m the 1960-1970 
penod by IGA Smaller selected areas to the north and west of the Aral Sea were surveyed and 
mapped on a scale of 1 50,000 The mapp10g was followed by a dnlhng program WIth a denSIty of 
20-30 holes per sheet The depth of these holes dId not exceed 300-500 meters and termmated 10 
Paleogene sedlments Ltmlted quantItIes of natural gas were dIscovered 10 a few of these holes The 
emphasIs at the tlme was to dehneate trends 10 coal deposIts Dunng thIS penod a hydrogeologIcal 
survey was conducted wherem several holes were dnlled to a depth of 1000 meters Two additlonal 
"deep tests" were dnlled Into the Kulandmso-Zhtlansko-TasaranskOl horst-antichne complex one 
to 760 meters and the other to 3000 meters A great percentage of the geologIcal mterpretatlOns used 
by KCS m prepanng the Aral ConsortIum proposal to the Mmistry of OIl and Gas Industry was 
based on these seIsmIC surveys and deeper tests 

In the early 1990's, Kazakstan orgaruzations began a new senes of geologIcal surveys of the Aral 
regIon Tms entaIled geologIcal and hydrogeologIcal mappmg at a scale of 1 200,000 Most of thIS 
work was keyed mto the geo-envlfonmental research of the dned zone of the Eastern Aral reglOn 
Fmancial problems prevented completlOn of the studIes and preparatlon of reports unttl the current 
effort The geologIcal studIes are pnmanly geomorphIC and geographIcal m content and whIle they 
may prOVIde potentIal ConsortIUm PartICIpants needed basehne InformatlOn on shorelIne fluctuatlOns 
and terrestnal problems, they may not be useful m developmg a pIcture of potentIal od and gas 
depOSIts KCS has mdIcated that sCIentlsts of the NatIonal Academy of SCIence are trymg to 
complete compIlatlon of the 1990 data by the tIme the ConsortIUm Agreement IS formahzed 

GEOLOGIC SETTING OF THE ARAL SEA AREA 

For purposes of thIS Prospectus, only a bnef summary of the geologIC settmg, stratIgraphy and 
tectomc and structural features IS prOVIded PotentIal ForeIgn PartICIpants WIll want to reVIew 
avaIlable data whIch the KCS has on file or IS developmg relatmg to the Aral Sea area and 
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surroundIng temtory SInce the premise of abundant 011 and gas reserves In the Aral Sea area IS 

based on correlations WIth and stratigraphIc Stmlianties to the South Turgru 011 producIng area to the 
east (250 km east of the Aral temtory), a detaIled geologIc studv WIll be needed once ConsortIum 
agreements are finalIzed and actIvItIes begIn 

Structure and T ectoDics 

The Aral Sea and adjacent terntory area are composed of SIX major structural features whIch are part 
of two transcontInental tectoruc belts and orogeruc trends Structures In the pre-MesozOIC formatIons 
Indicate asSOCIatIOn WIth the development of the Western part of the Uralo-Mongolsk.I belt Some 
of these are assocIated WIth the Eastern slope of the Southern Urals In the East Aral These two areas 
are structurally separated by the Aralo-Kyzylkumska swell arch whIch IS a north-south trendIng 
hnear structure that extends through the central part of the Aral Sea mto Uzbekistan In the south and 
through a senes of hIghs Into the Northern Aral adjacent temtory The total length of the swell arch 
IS about 900 km (560 mdes) The SIX structural features are the (1) Turan Platform, (2) Eastern part 
of the North Ustyurt trough, (3) BazaISko-Akkulovskoy hIgh zone, (4) Cheikarsl trough, (5) 
KulandInsko-ZhIlansko-TasaranskI horst-antIclIne zone, and (6) Eastern Aral trough The area west 
of the Aralo-KyzylkumskI arch has been subject to conSIderable faultIng Tectoruc actIVIty subSIded 
toward the end of the JurasSIC tIme DurIng the Cretaceous tIme, the Aral regIOn developed mto a 
platform structure The Cretaceous-CenozOIc tIme span was charactenzed by adjustment movements 
of the platform where the antIclmes and troughs pItched along axIal trends Eventuall), addItIOnal 
antIclInes WIth smaller closure contours (brachiantIc1mes) developed as superImposed structures 

StratIgraphy 

The pre-JurasSIC rocks m the Aral regIOn are predommantly Igneous and metamorphIC and are not 
thought to be potentIal sources of hydrocarbons Hence they WIll not be dIscussed except to 
acknowledge that they form the basement complex for vanous structures responSIble for 011 and gas 
accumulatIOns and stratIgraphIc entrapment 

(1) The JurasSIC sectIon has a maxImum thIckness range of21 00-2500 meters m the deepest 
troughs of the Central Aral zone In the Western Aral adjacent area, the sectIOn thInS to 1100-1300 
meters and m the Eastern Aral adjacent area to 500-700 meters The Lower JurasSIC sedIments are 
charactenzed as temgene or contmental m ongm and conSIst of sedIments formed In warm, humId 
clImates, condUCIve to the formatIon of coal The Upper JurasSIC represents a general tranSItIon from 
contInental or near shore depOSItion transgreSSIng upward mto carbonates of manne orIgm 
Kazakstan geologIsts beheve that Upper JuraSSIC structures and stratIgraphIc traps have the best 
potentIal for hydrocarbon accumulatIon and development The JurasSIC sectIon IS generally absent 
across uplIfted areas m the northern and eastern portIOn of the Aral adjacent area 
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(2) The Lower Cretaceous-CenomanIan Senes, WIth few exceptIOns cover the Aral regIOn 
These sedIments reach theIr maxImum thIckness m the South and Southwestern part of the Aral 
adjacent temtory (UzbekIstan) where they reach a complete sectIon thIckness of 2000 meters These 
sedIments thIn north and eastward across the Aral Sea whIle mamtammg a complete sequence but 
gradually lose some of the lower sectIon m the Eastern Aral adjacent terntory Llthoiogicall) these 
sedIments are an mterlayenng of pnmanly contmental rocks WIth some mcluded carbonates The 
DImer Cretaceous IS represented by the Turan MaastnchskI senes whIch IS composed of manne and 
coastal manne faCIes that underlIe the entIre Aral regIOn The lower part conSIsts of gra\ and 
greemsh gray clays and sIltstones mterbedded WIth sandstones and reach a thIckness of 1 70 meters 
m the BarsakelmesskI trough The upper part conSIsts mamly of carbonate rocks, lImestones and 
marls, and has a maxImum thtckness of 350 meters 

(3) The Paleocene-MIOcene sedIments cover the Aral regIOn except for structural hIghs m 
the Northern Aral adjacent temtory where the sectIOn IS absent These are marme sedIments and 
have thIcknesses rangmg from 900-1400 meters The sedIments consIst of coastal manne and lagoon 
faCIes m the Northern onshore portIOn of the Aral Sea area (Ohgocene) 

(4) The Phocene-Quaternary covers the area for the first several hundred meters and 
represents vanous sedIments of coastal marme and lagoonal ongm 

The mterest m hydrocarbon occurrence IS belIeved to be lImIted to the thIck JuraSSIC sequence The 
Cretaceous and Paleogene sedIments are thought to contam some 011 and gas but generally not m 
commercIally recoverable quantItIes The results of an exploratIOn research program may mdIcate 
potentIal beyond that attnbuted to the JurasSIC 

OIL AND GAS POTENTIAL 

The Kazakstancasplshelf Jomt Stock Company, on the baSIS of mItIal geologIcal and regIOnal 
SeISmIC surveys, has made estImates of the amount of recoverable 011 and gas from the Aral Sea area, 
mcludmg ItS adjacent temtory as defined above Interested foreIgn mvestors may want to clanfy WIth 
KCS whether these estImates represent potentIally recoverable reserves, based on current 
technologIcal mterpretatIons, or whether they represent estImates of 011 and gas m place At any rate, 
the calculated recoverable hydrocarbons are as follows based on lOA ("Yuzhkazgeology") m 1991 

122 mIllIon tons of 011 and 113 bIllIon cubIC meters of gas under dry land areas of Northern and 
Western parts of the Aral adjacent temtory, 
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Two nnlhon tons of od and eIght bIlhon CUbIC meters of gas underlymg drv land In the Eastern 
part of the Aral adjacent temtones and 

(1) 131 mIllIon tons of 011 and 96 bIlhon CUbIC meters of gas under the Aral Sea proper 

KCS belIeves that the above potentials are underestmIatlOns of the actual amount ofhvdrocarbons 
present In the total area to be covered by Aral Sea ConsortIUm Agreement Part of the baSIS for 
behevmg large quantItIes of 011 eXIst m at least the JuraSSIC, If not m the entIre MeSOZOIc-CenozOIc 
sectIon, IS the presence of 011 m the JurassIc-Neocom senes of the South TurgaI 011 field about 250 
km to the east Kazakstan geologIsts beheve the JurasSIC In the Aral regIOn to have a strong 
correlatIOn With SImIlar lIthology and stratIgraphIc charactenstIcs to the Turgal In the temton Just 
west of the planned ConsortIUm area, three small to medIUm Paleocene gas depOSIts were dIscovered 
at a depth of 300-500 meters ThIs hydrocarbon occurrence IS only a few kIlometers west of the Aral 
adjacent temtory Traces of gas were also found m the 3000 meter deep Kulandy Key Hole # 1 m the 
1960's ThIs test was located along the east coast of the Aral Sea where It eXIsted at that time 

CURRENT STATUS OF ARAL SEA 

The current conditIOn of the Aral Sea IS a major envIronmental disaster In Central ASIa which 
dIrectly affects Kazakstan, UzbekIstan and TurkmenIstan In 1960, the Aral Sea was the fourth 
largest Inland lake m the world With an area of 70,000 square kIlometers (sq km) By 1989 the sea 
level had fallen 14 3 meters (approXImately 47 feet) and the surface area had shrunk by about one
half The surface area of the Aral Sea has contmued to shnnk smce 1989 to the pomt where the 
remaInIng water area IS about 40,000 sq km The Sallllity of the water has Increased threefold SInce 
1960 and IS now 4,500 nnllIgrams per lIter (mg/l) of Total DIssolved SolIds ThIS salInIty mcrease 
along With the mtroductIOn of fertIhzer and orgamc pestiCIde compounds related to past agncultural 
actIVIties m UzbekIstan and TurkmenIstan have destroyed the ecosystem, put an end to commercIal 
fishmg, and mduced drastIC declmes m health for people hvmg m the regIon 

As a result, severe population declInes have taken place throughout the entIre area smce the drastic 
coastlIne reductlOn and assocIated envIronmental problems have occurred The dIsaster stems from 
the huge dIverSIon of water from the Amu Darya and Syr Darya, two major central ASIan nvers 
WhICh formerly fed the Aral Sea Short and medIum term mItigatIon or reversal of the Aral Sea 
ecosystem dIsaster and the water qualIty and lacustnne envIronmental degradatIon appears to be next 
to ImpOSSIble ImtIal efforts are expected to focus on the most senous human Impacts such as 
accessIbIhty to potable water for famIlIes, schools and hOSPItalS, reduced contammatIon and bactena 
levels, and Improved sanItation and pubbc health 
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AssIstance, or promIsed asSIstance to allevIate these human health condItIOns have corne from 
several sources USAID has COmmItted several mIllIon dollars toward rehabilItatmg water wells and 
provIdmg chlonnatIOn eqUIpment The World Bank has entered mto dIScussIons relatmg to 
mvestment m reprur or pOSSIble extenSIOn of water transportatIOn hnes and water dIstnbutIOn 
systems In 1993, the five Central ASIan preSIdents met m K.zyl-Orda, Kazakstan and establIshed 
an Inter-State CouncIl for the Aral Sea They pledged that one percent of the GDP In the reglOn 
would be devoted to addressmg the overall (regIOnal) Aral Sea envIronmental problem Other 
groups, m addITIon to the World Bank and USAID are bnngmg polIcy-makers together to dISCUSS 
common concerns and forge mternal polIcy-based strategIes for dIsaster mItIgatIOn and long-term 
water management 

EnVironmental StudIes, Surveys and Assessments 

Durmg the past two years, the Government of Kazakstan, through ItS MImstry of Ecology and 
Bloresources, has focused mcreased attentIOn on the protectIon of aIr, water, and plant and anImal 
protecTIon, partIcularly those speCIes that are endangered, and to preserve the remammg wIldlIfe 
habItat areas The precedmg descnptIOn of the Aral Sea dIsaster IS mcluded m thIS Prospectus 
because m negoTIatmg the terms of a ConsortIum Agreement whIch may be m eXIstence for several 
years, foreIgn mvestors need to know the baselme of the enVIronmental and pubhc health condItIOns 
at the tIme the agreement has been establIshed The establIshment of productIOn WIll, of course, 
extend the oblIgatIon of foreIgn mvestors for many years after dIssolutIOn of ConsortIum actIVITIes 

What prospecTIve foreIgn mvestors should find attractIve m the Aral Sea ConsortIUm IS that a 
temporary WorkIng Group, "Kazakstan-CasPIJ" consIstmg ofKazakstani SCIentIsts and speciahsts, 
has entered mto a contract With Hagler-BaIlly Consultmg, Inc, to do an up-front ecologIcal and 
envIronmental reVIew of the Aral Sea Basm The scope of thIs lIDtial reVIew and the contents therof 
were determIned through a technIcal asSIgnment of the Jomt Stock Company, "Kazakstancaspishelf', 
whIch IS slated to be the Kazakstan State Partner and Operator m the Aral Sea ConsortIum Unhke 
the EnVIronment Impact Assessment reqUIred for such areas as the CaspIan Sea and surroundmg 
temtones, where SpeCIal ProtectIOn Areas have been establIshed, the Aral Sea EnVIronmental 
ReVIew should YIeld a lesser number of cntical assessment conSIderatIons The Aral Sea and 
surroundmg temtory (for purposes of thIS ConsortIum Agreement, the 1982 coastlme as a pomt of 
reference) IS currently at ItS most degraded stage Once the EnVIronmental Impact Assessment has 
been submItted by KCS to the MInIStry of Ecology and Bloresources, enVIronmental and water 
quahty momtonng programs are expected to be a pnmary oblIgatIon of the ConsortIum's 
EnVIronmental Work Program ThIs program IS deSIgned to protect the remammg ecosystem and 
also to make sure that ConsortIUm PartICIpants have a backlog of "State-m-tIme" data on changmg 
COndITIOnS m the Aral Sea and surroundmg temtory 
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The Aral ConsortIUm PartICIpants also have the advantage of KCS s pnor expenence of workmg 
With foreIgn 011 and gas comparues m the CaspIan Sea ConsortIUm AdditIOnall) the Government 
of Kazakstan, through Its Mlrustry of Od and Gas Industry and the Mlmstn of Ecologv and 
Bloresources, has been directed through a Decree Issued June 5 1996, to Implement RegulatIOns on 
the Procedure for Conductmg Offshore SCIentIfic Research connected WIth Petroleum OperatIons 
at Sea and m Internal Water BodIes of the Repubbc ofKazakstan WhIle these regulatIOns have the 
potential of becommg barners for gettmg the detaIled seIsmiC work accomphshed m a tlmeh 
manner, they also mdicate that the Government ofKazakstan IS dIhgently workmg toward adoptmg 
InternatIOnal EnVIronmental ProtectIOn Standards ThIs regulatory evolutIOn should be a benefit to 
Aral Sea ConsortIUm PartIcipants who are accustomed to Implementmg mternatIOnal standards for 
environmental protectIOn dunng all phases of 011 operations from seismic surveys through 
exploratIOn, development and eventually productIOn 

The State Jomt Stock Company (KCS) would be responSIble under the proposed ConsortIUm 
Agreement to obtam all necessary hcenses, permits and approvals 

SpeCial Problem 

One special problem that Will need to be assessed from a health and safety standpomt Will be the 
UzbekIstaru part of the Vozrozhdemye Island where bactenologlcal weapon testmg took place Tests 
were carned out by explOSIOn and by moculatIOn of ammals With rare cultures of plague and 
mahgnant anthrax, etc No human mfectlon IS known to have taken place Still, as a precautIOn, 
samplmg for reSidual bactena occurnng m the offshore vlclmty of the Island Will have to be 
undertaken pnor to the begmnmg of any geophYSical survey 

POTENTIAL INTER-COUNTRY AGREEMENTS 

Kazakstan, through the KCS, Will be negotIatmg an agreement With the nelghbonng country, the 
Repubhc of UzbekIstan, to allow expanSIOn of the general and detaIled seismiC surveys and geologIC 
studIes to cover all of the Aral Sea and adjacent temtory Nearly half of the Aral Sea area IS located 
m UzbekIstan and many of the promment geologIC and tectoruc features which are beheved to be 
potentially 011 or gas producmg, trend north-south cross the two repubhcs, both onshore and 
offshore If these negotiatIOns are successful and UzbekIstan Aral Sea temtory IS mcluded under the 
ConsortIUm Agreement, the Foreign Investors would have an OPPOrtunity to select addItional E&P 
blocks m accordance With whatever protocol IS agreed to m advance by Kazakstan and Uzbekistan 
Whether UzbekIstan State 011 mterests Jom the COnsOrtium or mamtaIn a role hmlted to a production 
sharmg agreement would be a subject of negotiatIon With Investor PartICipants At present, KCS, or 
as It Will be called m the ConsortIum, "Aralshelf', IS seekmg to become the Operator for both 
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countnes due to Its developmg role as an mternatIOnal exploratIOn and producmg compam and also 
due to Its expenence m negotIatmg and workIng With foreIgn 011 and gas companIes m the CaspIan 
Sea ConsortIUm 

KCS recogrnzes the dIfficultIes and shortcommgs of Implementmg an envIronmental protectIon and 
offshore pollutIOn management plan for one-half of a common body of water when the present and 
future ecosystem rehabilItatIon can only be met With success If the entire Aral Sea area can be 
holIstically addressed as one urnt The advantages of mtergovernmental mvolvement are man\ from 
a productIOn and exploratIOn aspect, and future enVIronmental studIes and work programs are gomg 
to be more meamngful and less duplIcatIve If conducted on an mtergovernmental basIS 

APPLICABLE LAWS AND REGULATIONS 

The Government ofKazakstan has Issued several laws pertammg to petroleum productIOn smce the 
advent of the CaspIan Sea ConsortIum agreement For example, a law on hcensmg has been passed 
and several sets of regulatIons have been promulgated m 1996, as reqwred by the PreSIdentIal EdIct 
Concernmg Petroleum ForeIgn mvestors are adVised that the Government of Kazakstan IS m the 
process of revlSlng 160 or more statutes and edIcts that were mhented from the former SOVIet Uruon 
Any consortIum agreement should have a solId "pomt m tIme" defirutIOn and be msulated from 
tranSItIOnal short-term changes m laws or regulatIons that may result from the Country's ongomg 
efforts to move to a more market-onented economy 

SELECTION OF E&P BLOCKS 

The current plan IS that the configuratIOn and SIze of ExploratIon and ProductIon (E&P) Blocks WIll 
be determmed upon the completIon of the ExploratIon Research Study KCS has developed a budget 
for Phase I of the ExploratIOn Research Study Trns budget has been submItted m draft form for 
mternal reVIew and sets forth costs of seismIC studies and also for dnllmg a lImIted number of 
stratlgraprnc tests to deeper honzons (2,500-4,000 meters) The KCS cost projectIOns for the Phase 
I work are shown m Table 1 Even though a budget has been prepared by KCS for these actIVitIes, 
tills development has occurred before any Consortium Agreement has been SIgned As a result, the 
Management CommIttee establIshed under the Aral Sea ConsortIum Agreement would have to 
approve both the content and financmg of the Work Program and of the budget projectIOns for future 
years At the tIme of preparatIOn of tills prospectus, the MIruStry of OIl and Gas Industry had not yet 
approved the plan and budget submItted by KCS 

The ExploratIOn Research Study IS conSIdered complete when the earlIest of the three followmg 
SItuatIOns occurs 
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(1) The date when all selsmiC survey lmes and stratlgraphIc tests lIsted m the approved Work. 
Program have been completed and processed to an agreed-to standard and appropnate 
structure maps have been produced wruch allow for data mterpretatIon or 

(2) The date when aggregate ConsortIUm costs for the ExploratIon Research Study reach a pre
agreed to maximum amount, or 

(3) The date when all Consortmm costs reach a pre-agreed to maximum amount 

Adjustments to the Annual Work Plan or to the proposed expendIture level for Phase I completIOn 
costs that may be proposed by the Operator or the mvestor PartiCipants are approved or demed b\ 
the Management Commtttee For example, some concern has been expressed m the Phase I 
prehmmary report prepared by KCS that the ablhty to transport heavy verucular eqUIpment over the 
salt saturated ground between the 1982 coastlme and the current coastlme may be lImIted to the 
wmter months when the ground IS frozen The costs and tImmg of ExploratiOn Research Program 
actiVities reflect this contmgency m Table I If the SituatiOn turns out to be better or worse than 
ongmally perceIved, the Management Committee has the optIOn to reVIse the budget accordmgly 

Process 

The Operator (KCS) m consultatiOn With the Investor PartICipants Will develop a map ofE&P blocks 
Wlthm the ExploratIOn area ThIs map Will show the most prospective (promIsmg) areas based on 
Phase I actIVitIes If the Foreign PartICipants are dIssatIsfied With the blockage selectIOn, they have 
the nght to request the preparatIon of a reVIsed map to replace the first one, prOVIded no PartICIpant 
has selected an E&P block on the baSIS of the ongmal map The blocks Will be unIform m SIze for 
a partIcular area However, the Operator may conSIder enlargmg the size of blocks located m areas 
that are conSIdered to be less productIve Furthermore, the Investor PartICIpants may request the 
mcluslOn of additIOnal blocks Blocks located m areas belIeved to have the best hydrocarbon 
recovery potentIal Will be arranged contiguously The PartICipants may request the Operator to 
develop the map ofE&P blocks any tlffie after the ExploratIon Research Study has been completed 
and the Operator shall promptly commence development of the map If the PartICIpants do not 
request a map, the Operator has 90 days after completIOn of the ExploratIOn Research Study to 
complete the map and to forward It to the other Consortmm Members 

A protocol needs to be establIshed m the Agreement on how E&P blocks are to be selected If 
structured as m the past, each Investor PartICIpant Will have an opportumty to select eIther one or two 
E&P blocks With a tImely wntten notIficatIOn to the MOGI or KCS delmeatmg hIS selectIOn KCS 
IS empowered to resolve COnflICtS m those cases where two or more PartICIpants select the same 
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block In those few mstances where KCS IS unable to resolve the conflict the MilliStrv of Oil and 
Gas Industry shall have the nght to run a closed tender WIth the block gomg to the highest bidder 
The loser has the nght to select another E&P block After all PartiCipants have selected blocks KCS 
has the opporturuty to select two blocks of Its own 

The Agreement encourages Investor PartICIpants to negoTIate among themselves for the purpose of 
reducmg the number of tImes the tender process has to be mvoked The realIty of course IS that 
some blocks, on the basiS of data collected appear to have better prospects than others Each 
PartICIpant contnbutes equally to the ConsortIUm m proportIon to Its mterest Hence the pnnciple 
of eqUivalent returns on thel! mvestment, takIng mto conSIderatIOn theIr relatIve nsks should be 
reflected m the ProducTIon Sharmg Agreements whlch Investor PartICIpants are peTmltted to arrange 
among themselves 

PRODUCTION SHARING AGREEMENTS 

The development of ProdUCTIon Sharmg Agreements IS a negoTIaTIon process Involvmg the Mimstry 
ofOll and Gas Industry, KCS, and the Investor PartiCIpants The productIOn shanng provISIons of 
the Caspian Sea ConsortIUm Agreement were negoTIated before the enactment of the 1995 
PreSIdentIal Edict ConcernIng Petroleum and varIOUS sets of regulatIOns and decrees that have 
subsequently been approved m 1996 KCS has mdlcated that the mtended process for negotIatmg 
productIOn sharmg agreements With potential PartiCIpants for the Aral Sea ConsortIum WIll be 
slffillar to the one that was used With the Caspian Sea ConsortIUm The prOVISIOns m Article 26 of 
the Law on Petroleum merely states that terms and conditIOns of such an agreement must be m 
accordance With applIcable law and hcense reqUirements, consldenng the terms and conditIOns of 
the model contract estabhshed by the Government of the Repubhc of Kazakstan A draft contract 
for prodUCTIon shanng was developed by the Mmlstry of 011 and Gas Industry m mId-l 995 thIS 
Prospectus mcludes an outhne of a typical ProductIOn Shanng Agreement, provldmg a short 
descnptIOn of the underlYIng pnnclples and hSTIng the pnnclpal mternatIOnally accepted 
components, AppendiX B 

Negotiations regardmg the shanng of productIOn generally occur as soon as practicable after the 
effeCTIve date of the COnsOrtIum Agreement The negotiatIons Will also mclude an agreement on tax 
schedules related to productIon and the Investor PartICipants' respective shares The production 
shanng agreement so negotiated Will be executed as soon as practicable after the selectIOn of E&P 
blocks by the PartiCIpants In the event that the Repubbc of Uzbekistan becomes a member of the 
Aral Sea Consortium, the negotIatIOn of terms WIll be Intergovernmental However, the Investor 
PartiCIpants, as a matter of common sense, WIll be given the opportunity to renegoTIate thel! 
productIOn shanng agreements If the terms amved at by the two Repubhcs are substantially different 
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for UzbekIstan and Kazakstan Smce the financial contnbutIOns by the ForeIgn PartICIpants are 
consIderable and are done at a tIme when the detaIled ExploratIon Research Program has not 
commenced, the financIal nsk to some PartIcIpants may potentlallv be greater than for others 
because the recoverable reserves under some selected E&P blocks wIll have a better prospeCtIVIt) 
As was dIscussed m a preVIOUS sectIOn of thIs Prospectus, Investor PartICIpants ma\ resort to 
combmmg E&P blocks pnor to sIgmng the Aral Sea ConsortIUm Agreement as a wa\ to aVOId 
problems among themselves 

NegotiatIons on producTIon sharmg agreements are generally VIewed on the good faIth pnncIple that 
all partIes want to corne to an equally benefiCIal arrangement One of the most cntIcal pomts of 
negotiatIon, of course, has to do With the IruTIal rate of return realIzed by the PartICIpants to recover 
the costs of theIr Imtlal mvestment and subsequent development program Most companies with 
suffiCIent finanCIal resources to partiCipate m exploratIon and productIOn ventures of a consortIUm 
magmtude have had considerable expenence m negoTIatmg ProdUCTIon Shanng Contracts more than 
what Will be descnbed m thIs prospectus The purpose here IS to surnmanze the process not the detaIl 
of the resultmg agreement The ultImate mterest of the RepublIc of Kazakstan IS to develop Its 011 
and gas resources efficIently and effectIvely The Government Wishes to attract those compames that 
have the technologIcal and finanCial resources to do so The Kazakstan share of productIOn Will be 
contIngent upon the success of the Investor PartICIpants, as well as that of the KCS Therefore, 
mutually attractIve productIon sharIng contracts should be attamable 

Foreign Investors should also be aware of the process favored by the Government of Kazakstan 
should the former fall to corne to an agreement on productIOn shanng If the partIes fall to come to 
closure on the prOVISIOns of the productIon shanng contract and on the short- and long-term 
objectIves of the Government, a medIator of mternatIonal reputatIon and stature wIll be appOInted 
by mutual agreement of all partIes Fmlure of the mediator to satlsfactonly resolve the Issues Wlthm 
a speCIfied tIme, usually two years, may cause the MOGI to hold all blocks preViously selected for 
two more years, after whlch tIme the E&P blocks can be offered to a thIrd party Costs of mediatIOn 
would be shared equally by KCS (50%) and the Investor PartiCIpants (50%) The ongmal 
Partlclpant(s) have the OppOrtunIty to bId on the projects under the same terms as offered the thlrd 
party, subject to an adjustment to take mto account the PrehmInary Fee paId under the PrehmInary 
ConsortIUm Agreement and the ConsortIUm Fee and ConsortIum costs pmd by the ForeIgn 
PartICIpants In the event that the ForeIgn PartICIpants elect not to exerCIse theIr optIOn, the thIrd 
party may acqUIre the nghts to such E&P Blocks However the thIrd party shall be reqUIred by KCS 
or the MOGI, as a condItIon to the effectIveness of ItS acqUISItIon of such nghts, to repay the relevant 
Investor PartICIpants the pro rata share of the PrehmInary fee, ConsortIum fee and ConsortIum costs 
attributable to such E&P blocks The above descnbed procedure, whIle faIr to PartICIpants, IS 
somewhat onerous and can be aVOIded If the ForeIgn PartICIpants are able to agree among themselves 
on the productIOn shanng terms to be negotIated 
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ENVIRONMENTAL AND SOCIAL WORK PROGRAMS 

In an earher sectIon oftlus preface, the current degraded status of the Aral Sea and adjacent temtOI"\ 
was descnbed The degradatIOn of the enVIronment and the water qualIty of the Aral Sea has brought 
on a vIrtual collapse of the SOClO-econOlruc mfrastructure of the area Investor PartIcIpants m an Aral 
Sea ConsortlUm WIll be expected to asSISt the Government of Kazakstan m preventmg further 
envIronmental degradatIOn, prOVIded the Government retams or acqUIres control over the causes of 
the Aral Sea problems The Repubbcs of Kazakstan, UzbekIstan, Turkmemstan and others have 
formed a Councll to deal WIth and resolve a number of mter-country envIronmental problems 
mcludmg those assOCIated WIth the Aral Sea and adjacent temtory Restonng the SOCIal 
mfrastructure of the Aral Sea area IS an ObjectIve of the Kazakstani Government 

In developmg EnVIronmental Work Programs, the ConsortIum PartICIpants may find It advantageous 
to separate enVIronmental and water qualIty Issues mto short and long term scenanos As part of the 
enVIronmental and ecologIcal studIes done by KCS and the Kazakstan Temporary Workmg Group 
"Kazakstan-CaspIJ", SCIentIsts have proVIded a qualItatIve analYSIS of the Aral Sea problems as a 
prelude to ConsortIum actIVitIes A quantItatIve defimtIOn of these problems m terms of potentIal 
tIme for mlugauon or abatement WIll reqUIre ConsortIum expertise, based on expenences gamed m 
other parts of the world NegotiatIOns regardIng the scope of the EnVironmental Work Program and 
the Management Plan With KCS WIll reqUIre prospectIve Foreign Investors to fully define the 
eXlstmg envIronmental and human health SItuatIOn m terms of potentIal costs for each task 

Investors should be prepared to develop theIr own SOCIal mfrastructure for company personnel and 
theIr famIhes who are mvolved m the Aral Sea COnsOrtium ExploratIon Research Study and beyond 
mto future exploratIOn, development and productIon actIVitIes thIS WIll entaIl constructIOn of 
schools, hospital faCIlItIes and other appropnate functIOnal actIVIty centers The Work program 
agreed to under the Consortium Agreement WIll mclude a commItment on the part of ConsortIum 
PartICipants to prOVIde finanCial assistance to the Government WIth wmch to mstall SImIlar faclhues 
for the Kazakstam populatIOn The objectIve of the Government IS to use the development of 011 and 
gas and the finanCial benefits denved therefrom to reestabhsh the pre-1960 population and ItS qUalIty 
of hfe and publIc health In thIs respect, the envIronmental work program and the SOClo-economiC 
mfrastructure restoratIOn program IS synergetic The long term VIabIhty of the Aral Sea area IS 
stnctly mmeral resource dependent at thIS tIme, because the sustamabIhty of human habItatIOn m 
the Aral Sea area IS conungent upon a VIable water supply, the Improvement of the water quahty of 
Aral Sea tnbutanes, and an enVIronment where human dIsease IS repressed and pre-1960 flora and 
fauna balances are acmeved ForeIgn mvestors who commIt to partICIpatIon m the ConsOrtIum must 
fully understand the Aral Sea SItuatIon before negotIatIOns begm, m order to gam long-term benefit 
from theIr mvestment 
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DRAFT CONSORTIUM AGREEMENT 

The next sectlon of tlus Prospectus contaIns a draft ConsortlUm Agreement whIch IS generalh 
patterned after the one developed between KCS and Investor Partlclpants for the CaspIan Sea area 
A rev lew of this document wIll show that many elements are necessary to formulate such an 
agreement One of the areas where the draft Consortlum Agreement dlffers from the Casplan Sea 
Agreement IS the role KCS IS commItted to assume m steenng foreIgn mvestors through the 
bureaucratIc mtncacles and compleXlues that must be dealt With when explonng for and producmg 
011 and gas In Kazakstan Several sets ofregulauons have been adopted SInce the Issuance of the Law 
on Petroleum Some of these, partIcularly the envIronmental and safety reqUIrements for offshore 
011 and gas actIVlues, are qUIte detaIled and could be a deterrent to ConsortIum development If KCS 
dId not play an actIve role m facIhtatmg the bureaucratic requuements The regulatory hurdles that 
must be overcome durmg the ImplementatIOn phase are not reflected In the draft Agreement because 
such matters do not affect the general relatIOnshIp of partIes to the Agreement 
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AGREEMENT 

KCS Draft 2 
of July 08 1997 

Between the Government of the RepublIc of Kazakstan 
and the Government of the RepublIc of UzbekIstan 

about Carrymg Out of Coordmated PolIcy m the Sphere 
of GeologIc Research Studies, ExploratIOn and ProductIon 

of Hydrocarbons m the Aral Sea Region 

The states - participants of the present Agreement m the person of Governments, 
heremafter - the Parties 

• 

• 

• 

• 

• 

gUided by ObjectIves and pnnclples of prevIous agreements signed With 
partIcIpation of the PartIes and by resolunons of the Head of the Repubhc of 
Kazakstan and the Head of the RepublIc ofUzbektstan, 

bUlldmg upon the tradItIon of aInIcable relatIOns, mutual acknowledgment 
and respect of state sovereignty, pnncipies of equal nghts and non
mterventlOn mto mternal affaIrs, temtonal mtegnty and ImpenshabIhty of 
the eXIsnng borders, 

confinnmg the responsIbIhtIes, undertaken by the partIes m theIr capaCItIes 
as States Party to the InternatIOnal Fund for the PreservatIon of the Aral Sea, 

seekIng to encourage stable development of the Aral Sea RegIon m a manner 
that makes appropnate use of Its natural resources, 

acknowledgmg the Importance of carrymg out coordmated actIVIties aImed 
to attract foreign mvestments for the development of subSOIl resources of the 
AraI Sea regIOn, 

agreed upon the follOWing 

Article 1 Bemg used m thiS Agreement the terms shall mean 

"ProJect" - a set of operatIOns conducted and servIces rendered m the Aral Sea 
RegIon related to geological research studies, exploration and producnon of hydrocarbons 
and attendant works, 
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"Aral Sea RegIOn' - water area of the Aral Sea With 1960 water lme and the Aral 
adjacent temtory, 

Article 2 CooperatIOn m the Aral Sea RegIOn shall be based on the follOWing pnncipies 

• use of the Aral Sea RegIOn for peaceful purposes, 

• 

• 

• 

Impenshablhty and mtegnty of the state borders of the PartIes m the Aral Sea 
regIOn, 

equal nghts, mutual profit, observatlon of norms of mternatIOnal treatIes and 
legIslatIOn m regard to protectIon of the enVIronment and bIOlogIcal and 
mmeral resources, 

mtegnty and mdIvisibilIty of the Aral Sea RegIOn dunng geologIcal research 
studIes, exploratIOn and productlon of hydrocarbons, 

• effiCIent development of the subSOIl resources, 

• estabhshment of common economIC, mvestment and tax pohcy for the 
operatmg entltles 

ArtIcle 3 In the purposes of support and successful executIOn of works, proVIded by thIS 
Agreement, The PartIes agreed to cooperate m the followmg spheres 

• geologIcal research studIes, exploratIOn and productIOn of hydrocarbons, 

• exchange of geologIcal, geophysIcal and other mformatIOn on the subsurface, 
and other data of a SCIentIfic-techmcal nature, 

• 

• 

• 

• 

conduct of jomt SCIentific-techmcal research and development of cooperatIOn 
projects, 

prombitIon of any actIVIty, capable of endangenng the enVlfonment and/or 
causmg damage to It, 

creatIOn of jomt ventures, capable to conduct operatIOns and render servIces 
under thiS project, 

most favorable treatment of each other, mvestors and conductors of 
operatIons m relatIOn to taxes and other payments to the budget, customs 
dutIes and other fees, mcludmg local taxes, fees and dutIes, 
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• 

• 

conduct of uruform polIcy WIth regard to project executIOn approaches 
Investors, Aral Sea shelf dIvlSlon Into lIcensed blocks use of Infrastructure 
belongIng to the PartIes and also productIOn and transportatIon of 
hydrocarbons, 

other forms of cooperatIon acknowledged by the PartIes as bemg neceSSaf\ 
for the executIon of the project 

ArtIcle 4 TakIng Into consIderatIOn the nnportance of the project, ecologIcal SItuatIOn In the 
regIOn, terms of condUCIng research studIes and In the purposes of attractIng foreIgn 
Investments for the ImplementatIOn of the project, the PartIes agreed to provIde exemptlon 
for all kmds of actIvItIes and servIces, and also for Imported and exported goods from all 
types of taxes, customs dutIes, fees, IncludIng local taxes dutIes and fees for economIC 
entItles durIng the penod of conduct of research studIes 

ArtIcle 5 The procedures and condItIons for JOInt actIvItIes for executIOn of the project shall 
be determIned by the present Agreement, InternatIOnal acts and legIslatIOn of the partIes, 
whIch are In compbance ProVISIOns of the present ArtIcle shall not cover other works and 
servIces, whIch are not related to the ObjectIves and tasks ofllie present Agreement 

ArtIcle 6 The PartIes shall approve the Intergovernmental CommISSIon for CoOrdInatIOn of 
actIVity of the state and local adtrumstratIons, econOmIC entItles, workIng at the project and 
for consIderatIon and resolutIon of Issues, related to the executIon of the present Agreement 
The COmmISSIOn shall COnsIst of representatIves of dIfferent mIrustrIes and departments and 
shall be headed by the Chrurman, appomted by the Governments of the PartIes by turns The 
term of work for the ChaIrman of the CommISSIon shall be 1 (one) year, WIth follOWIng 
replacement by the representatIve of the other Party 

ArtIcle 7 The PartIes agreed to deSIgnate the JSS Kazakhstancasplshelf to run the project 
In the capaCIty of an Operator 

ArtIcle 8 DIsputes related to the mterpretatIOn and appbcatIOn of the present Agreement 
shall be resolved by the CommISSIon created In accordance WIth ArtIcle 6 of the present 
Agreement 

ArtIcle 9 Nothmg In thIs Agreement may be mterpreted as Impedmg eIther of the PartIes In 
fulfillIng ItS obhgatIOns In accordance WIth any mternational agreement, In whIch the Party 
IS a party or may be a party, under the condItIon that such obhgations do not contradIct the 
prOVlSlons and purposes of thIS Agreement A Party whIch Intends to conclude agreements 
WIth other states on the Issues of development and exploratIon of od and gas depOSIts In the 
Aral Sea regIon, shall tImely nottfy and mform the other party of the condlttons of ItS 
partICIpatIOn In the proposed agreements 
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ArtIcle 10 Each Party has the nght to Withdraw from the present Agreement notIfvmg the 
other Party about Its Withdrawal ValIdIty of the Agreement for the InItIatmg Party stops 6 
(SIX) months after the date of receIpt of notIficatIOn b)' the other Part\ HereWith 
undertaktngs of the PartIes under the present Agreement In relatIon to the other Pam and 
foreIgn Investors shall be wholly Implemented 

ArtIcle 11. Any changes or addItIons to thIs Agreement may be made If submItted In wrItIng 
and agreed by the PartIes 

ArtIcle 12 Thts agreement shall enter mto force on the date of sIgnmg and shall be effectIve 
untIl one of the PartIes notIfies the other Party about Its deSIre to termmate It saId 
notificatIOn shall be made SIX months pnor to the eXpIratIOn of the valIdIty term of thIS 
Agreement 

After termmatIOn of the present Agreement ItS prOVlSlons shall apply to all the obhgations 
undertaken dunng the Its valIdIty penod ttll complete executIon of the oblIgatIOns 

Concluded In the CIty of ----- " " 1997 -------
m duplIcate In RUSSIan 

OffiCIal translatIOns Into Kazak and Uzbek are attached to each copy of the Agreement 

For the Government 
of Kazakstan 

For the Government 
of Uzbelostan 


