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EXECUTIVE SUMMARY

The draft Aral Sea consortium agreement and the intergovernmental agreement required under the
subject contract have been developed by HBIX consultants and have undergone numerous
discussions with representatives of Kazakhstancaspishelf (KCS) and foreign compamnies in
Kazakhstan The draft has been discussed with Uzbekistan’s specialists by KCS representatives

Thus report describes the purpose of the project and the marn steps undertaken by the developers of
the subject documents to achieve the targeted purposes It also contans an outline of the political
socio-economical, legal and regulatory environment during the project implementation period
Accomplishments and conclusions are set forth 1n the closing 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 1n creating favorable
conditions for attracting foreign investors in the development of o1l and gas resources of the Aral Sea
area The investment climate in Kazakhstan 1s viewed by many foreign investors as promising One
of the areas where such mvestment s particularly favorable 1s the development of Kazakhstan s o1l
and gas resources which require foreign capital and technologies

The mmportance of the Aral Sea project for Kazakhstan can not be overestimated In proposing the
Aral Sea Consortium, the Government of Kazakhstan’s (GOK) motives are simple continue the
trend of encouraging foreign o1l and gas companies with world class financial and technological
resources to enter into a consortium or another type of agreement to explore large onshore and
offshore areas of the sea Kazakhstan also needs foreign investments to derive income for upgrade
human health conditions which currently exist in the Aral Sea area and to determine 1if the
environmental condrtions can be improved Due to a number of reasons, the population of the Aral
Sea area has drastically decreased since 1960

Thas task was complicated by the fact, that the territory of the Aral Sea 1s shared by both Kazakhstan
and Uzbekistan with approximately half of the water area 1n each country

KazakhstanCaspiShelf (KCS) and the GOK, realizing, that participation of Uzbekneftegas (the
Uzbekistan state o1l and gas company) as a full participant 1n the Aral Sea Consortium o1l and gas
exploration effort 1s desirable from many standpoints, resulted 1n a request for USAID/HBIX to
assist 1n drafting an mtergovemnmental agreement aimed to create a foundation for the jomnt o1l and
gas activities m the region One of the advantages of the joint exploration of the region relates to the
Aral Sea environmental and socio-economic situations mn that the total ecosystem and human health
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aspects should be studied and evaluated as a unit
BACKGROUND

In mid-1996, HBIX was contracted to provide assistance to the GOK and KCS 1n 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 within the Kazakhstan portion of the Aral Sea
basin

By 1996, KCS and the GOK had already gained a wealth of experience in working with
international foreign o1l and gas compames through the Caspian Sea Consortium which was created
1n late-1993 to perform a comprehensive exploration research study of the Kazakhstan portion of the
Caspian Sea The Caspian Sea Consortium experience was very valuable to KCS for both the
technical and admrmistrative aspects of the business and 1t allowed KCS to idenufy certain
problems that are inherent to any first time venture and desire to mimmize the recurrence of those
difficulties 1n the orgamzation 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 in the Consortium Meetings were held with KCS executives and representatives
of the Caspian Consortium foreign participants to obtain a comprehensive picture of the
things that worked as well as deficiencies

. Comparative analysis between consortia and other types of ventures in the international
practice was prepared and country - specific recommendations for Kazakhstan were
presented as to how each type of orgamization agreement worked

. The draft Prospectus of the Aral Sea Consortium was developed using the Caspian Sea
Consortium Agreement as a model It took 1nto account the international expenence and the

lessons learned from the Caspian Sea activities and resulted 1n substantial revisions to some
sections

. Negotiations and discussion of the draft prospectus with KCS and the GOK allowed for
further improvements, particularly, the opportunity to involve Uzbekistan into the Aral Sea
project KCS recogmzed the need to mnvolve Uzbekistan and took the mitiative to bring
Uzbekneftegas nto the discussions

. A presentation of the Aral Sea Consortrum project was made on October 24, 1997, at the IV
International Geological Seminar On Geological Framework and O1l and Gas Bearing
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Prospectivity of the Aral Sea A number of foreign o1l and gas companies attended the
seminar orgamized by KCS, which was pursuing this opportunity to attract the attention of
foreign 1nvestors to the Aral Sea region HBIX consultants participated in the seminar and
saw a presentation on the summary of work completed

Simultaneously with finalizing the draft Intergovernmental Aral Sea Consortium Agreement
the legal basis for the jomnt development of the Aral Sea region by Kazakhstan and
Uzbekistan was proposed

During the summer of 1997, several drafts were prepared on the Intergovernmental Aral Sea
Consortium Agreement 1n consultations with KCS attorneys and took into consideration the
political, hustorical, geographical, geological, economical and other conditions 1n 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 1n future incomes and prospects for upgrading the environmental situation of the
Aral region

At the end of July 1997, the draft agreement was officially submitted to Government of
Uzbekistan by the GOK, which was followed by the discussion of the project at the
governmental and company levels in August 1997

Commussions for development of the intergovernmental 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 administrative structure

The final draft agreement was prepared on the basis of further discussions and negotiations
and submutted to KCS 1 September 1997 Since that time both governments have negonated
the final provisions of the agreement, but have yet to sign and adopt 1t

CONSORTIUM AGREEMENTS IN KAZAKHSTAN, PROJECT JUSTIFICATION AND POTENTIAL

In Kazakhstan, the o1l and gas belongs to the State, and the State o1l or gas company becomes an
automatic participant 1n the venture and 1s expected to substantial derive benefit from the extraction
of o1l and gas through Production shoring Agreements The GOK 1s eager to enter nto partnershups,
joint ventures, and consortia with foreign participants who have large financial backing and
technical resources to help Kazakhstan develop 1ts vast o1l and gas potential, not just in the Caspian
Sea area but throughout other potentially favorable areas, including the Aral Sea

Hagler Bailly
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Consortium as the Most Efficient Type of Agreement for the Aral Sea Project

The Caspian Sea Consortium 1s viewed by KCS and some of the foreign partners as a successful
effort which actually finished 1ts tasks ahead of the targeted date of completion In the view of KCS
if there were a group of joint ventures operating instead of the Consortium they could not have
accomplished their tasks 1n a timely manner, because they would have to negotiate contract
territories with several mimstries 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 completing the exploration research study within a specific time frame
The GOK has given prionty to the revitalization of the Aral Sea area, hoping to reestablish a viable
healthy population and develop a viable long-term infrastructure A large myjection of foreign caprtal
and investment 1s 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 mcremental improvement to infrastructure

A consortium may have the following long range benefits for foreign investors

. Participation 1n a consortium 1s almost a guarantee that foreign investors will be able to have
one or more contract territories to further explore, develop and produce o1l and gas 1n the
basin and appears to be efficient mechanism to conduct offshore operations on huge
undeveloped areas

. The consortium framework as proposed after review of the first draft by KCS would allow
the opportumty for foreign participants to retain unity long after official consortium activities
have terminated KCS, 1n fact, has favored keeping the Consortium 1ntact until the end of all
Petroleum Operations

. The Intergovernmental Aral Sea Consortium Agreement commits KCS to assist the foreign
participants through the regulatory process in getting all necessary approvals, permuts,
licenses, contracts, etc with both governments

Consortium Management and Organization

The Aral Sea Consortium would be an mcorporated contractual organization similar to the Caspian
Sea Consortium It will be created pursuant to an agreement among two or more foreign o1l and gas
companies, KCS and Uzbekistan, 1f 1t chooses to participate

Hagler Bailly
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As was the case with the Caspian Sea Consortium Agreement overall supervision and operational
control of the consortium operations would be vested 1n a management commuttee comprised of one
designated representative from each consortium participant

The operator, KCS, in the Caspian Sea Agreement and as proposed 1n this agreement represents the
second orgamzational control of the consortium and manages the day-to-day activities

The third orgamzational level of the consortium 1s represented by 1its staff line management and
employees KCS, as a consortium participant, in addition to being operator plays a specific role in
and has a distinct advantage over foreign o1l and gas companies 1n seeking licenses and contract
territory approval, and therefore 1s commutted to assisting foreign o1l and gas compames through the
existing bureaucratic process

In suggesting this orgamzational framework for the Aral Sea Consortium we have considered
experiences acquired during the Caspian Consortium operation as well as the current regulatory
environment 1n Kazakhstan, in 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 1s known to be a major environmental disaster in Central Asia
The surface area of the Aral Sea has shrunk from 70,000 square kilometers i 1960 to 40 000 square
kilometers by 1989 The salinity of water has drastically increased As a result, this area 1s suffering
from senous ecological problems, a depressed economy, and a detenorated socio-economic
infrastructure Human health conditions have seriously declined ,because adequate medical services
are no longer available

The KCS had entered into a contract with USAID/HBIX to do an up-front ecological and
environmental review of the Aral Sea basin Unlike the environmental impact assessment required
for such areas as the Caspian Sea and surrounding territories, where special protection areas had been
established, the Aral Sea environmental review should yield a lesser number of critical assessment
considerations HBIX contracted with local environmental consultants to prepare a report

KCS, on the basis of mitial geological and regional seismic surveys, has made estimates of the
amount of recoverable o1l and gas from the Aral Sea area and these estimated reserves appear to be
very promising as 1s seen from the following figures over 255 million tons of o1l and 217 billion
cubic meters of gas under the Aral Sea and adjacent territories 1n total These figures should appear
to be even more attractive when foreign companies realize, that operating in the Aral Sea region,
though required to assist and contribute 1n the rehabilitation program, will not face the same
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numerous restrictions and requrements which were applied to the activities 1 the highh
ecologically sensitive zones of the Caspian Sea The Aral Sea Prospectus outlined the preliminan
producing potential as provided by KCS data along with a description or efforts undertaken to
improve and modernize the data base

LEGAL AND REGULATORY ENVIRONMENT AND POTENTIAL INTER - COUNTRY AGREEMENTS

The regulatory environment in Kazakhstan 1s rapidly changing as the government 1s moving towards
the adoption of new laws and regulations and revising the old ones to meet international standards
and practices and to create favorable conditions for foreign investors The reflection on these laws
are incorporated mto Consortium management and Production Sharing Agreement

Apphcable Laws and Regulations
The GOK has 1ssued several laws and sets of regulations pertaining to o1l and gas production since

the advent of the Caspian Sea Consortium Agreement and 1s continuing this work, as demonstrated
by the following examples

. Law on Licencing, which been revised at least twice,
. Regulations for Offshore and Inland Water O1l Operations,
. Regulations on the Procedure for the Conclusion of Contracts to Conduct Subsoil

Operations, and

. The Law on Protection of the Environment
. The Law on Specially Protected Natural Territories
. Procedures for Granting Permits for Construction and Operation of Artificial Islands, Levees,

Facilities and Installations in Conducting Petroleum Operations

These are a few examples of newly adopted laws and rules, which currently regulate o1l and gas
activities, but there are still many gaps 1n the regulatory environment which need to be filled with
updated requirement which are both viable and flexible USAID/HBIX was also requested by KCS
and the GOK to facilitate this process by drafting offshore rules and regulations based upon
mternational practices and standards

These newer regulatory measures will impost the provisions of the Aral Consortium Agreement
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Production Sharing Agreements

Production sharing agreements (PSA) were negotiated before the enactment of the 1995 Presidential
Edict “Concerning Petroleum” and vanious the sets of regulations and decrees were drafted and
approved n 1996 The PSA process 1s a more regulated process due to the development and adoption
of draft PSA’s by the GOK

The Prospectus outlnes the principles of a production sharing agreements for the Aral Sea
Consortium and describes the process of negotiations for those types of contracts HBIX was asked
by KCS to develop 1ssue paper for three PSA scenarios

€)) The Consortium stays mtact until the end of the Exploration Research study similar to the
Caspian Sea Consortium

(2) The Consortium stays intact 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

Since nearly half of the Aral Sea area 1s located 1n Uzbekistan, the GOK, through KCS, has begun
to negotiate an agreement with the neighboring country If these negotiations are successful and the
GOU Aral Sea territory 1s included under the Aral Sea Consortium Agreement, the Uzbekistan
interests related to its role in the consortium will affect the final version of the Agreement
Preliminary estimates and possible versions of the Uzbekistan role were discussed by the drafters
of the Prospectus during several meetings with KCS experts

KCS requested USAID/HBIX technical assistance 1n drafting the intergovernmental agreement,
which would allow for joint operations in the Aral Sea area Considerable work was performed and
a final draft was prepared, which is detailed in the Description of Activities Section of this report

MAJOR RESULTS

Overall, major results of this task included development of the draft Aral Sea Consortrum Agreement
and draft intergovernmental agreement between Kazakhstan and Uzbekistan Importantly, this draft
agreements facilitated the governmental imtiatives related to the Aral Sea region rehabilitation
program and provided 1t with the reasonable and justified model of cooperation with foreign
investors to the mutual benefit of the parties This task also provided the foundation for the
negotiations between the GOK and GOU, which appear to be a magnificent result, if one takes into
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account the roots of the ecological disaster and weak expectations to resolve this ecological problem
1n a traditional way by hmitation of water consumption from the nivers feeding the Aral Sea For
many respects, the GOU’s participation may be focal to the success on the Aral Sea agreement

Additionally, during the work at the draft Consortium Agreement the Kazakhstam counterparts were
provided with a very valuable mformation on international experience in joint development of o1l
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
mntergovernmental agreement and the role of Uzbekistan 1n the Aral Sea effort therefore the project

has clearly helped the two countries 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 expenience of the USAID/HBIX representatives
cooperation with local governmental officials and company executives during work at the subject
project include the following

. The government and compames are willing to work with USAID and are applying for
technical assistance when they are able to identify the areas where international experience
and expertise are required, though some of the 1ssues arise during the course of work at the
projects, and this requires from the USAID and foreign consultants certain degree of
flexibility and ability to quickly respond to the changing situation

. Local specialists designated to discuss and accept the results of the work, performed by
USAID/HBIX, demonstrate sound knowledge of the subject, they are tramned 1n the basics
of the market economy and, international practice, and environmental concerns and are
asking for similar cases and their comparative analysis They are asking not only for the final
products, but for justification of the models suggested to Kazakhstan

. On the basis of the experience gained through implementation of this particular project we
can say that more opportunities for training could be provided, though this traming should
not focus on academic course, 1t should be tailored to the needs of the local specialists,
apphed to the situation 1n Kazakhstan and, most important, be task-specific, since the need
n traming 1 some specific areas is normally revealed during work at specific projects and
can hardly be predicted both by USAID contractors as well as by local participants

. The Kazakhstam1 Government and State O1l Compames like KCS, become more
sophisticated 1n their view of how to structure Agreements to the best economic advantage
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for their country USAID contractors have to be enough flexible in their own approaches to
recommend small changes that add value The USA or Western World approach does not
always shide easily into a system which has a different cultural, political and economic
experience Both sides of the effort stay on a learming curve which sometimes meets and
often does not Consultants have to mamtain 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 Citv of Almaty 1n the
Republic of Kazakstan among the GOVERNMENT OF THE REPUBLIC OF KAZAKSTAN (as
represented by the Minstry of O1l and Gas Industry) THE MINISTRY OF OIL AND GAS
INDUSTRY, as the designated regulatory body, KAZAKSTANCASPISHELF a State company
organized and existing under the laws of the Republic of Kazakstan (KCS) and acting 1n the capacity
of “Aralshelf “, and

(Investor Participants Listed )

(Each a “Party” and collectively the “Parties *)

WITNESSETH

WHEREAS pursuant to Resolution __ and the Force of the Law on Petroleum the
Government of the Republic of Kazakstan and the President have designated the Mimstry of O1l and
Gas Industry to be the responsible agency for the coordination of geological and geophysical
research and surveys, for o1l and gas exploration and production and for developing a Consortium
effort for the Aral Sea and Adjacent Terrtory, and

WHEREAS the Government through the Minstry of O1l and Gas Industry has formed KCS
and has assigned to KCS the night as sole organizer and coordinator of operations 1n the Offshore
and Onshore areas of the Kazakstan sector of the Aral Sea area, and

WHEREAS pursuant to the Charter of the State Company “Kazakstancaspishelf “, as
approved by the former Mimster of Energy and Fuel Resources on April 2, 1993, KCS shall
coordinate the geological and geophysical exploration for and production of o1l and gas deposits 1n
the Kazakstan sector of the Aral Sea 1n a project known as “Aralshelf *, and

WHEREAS the Government, as represented by the Minsstry, 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 right to
become a party to this final Agreement, and

WHEREAS pursuant to action taken by the Ministry of O1l and Gas Industry on (date) to
approve the Preliminary Consortium Agreement and to authorize the Ministry to coordinate with
other appropriate mimstries having regulatory authority over several geological, geophysical and



environmental aciviies and with KCS to develop programs for these activities for the Aral Sea
Exploration Area and

WHEREAS KCS mntends on a long range basis to become a self-sufficient o1l compans and
to mantain that status throughout the Aralshelf project and accordingly will lead with the
cooperation and support of the Investing Participants and otherwise as provided heremn the das-to-
day operations of the Consortium as Operator and

WHEREAS KCS desires and the Investor Participants are willing to provide techmical
assistance and training to KCS employees so as to assist KCS as Operator as provided heremn and

WHEREAS the Investor Participants are willing to fund Consortium operations on the terms
and conditions provided mn this Agreement, and

WHEREAS the Aral Sea Exploration Area has unique environmental and socto-economic
problems resulting from past activities that have degraded water and environmental resources to the
pomnt where a sustainable quality of life and human health 1s unlikely unless improvements and
human incentives can be introduced through the development of o1l 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 conducting the Exploration Research Study and other Consortium operations 1n
accordance therewith and (2) have concluded that the objectives of this Agreement are in the best
interests of the Republic of Kazakstan, and

WHEREAS the Parties are desirous of entering into this Agreement pursuant to which (1)
the Consortrum will conduct Consortium operations and (2) the Investor Participants are granted the
exclusive right to select a number of E&P Blocks (as specified 1 Section 10 3) and to negotiate the
terms and conditions for the exploration, development and production of each of such E&P Blocks
mn accordance with the terms and conditions set out herein

NOW, THEREFORE, 1n consideration of the premises and mutual agreements and covenants
hereinafter set forth, the Parties hereby agree as follows

=



ARTICLE 1
Defimtions

SECTION 11 Certain Terms Defined Capitalized terms used 1n this Agreement shall have
the respective meanmings as defined in the Schedule n Appendix __ The Schedule may be amended
to include additional terms upon approval of the Management Commuttee

ARTICLE 2

The Consortium

SECTION 21 Formation of the Consorttum The Consorttum is an umncorporated
contractual organization created pursuant to this Agreement and in conformitv with the laws rules
and regulations of the Republic of Kazakstan The Consortium 1s not a juridical entity and shall not
be construed as such, 1t shall not constitute a separate entity for tax purposes

SECTION 22 Purpose and Objective of the Consortium  The Consortium s purpose and
objective 1s the implementation of the Exploration Research Study 1n the delineated Exploration
Area and the Environmental Work Program In addition, as provided in this Agreement 1n the Work
Program and 1n the Budget, the Consortium shall carry out

+ the development and construction of such infrastructure 1n and with respect to the Aral Sea
Exploration Area as 1s 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 training programs for those employees of KCS and other
applicable Kazakstan entities not trained under previous Consortium programs and the equipping
of KCS as 1s necessary to implement the Exploration Research Study

SECTION 23 Scope of this Agreement In addition to specifying the terms and
condrtions pursuant to which 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 said Participants may explore develop and produce
hydrocarbons from such Blocks



ARTICLE 3

Consortiurn Management

SECTION 31 Structure of Consortium Management The overall supervision and
control of Consortium operations 1s hereby vested in a Management Commuttee (the ‘Management
Commuttee*) comprised of one representative designated by each Consortium Participant (each such
representative a “Representative on the Management Commuttee™) The Management Commuttee
will have the powers and duties specified i Section 3 2(b) Responsibility for managing and
conducting day-to-day Consortium operations 1s hereby vested in KCS which 1s herebv designated
operator for Consortium operations (the “Operator”) The Operator shall have the duties and powers
specified 1n Section 4 2

SECTION 3 2 The Management Committee

(a) Estabhishment and Composition The names of the imitial representatives on the
Management Commuttee and each of their alternates are listed in Appendix _ 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 representative or 1ts alternate
Each Consortium Participant agrees to authorize 1ts Representative on the Management Commuttee
and 1n hus absence, his alternate, to represent and bind such Participant with respect to any matter
which 1s within the powers of the Management Commuttee No Representative on the Management
Commuttee (or alternate) shall be entitled to compensation from the Consortium or the Operator for
performance of his duties as a member of the Management Commuttee Services to the Consortium
or the Operator other than those provided as Management Commuttee Representative shall be
compensated as provided m this Agreement The representative of KCS on the Management
Commuttee shall serve as Chairman of the Management Commuittee

(b) Powers and Duties of the Management Commuttee  Subject to the terms and
conditions of this Agreement, the Management Commuittee will exercise overall supervision and
control of Consortium operations Its powers and duties shall include the following

(1) consideration and determmation of all matters relating to general policies, procedures and
methods of carrying 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
m Section 15 3,

(4) nstructing the Operator with respect to third party claims and law swits as provided in
Section 4 6,

(5) approval of techmcal and managenal experts and the terms of their engagement as
provided m Sections 6 2 and 6 3,



(6)

@)
(®)

9)
(10)

(11)

(12)

(13)

(14)

(15)

approval of contractors and suppliers and the terms of their contracts as provided mn Section
7 1(b)

amendments to the Accounting Procedures as provided in Section 8 1

approval of an independent accounting firm and the terms of its engagement as provided
in Section § 2

removal of the Director General or the Deputy Director General 1n the event of Willful
Misconduct by exther or both as provided 1n Section 4 7

approval regarding the acquisition and disposition of any interest in real estate used n
connection with Consortrum operations and the terms thereof provided however that the
Operator may undertake any two (2) such transactions during each vear 1f the aggregate
value of both such transactions 1s less than fifty thousand U S Dollars (U S $50 000)
other than as expressly provided 1n this Agreement as an obligation of the Operator
determination of whether and to what extent the Operator will represent the individual
Consortium Participants 1n dealing with government authorrties and third parties msofar
as the same relate to Consortrum operations,

approval of public announcements or statements regarding this Agreement or Consortium
operations as provided m Section 23 3,

appointment, at the discretion of the Management Commuttee, of such advisorv or other
commuttees as the Management Commuttee determines are necessary or appropriate for the
timely and efficient conduct of Consortium operations,

approval of changes to the structure of the Operator’s admmuistrative setup and the
formation of other Departments and appointment of personnel as provided m Section
4 5(b), and

consideration of any other matter relating to Consortium operations which may be referred
to the Management Commiuttee by the Parties or any of them (other than any proposal to
amend this Agreement) or which 1s otherwise designated under this Agreement for
reference to the Management Commuttee and which matter 1s not specifically delegated to
the Operator pursuant to this Agreement The Management Commuttee however shall not
take any action that would be 1n conflict with the terms and provisions of this Agreement

(¢) Meetings, Notice The Management Commuttee shall meet at least quarterly The

Chairman of the Commuttee shall call quarterly meetings, and may call additional meetings at any
time, by giving notice to the other Commuttee Representatives at least twenty-one (21) calendar days
m advance of such meeting Any other Representative may request a meeting of the Management
Commuttee by giving notice to the Chairrman Upon receipt of such request, the Chairman shall call
a meeting of the Management Commuttee 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 periods may be
warved with the written consent of a majority of the Representatives on the Management Committee
The requesting Representative shall, in the notice to the Chairman, state the reason for requesting
a special meeting and 1f such reason 1s a reopening of a matter already resolved by a voted decision
of the Management Commuttee, unanimous concurrence by all Representatives shall be required to
hold a special meeting



(d) Voung. Attendance at Meetings Each Representative on the Management
Commuttee shall have one vote Each alternate shall be entitled to attend all Management Commuttee
meetings but shall have no vote except 1n the absence of the Representative for whom he 1s the
alternate In addition to the Representative and hus alternate each Consortium Participant mav also
at 1ts own cost, bring to the relevant portion of any Management Commuttee meeting such advisors
and support staff as are deemed approprate

(e) Contents of Notice Each notice of a meeting of the Management Commuttee shall
contain, (1) the date time and location of the meeting and (2) an agenda of the matters to be
considered at the meeting accompanted, 1f possible, by all information reasonablv necessar for the
Representatives to make informed decisions with respect to the matters to be considered A
Representative on the Management Commuttee by notice to the other Representatives given not less
than seven (7) calendar days prior to the date set for the meeting may add additional matters to the
agenda for a meeting The Management Committee may only consider at a meeting a matter not
contaimned on the agenda for that meeting 1f the Representatives on the Management Commuttee
(whether or not present at that meeting) unamimously agree that the matter be considered A negative
vote shall be accompamed by a statement as to why the matter should not be considered If the sole
negative vote 1s by KCS, the Representative of the Management Commuttee requesting the addition
to the agenda shall have the automatic right to bring the matter onto the agenda at the next scheduled
meeting of the Management Commuttee unless KCS provides written documentation that such matter
1s against the Laws of Kazakstan

(f) Location of Meetings All meetings of the Management Commuttee shall be held
i Almaty, Republic of Kazakstan, or other such location within or without the Republic of
Kazakstan as may be agreed to by the Chairman and a majority of the other Representatives on the
Management Commuttee

(g) Chairman’s Role for Meetings In addition to presiding at each meeting of the
Management Commuttee, the Chairman shall have the responsibility for (1) the timely preparation
and distribution of the agenda, (2) the orgamization of the meeting and (3) supervision of the
preparation of the minutes of each meeting and a written record of each vote taken at the meeting
The Chairman may appoint a secretary to carry out these functions

(b) Voung Procedure A quorum of sixty (60) percent of the Representatives on the
Management Commuttee shall be required for purposes of conducting a meeting of the Commuttee
Except as otherwise expressly provided in this Agreement, each decision of the Management
Commuttee, on a proposal properly brought before 1t, 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 meeting may vote on any matter on the agenda for such meeting by either (1)
appointing a proXy 1n writing or (2) giving notice of such vote 1n writing to the Chairman prior to
the submission of such matter for vote at the meeting The Chairman shall be entitled to veto any
decision of the Management Commuttee before or at the time the particular decision 1s taken if the



Management Commuttee decision or action would either

(1) cause the Consortium and 1ts Representatives to be out of compliance with anv or all
applicable laws, rules and regulations of the Republic of Kazakstan (including those laws
relating to the environment public health or safety) that were in force at the time the
Consortium Agreement was finahzed or

(2) would harm the international relations of the Republic of Kazakstan with anv other
sovereign nation The Chairman shall furmsh each Representative on the Management
Commuttee a written statement of why the veto authority was exercised 1n the best interests
of the Consortium Any such statement shall be made a part of the minutes of the meeting
set forth under part (j) of this section

(1) Record of Votes The Chairman of the Management Commuttee shall appoint a
secretary who shall make a record of each proposal voted on and the results of all such votes Each
Representative on the Management Commuttee shall sign and be provided a copy of such record at
the end of each meeting Such record shall be considered the final record of the decisions of the
Management Committee

() Minutes The secretary shall provide each Representative on the Management
Commuittee with a copy of the minutes of each Commuttee meeting within twenty-one (21) calendar
days after the end of the meeting Each Representative shall then have twenty -one (21) calendar
days after receipt of such minutes to give notice to the secretary of any additions or corrections The
secretary shall subsequently revise the minutes and provide each Representative with a copy of the
revised version Each Representative shall have ten (10) calendar days after receipt of the revised
munutes to notify the secretary of his Participant’s approval of the minutes Fatlure to give notice of
disapproval of the revised minutes within a ten (10) calendar day period shall be deemed approval
of such revised minutes In any event, the record of votes prepared in accordance with Section 3 2(I)
shall take precedence over the minutes described above 1n the event of conflict

(k) Voting by Wntten Consent In hieu of a meeting of the Management Commuttee,
the Chairman, or any Representative, may submut through the Chairman any proposal for a decision
of the Management Commuttee by giving each Representative a written description of the proposal
Each Representative on the Management Commuttee shall communicate his vote on such proposal
i writing to the Chairman and to the other Representatives within fifteen (15) calendar days of the
receipt of the written proposal description The voting procedure shall be as specified m Section
32(h) Any Representative that fails to communicate his vote within the above specified time period
shall be deemed to have voted for the proposal Within five (5) calendar days of the receipt date of
the proposal, any Representative may request that the proposal be decided at a meeting of the
Management Commuttee rather than by notice as provided above In such event, the Chatrman shall
call 2 meeting of the Management Commuttee 1n accordance with procedures described in Section
3 2 (¢) and such proposal shall be decided by meeting If no request for a meeting 1s made by the
end of five (5) calendar days, the Chairman shall notify the Representatives on the Management



Commuttee of the results of the vote including a tabulation of the votes of each Representative and
a copv of any written supporting statements which accompanied a negative vote

(1) Telephone Conference Any Representative of the Management Committee mas
participate 1n any meeting of the Commaittee by means of a conference telephone or similar
communications equipment by means of which all persons participating 1n the meeting can hear each
other Participation n a meeting pursuant to this Section shall constitute presence 1n person so long
as all other provisions of the Section 3 2 apply to such meeting

(m) Effectof Vote All decisions taken by the Management Commuittee pursuant to
Section 3 2 shall be conclusive and binding on the Consortium Participants

ARTICLE 4

Operator

SECTION 4 1 Appointment of Director General and Deputy Director General

Powers and Duties

(a) Appomntments In consultation with the representatives on the Management
Commuttee, the Chairman of the Management Commuttee shall appoint a “Director General © who
shall be the employee of KCS directly responsible for the day-to-dav activities of KCS as Operator
At the discretion of the Chairman of the Management Commuttee, said Chairman may act as Director
General until such time as a permanent Director General 1s appointed as provided above, provided,
however, that, 1n any case, the Chairman shall appoint a permanent Director General within six (6)
months of the date of this Agreement The Management Commuttee shall appoint the nominee 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 this Agreement and shall have the powers and duties set out 1n
a separate schedule approved by the Management Committee The Management Commuittee 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 jointly resolve 1ssues referred to them They shall jointly sign contracts, checks,
reports, statements and other documents on behalf of the Operator unless the Finance Procedure
Manual approved by the Management Commuttee specifies that the Director General alone may sign
certain 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 Commuttee as
provided 1n this Agreement, the Operator shall have the nght and obligation to conduct Consortium
Operations Except as provided in Section 4 7, such nght and obligation shall not be assignable



without the prior consent of each Investor Participant 1t 1s understood that 1n conducting Consortium
Operations the Operator will be acting as an international organization under the laws rules and
regulations of the Republic of Kazakstan The Operator s powers and duties include the foliowing

(a) to perform Consortium Operations in accordance with the laws of the Republic of
Kazakstan and the rules and regulations promulgated thereunder the provisions of this Agreement
the Work Program the Budget, the Environmental Work Program (including the Environmental
Management System) and the instructions of the Management Commaittee The Operator mav
however, deviate from the Work Program or the Budget 1n those cases where such deviation 15
termed a minor deviation as defined by written guidance developed by the Management Commuttee

(b) to conduct all Consortium Operations 1n a diligent safe and efficient manner 1n
accordance with the laws, rules and regulations of the Republic of Kazakstan and good and prudent
practices generally followed by the international petroleum ndustry under similar circumstances

(c) toacquire all permats, consents, licenses approvals, surface or other rights that mas
be required under the laws, rules and regulations of the Republic of Kazakstan for or in connection
with the conduct of Consortium Operations If the Republic of Uzbekistan becomes a Participant by
agreement, the Operators shall facilitate the administrative needs of Uzbekistan on behalf of Investor
Participants wherever possible,

(d) to permut the representatives of any of the Investor Participants to have at all imes
and at theirr own nisk and expense reasonable access to the Exploration Area and other applicable
locations 1n Kazakstan with the nght to observe all Consorttum Operations

(e) to promptly pay and discharge all liabihities and expenses incurred in connection
with Consortium Operations performed pursuant to Section 4 2 from funds deposited nto the
Consortium account, provided. always, that sufficient funds have been received from the Investor
Participants pursuant to Section 16 2(b) to allow 1t to do so,

(f) to plan for and obtain all requisite services and materials as and when necessary for
the efficient and timely conduct of Consortium Operations 1n accordance with procedures set out
this Agreement, the approved Finance Procedure Manual or as otherwise approved by the
Management Commuttee,

(g) to prepare and mamtain proper books, records and inventories of Consortium
Operations which shall be kept 1n comphance with approved Accounting Procedures and all
applicable laws, rules and regulations,

(h) to keep the Consortium Participants promptly and fully informed of all matters
having a sigmficant effect on Consortium Operations, and



(1) to take all necessarv and proper measures for the protection of Iife health the
environment and propertv 1n the case of emergency The Operator shall immediatels notifs the
Investor Participants of the details of anv emergencv and measures to be taken and the Investor
Participants shall so far as 1s practicable and reasonable assist the Operator (all costs incurred by
the Operator or the Investor Participants pursuant to such requests in connection with such
emergency shall be Consortium costs) provided however that the Operator shall not take anv action
that would be 1n confhict with this Agreement

SECTION 4 3 Information to be supphied by Operator The Operator shall promptls
provide the Investor Participants the following data and reports as they are produced and compiled
from Consortium Operations and as required pursuant to the approved Finance Procedures Manual

(a) all data pertaining to geological, geophysical and geodetic survevs and mnterpretations

(b) environmental data and analyses,

(c) reports regarding costs and expenses mcurred for Consortium Operations

(d) reports describing deviations from the Work Programs and the Budget and

(e) other appropnate progress reports on Consortiumn Operations as are requested from time to
time by the Investor Participants

SECTION 4 4 Organization, Management and Emplovees of Operator

(a) Organization and Management The orgamzation of the Operator will imtially be
as follows

(1) The Operator will have its principal executive office located in Almaty, Republic of
Kazakstan, with support offices in Aralysk and other locations to be determined by the
results of the Exploration Research Study,

(2) The Operator’s activities will be carried out by Departments as described in Section 4 5

(b) Employees of the Operator The Operator shall employ such personnel as are
necessary to conduct Consortrum Operations The Operator shall, in accordance with the Work
Program, the Budget and the laws, rules and regulations of the Republic of Kazakstan, determine the
number of such employees, their hours of work and their compensation In this determination, the
Operator shall adopt economic critena in accordance with mnternational standards applicable to
equvalent activities The Operator shall also retain foreign techmcal and managenal experts to assist
in Consortium Operations In addition to Consortium Operations, employees of KCS may perform
other operations unrelated to the purpose of the Aral Consorttum The costs and expenses mcurred
by KCS which are attributable to Consortium Operations (including remuneration paid to employees
of KCS engaged 1 Consortium Operations and an appropriate portion of KCS’s overhead) shall be
Consortium costs
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(c) Preference for Hinng Citizens of the Republic of Kazakstan The Operator shall
when employing personnel to conduct Consortium Operations give due consideration to

employment of citizens of the Republic of Kazakstan where such persons are appropriatelv qualified
for the position for which they are to be employed Those emplovees hired by the Operator whose
areas of expertise are environmental science, safety, geology, geophvsics or law shall have their
qualifications reviewed by the Management Commuttee since thev will be working directly with
expatriated techmcal and legal personnel of the Investor Participants

SECTION 4 5 Departments and Support Offices

(a) Departments The Operator shall have the following Departments which shall
conduct Consortium Operations and otherwise act pursuant to this Agreement

(1) Environmental and Safety Department,
(2) Public Relations Department,

(3) Legal Department,

(4) Finance and Accounting Department

(5) Contract and Procurement Department,
(6) Human Resources Department,

(7) Geology and Geophysics Department, and
(8) Logstics 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 appropriate to
conduct Consortium Operations shall be subject to approval of the Management Commuittee The
Operator shall, within the approved budget for Admimstration, and as approved by the Management
Commuttee, be entitled to make changes to any Department’s organization and to its manpower
planning (excluding the expatnate staff), as it deems necessary or appropriate for the proper conduct
of Consortium operations

(c) Functions of Departments and Support Office The Departments and Support
Offices, under the joint supervision of the Director General and the Deputy Director General, shall

assume operational responsibility for Consortium operations 1n accordance with a written schedule
approved by the Management Committee The primary responsibilities are as follows

(1) Environmental and Safety Department  To ensure the implementation of

environmental and safety policies and standards for Consortium operations 1n comphance with the
highest reasonable international standards for developing procedures and plans designed to prevent
further degradation of the Aral Sea and surrounding territory while mnstalling 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, public
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relations activities and media communications on behalf of the Consortium To promote adveruse
and explain Consortium operauons and the imnterests of the Republic of Kazakstan related to
Consortium operations To 1nterpret rules and regulations applicable to Consortium activiues

(3) Legal Department To provide legal advice and assistance to the Management
Commuttee and the Operator on applicable laws and regulations of the Republic of Kazahstan To
work mn conjunction with the relevant representatives of Government to develop draft legislanon and
regulations for o1l field activities including offshore operations and environmental protection
standards for o1l field related activities,

(4) Human Resource Department To supervise and control personnel recruitment
management and training m accordance with legislation of the Republic of Kazakstan regulations
and Consortium policies and procedures, and to ensure the efficient and effective utilization of
personnel resources,

(5) Fmance and Accounting Department To supervise and control the financial
and accounting activities of Consortium operations, ensuring comphance with appropriate laws and
regulations To handle the day-to-day finance accounting and tax activiies of Consortium
operations To implement the financial and accounting control and management systems set out 1n
the accounting and finance procedures manuals adopted by the Management Commuttee

(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
in compliance with approved procedures To develop standard forms for contracts and bid
procedures for Consortium operations mcluding the negotiation of contracts and the contractual
management of the bid process,

(7) Geological and Geophysical Department To plan coordinate supervise and
control the geodetic, geological and geophysical activities (data acquisition processing,
interpretation and storage) for the Consortium, including

(a) participating n the selection of contractors to perform seismic data acquisiion and
processing activities in accordance with the approved Work Program and monitoring the
quality of performance of the contractors, and

(b) implementing the Exploration Research program 1n accordance with the Work Program

(8) Logistics and Infrastructure Department To supervise and control the logistics
and infrastructure necessary and appropriate for the conduct of Consortium operations, as well as
other infrastructure projects (other than social infrastructure projects referred to in Section 24 4) as
approved by the Management Commuttee

(9) Support Offices To ensure the effective logistic support to Consortium

12



activities to be carried out n the Exploration Area To cooperate in the development of good
relations with local authorities agencies and entities 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 partv claims and
law surts which arise out of Consortium operations or relate 1n any way to Consortium activities
Except as provided 1n Section 4 6(b) and subject to the rights of the Parties pursuant to Section
4 6(c), the Operator shall represent the Parties and, n close cooperation with the legal counsel for
each of the Investor Participants, mnvestigate, mitiate, pursue, defend, oppose and resolve all third
party claims and law suits which arise out of Consortium operations 1n accordance with the approved
finance procedures or instructions of the Management Commuttee

(b) Each Party (other than the Operator) shall promptly notify the other Parties of any
claim or law suit made against such Party by a third party arising out of or relating i any way to
Consortium operations Insofar as such claim or law suit anses out of or relates to Consortium
operations, such Party shall investigate, defend, oppose and resolve the matter 1n accordance with
the 1nstructions of the Management Committee No Party shall initiate or pursue any claim or law
suit against a third party to the extent such claim or law suit arises out of or relates to Consortium
operations other than 1n accordance with the mstructions of the Management Commiuttee

(c) All costs and expenses (including legal costs and expenses) and damages as are
payable m connection with any claim or law suit referred to in Section 4 6(a) or (b) shall be
Consortium costs

(d) Notwithstanding Sections 4 6(a) or (b), each party shall have the right to participate
1n, and be represented by 1ts own counsel (1 €, counsel separate from any counsel retained by the
Operator to represent the Investor Participants as a group) 1n connection with any matter referred to
n the above sections at 1ts sole cost and expense No Party, however may settle 1ts portion of any
claim or law suit without first satisfying the Management Commuttee that 1t can do so without
prejudicing the interests of Consortium operations or the interests of the other Parties

SECTION 4 7 Replacement of Director General, Deputy Director General or Operator

(a) Durector General and Deputy Director General If, in the opinion of any Consortium
Participant, either the Director General or the Deputy Director General has engaged in Willful

Misconduct 1n the performance of his duties under this Agreement or 1n connection with the
performance of Consortrum operations, such Consortium Participant or investor shall have the nght,
through 1ts representative on the Management Commuttee, 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 Commuttee for the purpose of reviewing such person’s
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conduct If the Management Commuttee determines that such person s conduct constituted Willful
Misconduct the Chairman shall appomnt a new Director General as provided 1n Section 4 1(a) In the
case of removal of the Deputy Director General the Management Commuttee shall appoint a new
Deputy Director General as provided i Section 4 1(a) In the event the allegation of Willful
Misconduct 1s directed toward the Chairman of the Management Committee who 1s serving a dual
role as Director General as provided 1n Section 4 1 the Deputy Director General shall assume the
role of Acting Chairman with the concurrence of the Minuster of O1l and Gas Industry (MOGI) and
the Investor Participants In such case, the KCS shall appoint a temporary representative to carry out
their Consortium responsibilities, however, such representative shall not serve as Chairman during
the Management Commuttee process of determining whether the temporarily removed Chairman-
Director General has carmed out activities or taken actions which would constitute Willful
Misconduct If such Willful Misconduct 1s determined to have occurred, the KCS shall appoint a
new representative to the Management Committee who shall then serve as Charrman The KCS shall
be allowed to appoint the person who served as ‘ temporary representative during the Willful
Misconduct proceedings as Chairman once a determination has been made and removal of the
Chairman - Director General has taken place The new Chairman shall appoint a new Director
General with Sixty (60) days of his appomntment

(b) Operator In the event an Investor Participant beheves the Operator has engaged
m Willful Misconduct 1n the performance of its obligations under this Agreement or 1n connection
with the performance of Consortium operations, the Consortium Participants shall meet to discuss
the Operator’s conduct If the Consortium Participants cannot reach a resolution of the 1ssues raised
by the Operator’s conduct such that the Operator can continue to act n a viable capacity under this
Agreement, the Investor Participants shall have the right to request that the MOGI appoint another
state orgamzation of the Republic of Kazakstan to temporarily assume the role of Operator under this
Agreement The MOGI shall agree to so appoint another state orgamization provided that the
Operator has engaged i Willful Misconduct under thus Agreement or in connection with the
performance of Consortium operations

ARTICLE 5
Aralshelf
SECTION 51 Roles of Aralshelf It 1s recognized that 1n the performance of 1its
functions under this Agreement, Kazakstancaspishelf 1s acting 1n the following distinct capacities
under the Consortium project name of “Aralshelf “,

(a) as Operator,

(b) as a Consortium Participant (referred to herein when so acting as “KCS as a Consortium

>

Participant”™),
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(c) as the representative of the Mimstry of Oil and Gas Industry (referred to herein when so
acting as “KCS as the Mimistrv’s Representative ) and

(d) on its own behalf as a state o1l companv (referred to herein when so acting as “KCS)

ARTICLE 6

Technical and Managernial Experts

SECTION 6 1 Cooperation of Appointees The Director General and the Departments
shall work 1n close cooperation with such technical and managenal experts as are engaged in
accordance with the provisions of Sections 6 2 and 6 3 Technical and manageral experts shall
include representatives of the Consortium Participants as provided 1n Section 6 2 and to the extent
necessary and appropriate, outside consultants as provided in 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 1n the attached roster, the Investor Participants shall propose candidates from among their
personnel to be assigned to the Operator for purposes of assisting as technical and managerial 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
appointees as the desired choice of the respective Representatives on the Management Commuttee
In the event the KCS or one of the Investor Participants objects to an Assignee of a particular
Investor Participant, the opposing Party shall forward the name of the Assignee 1n question to the
Chairman of the Management Commttee for approval or rejection of the Assignee by majority vote
of the Management Commuttee

(b) Terms and Conditions of Assignees The terms and conditions of personnel
assignments shall be 1n accordance with this Section 6 2 The specific terms and conditions of each
assignment shall be set out 1n an assignment agreement approved by all of the Representatives on
the Management Commuttee The specific terms and conditions shall include, without hmitation,

(1) adetailed description of the functions to be carried out by the Assignee,

(2) the duration of the assignment, and

(3) the remuneration to be paid to the Assignee
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(¢) Duty of Assignees It shall be the dutv of the Assignees

(1) to perform the duties and assume the responstibilities attendant upon their nomnated posts
as may be properly required by the Operator and

(2) generally to provide faithful support for the efficient conduct of Consortium operations 1n
accordance with good petroleum industry practice

(d) Remuneration Assignees shall be remunerated as nearlv as practicable n
accordance with the normal personnel policies and procedures of the Investor Participant providing
the Assignee The remuneration package provided to the Assignees shall include but not be limited
to, the salanies, benefits, vacations, home leave, accommodations and educational assistance
ordinarily provided by such Assignee’s employer to employees serving outside their country of
domucile 1n circumstances simular to the Assignees Prior to any assignment the Investor Participant
providing the Assignee shall advise the Operator and the Management Commuttee as to 1ts applicable
personnel pohcies and procedures The Management Commuttee will take such polictes into account
in finalizing the terms and conditions of the assignment

(e) Payroll Costs During the period of Assignment, each Assignee shall 1n 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 1its
Assignee, including, without limitation, the payment of remuneration, benefits statutory burdens
and Assignee’s contribution to pension funds The Operator shall rermburse each Investor Participant
providing Assignees for all such payroll costs with the understanding that such reimbursement will
include a reasonable charge for administrative, handling and other costs incurred by the Investor
Participants Costs thus reimbursed will be subject to audit by the Operator pursuant to Section
8 3(b) The Management Committee may establish guidelines on the reasonable scope of
reimbursable costs to the Investors Participants relative to Assignees

(f) Consortium Costs All costs incurred by the Operator in providing assistance
and facilities to the Assignees as provided in the Assignment Agreements and in retmbursing 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 1s proposed
to be withdrawn from assignment for any reason, the Investor Participant shall propose suitable
candidates for replacement to the Director General The Director General shall appoint 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 nomination shall be forwarded to the
Management Commuttee 1n accordance with procedures set forth 1n Section 6 2(a)

SECTION 63 Engagement of Outside Consultants as Technical and Managenal
Experts To the extent the Operator determines that, in addition to the technical and managerial

experts assigned by the Investor Participants as provided in Section 6 2, the efficient and timely
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completion of Consortium operations requires the engagement of outside consultants as techmcal
and managenal experts the Operator shall appoint such outside consultants as are necessary with
the prior approval of all of the Representatives on the Management Commuttee All such experts
approved by the Management Commuttee shall be engaged by the Operator pursuant to service
agreements approved by the Commuttee 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 in Section 8 3(a)

ARTICLE 7

Contractors and Suppliers

(a) Engagement of Contractors and Suppliers The Operator may from time to time
engage such contractors and suppliers as are necessary and appropriate to provide services and
matenals for carrying out Consortium operations Such contractors and suppliers may include one
or more of the Investor Participants

(b) Approval of Contractors The Operator shall have discretion m engaging
contractors and suppliers as provided in the Finance Procedures Manual approved by the
Management Commuttee All other arrangements with contractors and supplhiers shall be subject to
approval by the Management Commuttee in accordance with Section 3 2(h), provided , however, that
the selection of geophysical and environmental 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 Commuttee A negative vote shall be accompanied by a written
reason for the non-concurrence

(c) TenderProcess It1sthe objective of the Consortium Participants that Consortium
operations be undertaken 1n a truly competitive manner Subject to Section 7(d), the Operator will
not engage contractors or suppliers except by 1ssuing tenders for contracts, materials and services
to mternationally reputable companies in accordance with the Tenderboard Procedure set out n the
Finance Procedure Manual Quality of service and product, commitment to tramning and equipping
citizens and entities of the Republic of Kazakstan and to transferring technology and expertise and
cost shall be given significant weight 1n the tender process

(d) Preference for Republic of Kazakstan Contractors and Supphiers In obtaimng and
procuring services and matenials for Consorttum operations, the Operator shall give due
consideration to obtaimng and procuring such services and materials from contractors and supphers
established or with current operations in Kazakstan and who primanily employ citizens of the
Republic of Kazakstan Such contractors and suppliers must be properly qualified and shall
demonstrate proof that they have sufficient experience to supply such services and materals in a
timely manner and with efficiency Such contractors and suppliers shall qualify 1f they can further

17



1

demonstrate that such services and matenals are of a qualitv simular to or better than and on terms
which are substantially competitive with those offered by contractors and suppliers not estabhished
or with current operations 1n Kazakstan or who do not primarnlv emplov Kazakstan citizens

(e) Investor Participants Responsibility and Guarantees The Investor Participants

shall be responsible for all costs and expenses incurred bv the Operator under all contracts entered
into 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 unwilling to accept
the credit of the Operator 1n entering into contracts for services and maternals necessary to conduct
Consortium operations In the event that such circumstances arise 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 suppliers to enter into such contracts and
provide the necessary services and materials The terms of such guarantees shall be reasonablh
satisfactory to the Investor Participants

ARTICLE 8

Accounting and Financial
Control Procedures, Currency Matters

SECTION 81 Accounting Procedures The Operator shall prepare and maintain at
its principal executive office accounts and financial records of Consortium operations prepared 1n
accordance with generally accepted accounting principles used by the international petroleum
industry consistent with the laws, rules and regulations of the Republic of Kazakstan all as specified
in the Accounting Procedures The Accounting Procedures may be amended by the Management
Committee by the affirmative vote of all Representatives on the Management Commuttee If eighty
(80) percent or more of the Representatives on the Management Committee vote for the amended
changes, non concurring members shall provide a written explanation of their objections to the
Chairman All accounts and financial records, and all accounting and financial reports prepared
therefrom, shall be maintained on a currency basis agreed to by the Representatives

SECTION 8 2 Independent Accounting Firm  For the purpose of ensuring adherence
to the Accounting Procedures and the Budget and addressing the responsibility of the President and
sentor accountant of KCS under Section 7 2 of KCS’s Charter 1n relation to Consortium operations,
the Operator will engage (name of firm) as a consultant The Investor Participants acknowledge such
engagement and consent to 1ts terms  All costs and expenses mcurred by the Operator 1n engaging
such accounting firm for the purposes described above shall be Consortium costs
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SECTION 83 Audits

(a) By Investor Participants Investor Participants collectively shall have the nght
on twenty (20) calendar days notice to the Operator and at their own expense to audit the books and
financial records of Consortium operations maintained by the Operator Each such audit shall be
conducted either by employees of the Investor Participants or an internationally recognized auditing
firm designated by such Participants In either case the auditors mav be non-residents of the
Republic of Kazakstan The Investor Participants shall make every reasonable effort to ensure that
all audits are conducted 1n a manner which will result 1n a mimimum of inconvenience to the
Operator The Investor Participants may not request an audit more often than once evers six (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 convenient 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 binding 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 imtially, at the Operator s offices in Almaty Republic
of Kazakstan

(b) By Operator The Operator shall have the right, 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 provision by such Participant of goods and services in
connection with Consortium operations unless such goods and services are provided pursuant to a
fixed price contract Each such audit shall be conducted by an internationally recognized auditing
firm designated by the Operator The auditors may be non-residents of the Republic of Kazakstan
The Operator shall make every reasonable effort to ensure that all audits are conducted 1n a manner
which will result in a mimmum of inconvemence to the Investor Partictpant 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 mnformation 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 recognized auditing firm All
costs and expenses incurred by the Operator 1n conducting such an audit shall be borne by the
Operator unless prior agreement 1s obtained from the Management Commuttee to deem such costs
as attributable 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 mdividual

Participants
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SECTION 8 4 Currencv Matters

(a) The Government of Kazakstan agrees that the Operator on behalf of the
Consortiumn may operate, to the extent that the Operator and the Management Commuttee determine
1s practical ona U S Dollar basis (maintaining accounts and financial records n U S Dollars) and
the Operator shall be allowed to mamtain and make payments out of accounts external to the
Republic of Kazakstan for the purposes of conducting Consortium operations Neither the Operator
nor any of the Investor Participants will be required to convert currency into Tenge or other local
currency except as they deem necessary for Consortium operations and to the extent that thev do
so they will not be prohibited from obtaiming the normal lawful free market rates of exchange for
commercial transactions

(b) The Government agrees that the Operator, on behalf of the Consortium mav recerve
foreign currency from, and pay foreign currency to, any Person whether a citizen or non-citizen of
the Republic of Kazakstan and whether a resident or non-resident in Kazakstan for goods and
services provided to the Operator by such Person 1 connection with Consortium operations and to
employees for their wages and salaries

ARTICLE 9
Insurance

SECTION 91 Insurance (a) The Operator shall obtain and maintain with respect
to Consorttum Operations such forms of insurance as are required by applicable laws rules and
regulations and such additional mnsurance, denominated in such currencies, as the Management
Commuttee may from time to time require

(b) The Operator shall obtain and maintain the types of insurance required under
Section 9 1 (a) in the mimimum amounts required under applicable laws, rules and regulations,
provided, however, that in the absence of requirements as to mimmum amount, the Operator shall
obtamn and mamtain amounts as are consistent with good and prudent industry practice

(c) The costs of all insurance obtained and maintained by the Operator pursuant to the
above sections shall be Consortium costs

(d) In respect to all insurance obtained by the Operator pursuant to Article 9, the
Operator shall

(1) with regard to additional insurance effected pursuant to Section 9 1(a), offer participation

to Investing Participants’ existing international insurance programs and/or to therr captive
insurance companies based on premrum terms and 1nsuring conditions established in the
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international insurance market Should anv investor participant elect to utilize etther or both
1ts international msurance programs or captive msurance companies the Operator shall be
entitled to request such information (which shall not be unreasonably withheld) as 1t mas
reasonably require concerming the financial security thereof

(2) promptly notify the investor Participants when such insurance 1s obtained and suppls each
of them with copies of the relevant policies when same are 1ssued

(3) arrange for other Parties to be named as co-insureds on the relevant policies with warvers
of subrogation 1n favor of all Parties and

(4) duly file all claims 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 with contractors performing work 1n Consortium Operations shall
require contractors to (1) obtamn and maintain msurance mn the types and amounts required by
applicable laws, rules and regulations or n accordance with any decision of the Management
Commuttee, (2) name the Parties as additional insureds and loss payees as therr interests may appear
on contractors’ insurance policies, and (3) obtain from their insurers waivers of all nghts or recourse
against the Operator and the other Parties

ARTICLE 10

Rights of Investor Participants to E&P Blocks

SECTION 101 Determination of E&P Blocks (a) The Operator shall in consultation
with the Investor Participants develop a map of exploration and production blocks (each an “E&P
Block” and collectively the “E&P Blocks™) within the Exploration Area in accordance with this
Section

(b) A map of E&P Blocks shall be drawn according to geographical coordinates using
mternationally recognized geodetic reference pomnts Said map shall cover the most prospective
sectors of the Exploration Area, based on the results of the seismic data acquired through the
Exploration Research Study, together with any additional sector that any Investor Participant
requests to be mcluded mn such map

(c) The map of E&P Blocks shall consist of a grid for the entire area of the Aral Sea and
adjacent territory which was covered through the Exploration Research Study Each gnid shall
consist of rectangular blocks of unmiform size and shape The grid shall be developed for that Aral
Sea and adjacent territory lying within the boundaries of the Republic of Kazakstan unless an
mtergovernmental agreement 1s signed with the neighboring Republic of Uzbekistan for their
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nclusion m the Consortium prior to the signing of all Parties to this Agreement The grids used in
the map of E&P Blocks shall be placed so that the most prospective structure within the Exploration
Area, as determined by the Investor Participants 1s covered bv the lowest number of E&P Blocks
provided, however that 1t 1s understood that each block on the map of E&P Blocks will be oriented
to the other blocks such that each side of each block will be coincident with the corresponding side
of the neighboring block (except where the side of the block abuts the border of the Exploration Area
or the boundary of the Republic of Uzbekistan )

(d) On or at any time after the date of completion of Phase I of the Exploration Research
Study (as defined 1n Section 10 2) the Investor Participants may request the Operator 1n writing to
commence the development of the map of E&P Blocks When such request 1s 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, mn writing 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 therr 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 of a map of E&P Blocks 1n accordance with Section 10 1(d), then the Operator shall
commence the development of such a map on the date of completion of the Exploration Research
Study (as defined 1n Section 10 2)

(f) The Operator shall complete each map of E&P Blocks and submut 1t to the Investor
Participants no later than ninety (90) days after the date on which such map 1s due to be commenced
in accordance with Section 10 1(d) or (¢) Failure to complete and submit each such map shall
constitute Wallful Misconduct by the Operator

SECTION 102 Completion of the Exploration Research Study (a) “Completion of
the Exploration Research Study” shall mean completion of the 8x8 sersmic profile grid 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 in the Work Program

(b) “Completion of the Research Study” shall mean the earliest of (1) the date on which
all seismic lines and test holes to be acquired under the Work Program have been processed to a
standard level and a series 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 ceitling in U S Dollars, or (3) the date on
which the aggregate amount of Consortium costs mcurred equals the allocated amount in U S
Dollars or other agreed to currency units
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SECTION 103 Selection of E&P Blocks (a) Each Investor Participant shall have
the exclusive and unrestncted right (but not the obligation) to select up to two (2) E&P Blocks from
anv part of the Exploration Area, 1n 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) by the
Ministry of Oil and Gas Industry or KCS or other competent designated authority on the terms of
the production sharing agreement negotiated n accordance with the provisions of Article 11

(b) At any ume after the receipt of the map or maps of the E&P Blocks 1n accordance
with Section 10 1, each Investor Participant may give the Operator written notice selecting 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 of E&P Blocks selected by such Investor Participant mas
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
during the period of Agreement negotiation (and whether or not the Investor Participants have by
that date recerved the map or maps of E&P Blocks 1n accordance with Section 10 1) each Investor
Participant shall have the night to select blocks pursuant to this Article Any selection made after
such date may be amended at any time prior to the earhier of six (6) months after completion of the
Exploration Research Study and the execution of a production sharing agreement by the Investor
Participants selecting such blocks

(c) The Investor Participants (excluding KCS) are encouraged to develop an internal
procedure for selecting 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 acting 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 right to run a closed tender among such Participants with respect to such E&P Blocks The
Investor Participant prevailing i such tender will be deemed to have selected such E&P Block 1n
accordance with Section 10 3(a) and (b) The parties acknowledge by this Agreement that 1t 1s their
mtention to avoid the tender process through negotiation whenever possible

(d) In exercising its rights described in Section 10 3(a) and (b) to select two (2) E&P
Blocks, each Investor Participant shall have the option of joining with one (1) or more other
Participants 1n selection a number of E&P Blocks (not to exceed two (2) per Participant) which such
Participants wish to explore and develop, and produce from jointly

(e) Each Investor Participant will have the right to be the Operator with respect to the
E&P Blocks selected by 1t In the event that two (2) or more Investor Participants select one (1) or
more E&P Blocks jontly, the Participants shall have the right 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 Blocks by the
Investor Participants as specified mn Section 10 3(b) or (¢) or (2) the date on which Investor
Participants have selected the maximum number of E&P Blocks to which thev are entitled KCS
shall have the right to select two (2) E&P Blocks KCS mav not select an E&P block that has been
selected by an Investor Participant in 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
Sharing Agreements

(a) As soon as practicable after the effective date of this Agreement the Investor
Participants and the MOGI, KCS, or other appointed competent authority shall commence the
negotiation of the terms of the production sharing agreements which will apply to the E&P Blocks
selected by the Participants as described i Section 10 2 The production sharing agreements with
The Republic of Kazakstan will be based on the currently used General Principles for E&P Block
Negotiations and will include all the matters set out in those General Principles together with such
other matters as the parties to such negotiations may agree This will mclude with respect to taxation
the tax principles and protocol applicable to production sharing agreements which are agreed to 1n
or pursuant to current tax laws and framework for the Republic of Kazakstan An outline of the terms
and conditions which might be used as a basis of framing production sharing agreements 1s attached
in Appendix B of the Agreement Each party to such negotiations shall be obligated to negotiate
reasonably and m good faith with a view to reaching an agreement which 1s consistent with
international standards and experience and provides for an economic arrangement which 1s
acceptable to all parties The production sharing 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 sharing agreements referred to 1n Section 11(a), and 1n
particular, the figures for cost recovery and profit for o1l or gas, shall be such that each Investor
Participant would, based on the assumptions agreed pursuant to a pre-negotiated formula, earn a
minmmum Internal Rate of Return of ____ percent (__%) on its investment in 1ts E&P Blocks if
future exploratory drilhing results 1n a commercial discovery of o1l or gas In any event, the figure
for cost recovery and profit of o1l and/or gas, which will be allocated to each Investor Participant to
reimburse 1ts exploration, development and production costs, will be at least _ percent Since the
economic factors for the profitable production of gas differ from o1l as do the processing and
marketing scenanos, separate production sharing agreements for gas exploration and production may
be considered by the MOGI and KCS, and the Investor Participants Appendix B assumes that
production sharing formulae for o1l and gas follow different principles
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(c) The parues to such negotiations shall use all reasonable endeavors to conclude the
negotiations of the terms and conditions of the production sharing agreements 1n accordance with
Section 11 (a) but prior to (date to be negotiated) If the parties to such negotiation are unable to
conclude the terms of the production sharing agreements bv (date to be negotiated) then a mediator
shall be apponted to assist m the resolution of all the outstanding 1ssues 1n the negotiations for the
period through the earlier of completion of the Exploration Research Studv or the failure of the
mediation (as hereafter described) The mediator shall be selected by mutual agreement of the parties
to such negotiations from among consultants and economusts of international standing with
experience in developing international production sharmg agreements Following consultations with
the parties to such negotiations the mediator will 1ssue such written recommendations as 1s deemed
approprate to resolve the outstanding 1ssues and the parties to such negotiations shall give even
consideration to such recommendations If any such party declines to accept the mediator s written
recommendations and any 1ssue remains outstanding for a reasonable period after 1ssuance of the
mediator’s recommendations, then the mediation shall be deemed to have failed Prior 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 1n good faith until the end of the two (2) year period referred to 1n Section
11(d) to try to reach agreement on the terms of the production sharing agreement notwithstanding
the failure of the mediation

(d) In the event the failure to agree on production sharing 1s among Investor Participants
and not an 1ssue that mvolves the MOGI or KCS, such Participants are encouraged to resolve
differences prior to negotiation with the entities of the Republic of Kazakstan 1n a manner similar
to the recommendation made for E&P Block selection in Section 10 3(d) In the event of the failure
of the mediation as set out m Section 11(c), the Government and the MOGI undertake that for a
period of two (2) years after completion of the Exploration Research Study, no other person or entity
will be offered or granted rights to explore, develop or produce from those E&P Blocks selected by
the Investor Participants

(e) After a further period of two (2) years following the end of the two (2) year period
referred to 1n Section 11(d), the MOGI, KCS, or other appointed 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 terms as those offered to the third party, subject, however, to an adjustment to take
account of the Preliminary Fee paid under the Preliminary Consortium Agreement and the
Consortium Fee and the Consortium Costs paid by the Investor Participant(s) That adjustment shall
take the form of a corresponding reduction in the signature bonus which would have been payable
by that third party, or failing that by some other appropriate means so that the Investor Participant(s)
1s 1n the same postition, taking into account the costs and fees paid by 1t, as that third party would
have been in In the event the relevant Investor Participant elects not to exercise such option, the
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third party mav acquire such rights, provided however that third party shall be required by KCS or
the appomnted competent body as a condition to the effectiveness of 1ts acquisition of such rights
to repay the Investor Participant the pro rata share of the Preliminarv Fee Consortium Fee and
Consortrum Costs attributable to such E&P Block or Blocks

(f) Nothing 1n 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 sharing agreement Neither
does 1t guarantee the actual rate of return realized by an Investor Participant on its investment 1 an
E&P Block

ARTICLE 12

KCS, THE MINISTRY and the GOVERNMENT

SECTION 121 KCS Participation 1 the Consortium KCS shall be a Consortium
Participant and shall have all rights of membership as provided 1n this Agreement As provided in
Article 3, KCS shall be represented on the Management Commuttee by one Representative who shall
act as Chairman and who may, until a successor 1s appointed 1n accordance with Sections 4 1 and
4 7(a), act as Director General

SECTION 122 KCS Personnel As provided in this Agreement, KCS personnel will
be represented 1n all aspects of Consortium Operations, including the gathering, processing and
interpretation of data KCS will act as the MOGIs representative on all operational matters
concerning the conduct of Consortium Operations and will work 1n close cooperation with the
Ministry and with other government ministries agencies and local authorities which may have an
mnterest in Consortium Operations

SECTION 12 3 Undertakings by the Government The Government undertakes the
following

(a) to procure the timely granting of all permuts, licenses, authorizations and approvals
required from any Mimstry, State Commuttee or other governmental entity or local governing body
in the Republic of Kazakstan which are necessary to give effect to this Agreement The activities to
be carried out hereunder and the rights granted to Investor Participants shall apply at all times
provided the Investor Participants (1) meet umformly applied requirements for the granting of such
permits, licenses, authorizations or approvals, (2) observe the laws, regulations and rules of the
Republic of Kazakstan and (3) fulfill their obligations under this Agreement

(b) to not take or permit any administrative action which would render this Agreement

or any obligation of any Party hereunder either illegal or impossible to perform, or which would
otherwise prevent the terms of this Agreement from being given full effect,
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(c) to mamtamn 1 full force and effect the nghts delegated to the MOGI or other
ministries having authoritv over E&P activities through law or regulation or to local government
entities,

(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 permit any Person (other than as is specificallv contemplated
by this Agreement) to conduct any seismic exploration, drilling development or production
operations 1n the Exploration Area, and

(e) to procure such measures as are required to give legal force and effect to tay
principles which are agreed m or pursuant to existing laws on taxation as they apply to this
Agreement and any production sharing agreement entered mto pursuant to Section 11

SECTION 124 Undertakings from the Mimustry of O1l and Gas Industry  The MOGI
undertakes

(a) to procure the timely processing and granting of all permts, licenses authorizations
and approvals required from any Minustry, State Commuttee or other governmental or local body 1n
the Republic of Kazakstan, which are necessary to give effect to this Agreement The activities to
be carried out hereunder and the rights granted to the Investor Participants shall apply at all times
provided the Investor Participants, (1) meet uniformly apphed requirements for the granting of such
permuits, licenses, authorizations or approvals, (2) observe the laws, rules and regulations of the
Republic of Kazakstan, and (3) fulfill their obligations under this Agreement,

(b) to pursue diligently the resolution of any matters or 1ssues that result from the
administrative 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 arise
from activities beyond the jurisdiction of the MOGI, the MOGI will coordinate with the
Governmental agency, KCS, and relevant local authorities to expeditiously resolve such matters,

(c) to provide the Consorttum Participants with such other assistance as they may
reasonably request and as may be given within the Mimistry’s junisdiction 1n order to give and
maintain effect to this Agreement, the activities to be carried out hereunder and the rights granted
to the Investor Participants hereunder, and

(d) to provide any assistance necessary to facilitate coordination of permuts,
authorizations, licenses and approvals for Investor Participants 1n the event Kazakstan comes to an
agreement with the Repubhic of Uzbekistan regarding E&P activities or Environmental Work
Programs within the Aral Sea and adjacent territory
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SECTION 12 5 Undertakings from KCS KCS undertakes

(a) to perform promptly and diligently all of 1ts obligations under this Agreement and
any other agreements entered mto with anv Investor Participants in connection with the  Aralshelf
Consortium Operations,

(b) to pursue diligently all governmental and local authoritv approvals and
authorizations necessary to give effect to this Agreement and the rights granted to the Investor
Participants hereunder,

(¢) to pursue diligently the resolution of any matters or 1ssues that arse to the extent
that such matters are within the jurisdiction of KCS, and to the extent not within 1ts jurisdiction to
coordmnate with the Government, the MOGI, and relevant authorities the resolution of such matters
Or 1SSues,

(d) to obtain visas for and provide access to all locations 1n the Republic of Kazakstan
relevant to Consortium Operations to all Investor Participant personnel as are necessary to enable
such personnel to fulfill their respective roles in implementing Consortium Operations

(e) to facilitate access to regional and local orgamzations, authorities and 1nstitutes in
the Republic of Kazakstan,

(f) to assist with housing, office space, transportation facilities and other logistical
aspects of conducting Consortirum Operations,

(g) to assist with the acquisition of and/or the allocation of the night to use land
buildings and facilities needed to conduct Consortium Operations and to store goods, equipment
material and spare parts,

(h) to assist mn obtaiming all agreements, work permits, land permits and lhicenses for
equipment and materials Corollary to this undertaking 1s the effort to facilitate the setting of
reasonable tariff rates and duties on such maternals and equipment to be used either directly or
indirectly m conducting Consortium Operations,

(1) to otherwise coordinate with all appropriate Government ministries, agencies and
local authorities when and where necessary 1n order to facilitate the efficient and timely completion
of the Exploration phase of the work program so that the actual production of discovered
hydrocarbons can commence 1n a timely manner and

(1) to provide the Investor Participants with such other assistance as they may
reasonably request and as may be within the KCS’s jurisdiction 1in order to give effect to this
Agreement, the activities to be carried out hereunder and the rights granted to the Investor
Participants hereunder
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(k) to provide coordmation of mspections bv other Government ministries (other than
MOGI) who have regulatory responsibilities for o1l and gas in such a manner that 1s efficient
economical and non-duplicative

ARTICLE 13

Investor Participant

SECTION 131 Covenants Each Investor Participant agrees to (a) subject alwavs
to Section 14 4 fund 1ts participating share of all Consortium costs as provided in Section 16 2

(b) otherwise promptly and diligently perform all of its obligations under this
Agreement and any other agreements entered into between such Investor Participants and the
Operator 1n connection with Consortium operations

(c) assist the Operator in obtaining visas for foreign visits bv all Operator Ministry
Government, and other personnel as are necessary to enable such personnel to fulfill their respective
roles mn implementing Consortium operations

(d) provide access to all locations under the control of such Investor Participants and
relevant to Consortium Operations to all Operator, Mimistry Government, and other personnel as
are necessary to enable such personnel to fulfill their respective roles in implementing Consortium
operations

(e) provide such assistance and cooperation as 1s reasonably requested by the Operator
from time to time n connection with obtaiming agreements work permits land permits and licenses
for equipment and materials and otherwise coordmating with appropriate Government munistries
agencies, and local authorities, and

(f) dihigently 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 Imitial Work Program and Budget Attached to this Agreement as
Appendices _and __ are the Imtial 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 14 2 These are referred to 1n this Agreement, respectively,
as the “Work Program” and the “Budget” The Imtial Work Program and Initial Budget represent
the scope of the Work Program which the Government of Kazakstan and KCS believe necessary to
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carrv out the objectives of the Consortium and the costs thereof

SECTION 14 2 Annual Work Programs and Budgets (a) Preparation of Annual Worh
Programs and Budgets Within mnety (90) calendar days of the execution of this Agreement in the

case of the proposed annual work program and the proposed annual budget for calendar vear 199__
and no later than ninety (90) calendar days prior to the end of each calendar vear thereafter the
Operator shall deliver to the other Consortium Participants a proposed annual work program
detailing Consortium Operations to be conducted during the following calendar vear and a proposed
annual budget detailing the estimated costs Each proposed annual work program and budget shall
be prepared by the Operator based on the existing program and budget and shall include at a
minimum, the following

(1) a detailed descrniption of the work to be performed during the following calendar vear
proposals as to contractors and suppliers necessary for the implementation of such work and
a detailed critical time path for performing such work and

(2) a detailed estimate of the costs and expenses to be incurred 1n performing the proposed
annual work program, including bids received from contractors and suppliers and a detailed
time schedule for the mcurrence of such costs and expenses

(b) Approval of Annual Work Programs and Budgets Within (30) calendar days of
delivery of the proposed annual work program and proposed annual budget the Management

Commuttee 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 Commuttee as provided mn Section 3 2(h), provided, however thatif (1) The proposed
annual work program 1s inconsistent with the set of tasks included 1n the Initial Work Program, (2)
the proposed annual budget exceeds the budget for that year as set forth in the Imitial Budget or (3)
the total amount budgeted for any one element of the proposed annual work program exceeds the
amount budgeted for such element for that year in the Initial Budget, approval of the entire package
of annual work program and budget ncluding the total amount budgeted for the one element shall
require unanimous approval of the Management Commuttee Except 1n relation to minor deviations
as provided in the approved Finance Procedure Manual the Operator shall not incur any
expenditures other than in accordance with an Annual Work Program and Budget

(¢) 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 minor
deviations to the annual work program or budget are necessary and approprnate the Operator shall
approve such mnor deviations and 1nstruct the appropnate Department to implement the deviation
activity To the extent that major deviations to the annual work program and/or budget are necessary
and approprniate, the Operator shall propose such major deviations to the Management Commuttee
for consideration Within (30) calendar days of receipt of the major deviation explanation, the
Management Commuttee shall meet to consider and endeavor to reach agreement on the proposed
deviations The procedural requirements for approval of proposed annual work programs and
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budgets as set out 1n Section 14 2(b) shall apply to the approval of proposed major deviations by
the Management Commuttee

SECTION 14 3 Completion of the Exploration Research Study  In the event the total
amount of the portion of the Imtial Budget allocated to the Exploration Research Studv 1s projected
to be expended prior to completion of the work program for such Studv (as set out in the mmal work
program), the Parties shall meet within thurty (30) calendar days of the discovers of a potenual cost
overrun to discuss and determine whether a reallocation of funding with categornes of the Initial
Budget 1s necessary and appropriate to complete the Exploration Research Studv KCS shall be
obligated to agree to such reallocation unless 1t can present compelling written reasons that such
reallocation would detract from compliance with laws and regulations or would otherwise jeopardize
the future development of the o1l and gas resources 1n the Aral Sea area

SECTION 14 4 Expenditure of Total Budget Notwithstanding any other provision
of this Agreement, the maximum aggregate expenditure on Consortium Operations nclusive of am
taxes that may be payable, shall be ( )i U S Dollars If Consortium costs reach this
amount 1n aggregate, Consortium Operations shall cease and shall be deemed to have been
completed

SECTION 14 5 Savings on Total Budget If Consortium costs incurred in completing
Consortium Operations are less than the total allocation 1n 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 151 Environmental Work Program In order to assist the Government of
Kazakstan 1n preventing further degradation of the natural environment, including flora fauna and
water resources needed to sustain a health based quality of life for residents 1n the Aral Sea Area and
to set 1n place some of the infrastructural changes required to create a gradual improvement of
environmental conditions through the financial gain from the development of o1l 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 Initial Work Program
and shall include the following elements

(a) The preparation of an environmental assessment to determine the current status
of the flora, fauna and marine hife population in the Aral Sea and surrounding land area to be
included 1n the Exploration Research Study Such assessment shall be used to determine if the
Exploration Research Study will create any potential environmental problems which should be

31



addressed bv the Operator in developing requirements for the Consortium Participants to follow
during Exploration and subsequent production related activities The Operator shall submit such
study to the Minustry of Ecology and Bioresources (or such other Government agencv or authority
as 1s established by laws or Presidential designation as responsible for evaluating environmental
impacts) for state ecological review

(b) The development of an Environmental Management Svstem which shall include
details regarding the special ecological, environmental or water resource conditions to be addressed
erther concurrently with the Exploration Research Study or by agreement of Investor Participants
and KCS shortly hereafter as part of o1l and gas exploration and production activiies The
Environmental Management System shall describe the activities to be carried out as a part of the
Aral Sea Area environmental upgrading program That part of the Aral Sea Territory (both onshore
and offshore) which hies within the territory of the Republic of Uzbekistan shall be included in the
Environmental Assessment, except that the Investor Participants shall not be responsible for
addressing environmental conditions in Uzbekistan unless so specified in the Consortium
Agreement

(c) Environmental traming programs are to be introduced to provide Aral Sea Area
site specific training for KCS, the National Academy of Sciences of the Republic of Kazakstan the
Minustry of Ecology and Bioresources’ staff and the MOGI All such training programs shall be open
for participation by those holding leadership roles in the Oblast(s) which exercise local
admunistrative control over a portion of the Aral Sea Exploration Research Study Area and

(d) The sponsorshp of an environmental awareness seminar specific to the Aral Sea
Area problems during the time when the Exploration Research Study 1s under way

SECTION 152 Coordmation The Parties recogmze that (a) the Environmental
Management System must be developed 1n such a way that Consortium Operations will be
conducted ;n 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
muinistries as well as interested regional institutes and other experts The views and advice of these
orgamzations and such experts shall be sought and taken into consideration throughout the process
contemplated by this Article 15

SECTION 15 3 Approval of Environmental Management System The Operator shall

propose the Environmental Management System to the Management Commuttee for approval as
provided in Section 3 2(b) Once approved by the Management Commuttee, deviations from the
Environmental Management System may be approved by the Management Commuttee as provided
n Section 3 2(b) provided such deviations are consistent with the program goals for reasonably
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addressing environmental quality 1ssues 1n the Aral Sea area and have been approved by the
appropriate authorities of the Republic of Kazakstan

SECTION 154 Conduct of Consortium Operations As provided n this Agreement
all Consortium Operations will be conducted 1n strict comphance with the environmental protection
principles and procedures of the Environmental Management System approved bv the Management
Commiuttee and such deviations from the Environmental Management Svstem as are approved by
the Management Commuttee and the appropriate authorities of The Republic of Kazahstan The
Environmental Management System shall include appropriate provisions and procedures for assuring
comphance with the environmental protection principles and procedures contained therein

ARTICLE 16

Financing

SECTION 16 1 Consortium Participant Costs,

(a) Investor Participant Fees As soon as the conditions of the Agreement have been
fulfilled 1n 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 beneficiar
as the MOGI shall specify, a consortium fee of ( ) in US Dollars This shall be the
Consortium Fee For the avoidance of doubt, under no circumstances shall any Investor Participant
be obhigated to pay the Consortium Fees as provided 1n this Section 16 1(a) 1f all of the conditions
of effectiveness contained 1n Section 19 1 (other than the condition contained 1n Section 19 1(b))
have not, n fact, been satisfied

(b) Consortium Fee Not Refundable = The Consortium Fee 1s being paid as
consideration for the special rights granted to the Investor Participants pursuant to this Agreement
and to compensate KCS for the expenditure (including costs and expenses associated with the
operation of KCS) which 1t will incur 1n connection with 1ts participation 1 the Consortium Once
paid, the Consorttum Fee paid by each Investor Participant will not be refunded to any such
Participant unless the KCS, as Operator 1s deemed guilty of Willful Misconduct under Section
4 7(b) and the MOGI fails 1n 1ts undertaking to appoint another duly qualified entity of the Republic
of Kazakstan to assume the role of Operator or fails to allow the Investor Participants to continue
the Exploration Research Study in some other joint venture or partnership arrangement under an
Agreement with mutually acceptable conditions and terms

(c) Certain Fees and Costs Not Recoverable The Preliminary Fee (as defined in the
Prelimimary Consortium Agreement) and the Consortium Fee paid by each Investor Participant and
the costs and expenses mcurred by each such Participant in connection with the development and
negotiation of the Preliminary Consortium Agreement and with this Agreement, will not be
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recoverable as a cost 1tem or otherwise bv such Investor Participant 1in connection with the
exploration and development of or production from such Investors Participant s E&P Blocks or
otherwise

SECTION 16 2 Consortium Costs

(@) Costs and Expenses of Consortium  In conducting Consortium operations the
Operator shall incur costs and expenses, (1) as and when provided for in the Budget (2) in
connection with any Major or Minor deviations to the Work Program as approved bv the
Management Commuttee, (3) as otherwise specifically approved bv the Management Committee (4)
as otherwise provided for in this Agreement, and (5) for the payment of taxes mn respect to the
foregoing as provided 1n Article 17 This mcludes all costs and expenses ncurred 1n accordance with
activities covered under this Agreement and those incurred by the Investor Participants i connection
with emergencies as contemplated in Section 4 2(I), delineation of the Aral Sea/land boundary
pursuant to Section 19 5 and 1n indemmfying the Operator pursuant to Section 25 1 These are
collectively referred to as Consortium Costs All Consortium Costs will be paid by the Investor
Participant as provided 1n Section 16 2(b) The Consortium Fee and the Preliminary Fee (defined
m the Preliminary Consortium Agreement) are not Consortium Costs

(b) Cash Calls by Operator On a monthly basis 1n advance or n the case of an
emergency, the Operator shall, 1n accordance with the Accounting Procedures and the Finance
Procedures Manual, notify the Investor Participants of the total amount of Consortrum costs to be
incurred by the Operator during the next succeeding month or in connection with such emergency
(each such notice, a “Cash Call”) Each Cash Call shall include a detailed list of the Consortium costs
to be mncurred during the next succeeding month or in connection with such emergency (including
any balancing adjustments referred to below) and the basis for each Consortium cost Within fifieen
(15) calendar days (or in the case of an emergency, within the number of days provided in the
Accounting Procedures) of the date of each Cash Call, each Investor Participant shall pay its
participating share of the total amount of the Consortium costs specified in the Cash Call in 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 accounting of expenditures as provided in the
Accounting Procedures and Finance Procedure manual In the event of a deviation between the funds
so deposited and actual expenditures during the month, approprate balancing adjustments (up or
down) will be made 1n the Cash Calls for future months

(c) Consortium Account The Operator shall mamtain a U S Dollar account in
accordance with the Accounting Procedures for purposes of receiving payments by the Investor

Participants pursuant to Section 16 2(b) and of making payments of Consortium Costs (“The
Consortium Account™)

(d) Local Currency Accounts The Operator will maintain local currency accounts
to the extent necessary for Consortium operations in accordance with the Accounting Procedures and
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the Finance Procedures Manual

(e) Recoverable Costs and Expenses The Consortium costs paid by each Investor
Participant will be recoverable by 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 during the negotiations referred to 1n 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 1n the agreement referred to m clause (1) of this Section) 1n
one or more of its E&P Blocks For purposes of evidencing the Consortium costs that are to be
recoverable by the Investor Participants as provided above, KCS will provide the Participants with
periodic written statements prepared 1n accordance with the Accounting Procedures certifving the
costs and expenses mcurred by the KCS 1n conducting Consortium operations and paid bv the
Investor Participants pursuant to Section 16 2

(f) Termmation of Funding Obhigation Upon completion of Consortium
operations, or deemed completion of Consortium operations as provided n Section 14 3 but without
prejudice to the Investors Participants’ obligations under Section 25 1, the funding obligation of the
Investor Participants under this Section 16 2 shall cease The mvestor Participants shall not be
responsible for any costs, expenses or liabilities incurred thereafter whether, (1) by KCS (2) 1n the
implementation of the Environmental Management System, (3) in the continuing operation of the
infrastructure projects carried out as a part of Consortium operations, or (4) otherwise howsoever

ARTICLE 17
Taxation

SECTION 171 Agreed Tax Principles  Set forth in the attached schedule are tax
principles which the Parties to this have agreed shall apply, to the extent set forth therein, to this
Agreement and any production sharing agreement entered into pursuant to Section 11

SECTION 17 2 Definition References to tax or duty in this Agreement shall mean
any and all taxes, duties, fees, levies, charges or similar such payments in the nature of taxes
imposed now or hereafter by the Republic of Kazakstan under the Law on Taxation of 1996 Any
revenue raised by any subdivision thereof or organs of state power or administration thereof, whether
central, regional, local or municipal, mcluding any general state taxes, local taxes and fees of general
application and local taxes and fees established by local authorities shall be deemed to be taxes under
the above definition
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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 this Agreement to the Investor
Participants as follows

(a) KCS 1s exclusively empowered under the laws of Kazakstan to develop and conduct
the study contemplated hereby to acquire seismic and other data relevant for the efficient timelv and
profitable development of Kazakstan s hydrocarbon deposits 1n the Aralshelf Exploration Area

(b) Except as contemplated by this Agreement and attached negotiated disclosure
schedules, no person or entity other than KCS, the MOG]I, and the Government has any rights
claims or options with respect to conducting seismic surveys 1n the Exploration Area or to the
exploration, development or production of hydrocarbons 1n the Exploration Area or which would
otherwise conflict with the terms of this Agreement

(¢) The execution, delivery and performance of this Agreement are within the MOGI s
and KCS’s power, having been duly authorized by all necessary action and do not

(1) wiolate any law, rule, regulation, article, writ, judgment, injunction decree, determination
or award,

(2) contravene the MOGI’s regulations or KCS’s organizational documents, or

(3) confhct with or result in the breach of any agreement, contract or other instrument binding
on or affecting the MOGI, KCS or affecting the Exploration Area

(d) Except as set forth mn the negotiated schedule developed under Section 18 1(b) above
and attached hereto, no authorization or approval or other action by, or notice to or filing with, any
government authorty or regulatory body or any third party 1s required for the due execution, delivery
and performance by the MOGI or KCS of this Agreement

(¢) There 15 no action, sut, mvestigation, litigation or proceeding affecting the MOGI,
KCS, or the Exploration Area pending, or to the knowledge of the MOGI or KCS threatened, before
any court, governmental agency of the Republic of Kazakstan, or arbitrator as to which there 1s a
reasonable possibility of an adverse determination and which purports to affect the legality, vahdity
or enforceability of this Agreement as 1t relates to the performance by such parties of 1ts obligations
hereunder or consummation of the transactions contemplated hereby

SECTION 18 2 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 deliverv and performance of this Agreement by such Investor
Participants are within their corporate power, have been duly authonized by all necessary corporate
action and do not, (1) contravene such Investor Participants organizational documents (2) violate
any rule regulation article wrt, ijunction decree determination or award or (3) conflict with or
result 1n the breach of, any agreement, contract or other mstrument binding on or affecting such
Participant

(b) No authorization or approval or other action by or notice to or filmg with am
governmental authority, regulatory body or third party 1s required for the due execution and delivery
by said Investor Participants of this Agreement

(c) No authorization, approval or other action by or notice to or filing with am
governmental authority, regulatory body or any third party 1s required for the due performance of
such Investor Participants of this Agreement other than as may be required under the laws of the
Republic of Kazakstan and regulations promulgated thereunder, the requirement for which would
not unduly imnterfere with the Investor Participants’ performance under this Agreement

(d) There 1s no action, suit, mvestigation, litigation or other legal proceeding affecting
such Investor Participant pending, or to their knowledge, threatened before any court, governmental
agency, or arbitrator as to which there 1s a reasonable possibility of an adverse determination and
which purports to affect the legality, validity or enforceability of this Agreement as 1s relates to the
Participant or 1ts performance of obligations set forth hereunder

(e) Such Investor Participant or qualified affiliate acting on behalf of or in concert with
the Participant adheres to the same obligations as the Participant and has sufficient financial means
to perform all of 1ts obligations under this Agreement

SECTION 18 3 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 1ts termination

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 1n Section 19 1(a))
shall be subject to satisfying the following the conditions of effectiveness prior to (date)

37



(a)

(b)
(©)

(d)

(€)

®

(g

(h)

The due execution of this Agreement bv each of the Investor Participants the MOGI on 1ts
own behalf and on behalf of the Government of Kazakstan and KCS

The payment of the Consortium Fee by each Investor Participant

Delivery to KCS, upon request of such assurances as KCS mav require with regard to the
ability of each Investor Participant to satisfy 1ts obligations under 1ts Agreement

The MOGI or other designated competent authority of the Government of Kazakstan shall
have 1ssued such resolutions or decrees as are necessary to ratify and confirm the terms and
condrtions of this Agreement and the respective rights and obligations of the Parties

The 1ssuance by the President of the Republic of Kazakstan or official designee and
delivery to the Investor Participants, of a Presidential decree as attached in Appendix

The written approval of the Parties of the various schedules developed through negotiation
of this Agreement including the Finance Procedure Manual the Presidential Decree
Accounting Procedures, the delineation of the Exploration Area and the Consortium
organizational structure and tramng program Upon approval each such document shall
become an integral part of this Agreement Additional matters may be addressed through
schedule changes or negotiated procedures and added to the Appendix of this Agreement
by unanimous approval of the Management Commuttee and with the concurrence of the
MOGI

The written confirmation by the Parties of the conformity of the English Russian and Kazak
(if required) versions of this Agreement (including the agreement on any necessary
translation changes), and

The receipt of each of the Investor Participants of Board of Directors’ approval or other
such corporate authority as 1s necessary for such Investor Participant to enter mto this

Agreement (1t being recognized that such Board or authonty shall act at 1ts sole discretion )

SECTION 192 Effectiveness Upon satisfaction of the conditions to effectiveness

contamed 1n Section 19 1 (other than (b)), KCS shall notify the Investor Participants that the
conditions have been satisfied and of the date on which the last of such conditions was satisfied
Following such notification, KCS shall notify each Participant that this Agreement shall be deemed
to be effective as of the date of such notice

SECTION 193 Best Efforts by Parties The Parties shall use their best efforts to

secure the effectiveness of this Agreement prior to (date) Parties are authorized to establish any
working groups or committees necessary to fulfill and delineate the obligations of the respective
Parties If all of the conditions to effectiveness contained 1 Section 18 1 are not satisfied on or prior
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to the date set out in Section 18 1 this Agreement shall become null and void and of no further force
and effect

SECTION 194 Termtonal Boundaries in the Aral Sea

(a) The Parties recognize that negotiations between the Republics of Kazakstan and
Uzbekistan have been taking place and may result 1n the inclusion of the latter in some Consortium
role either as a direct Participant or an indirect benefactor In erther case, a correct determination of
the subsurface mneral nights for each Republic 1s necessary and in view of the continuous lowering
of the Aral Sea surface area, the actual offshore boundary between the Republics of Kazakstan and
Uzbekistan may be a subject of dispute if not properly surveyed The Parties shall also recognize that
such Aral Sea surface area will continue to change even after the KCS and Investors Participants
have entered into 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 this Agreement 1s solely in the sovereign territory of the Republic
of Kazakstan and should any boundary disputes anse, in the absence of successful negotiation with
the Republic of Uzbekistan, all exploration or production activities carried out by Consortium
Participants shall be shielded from litigation over such boundary disputes by the Government of
Kazakstan

(c) The Government of Kazakstan will negotiate the national boundary with the
Republic of Uzbekistan with a view of preserving the Republic of Kazakstan’s sovereignty over any
disputed area Such negotiations will not conflict with the nghts granted to the Investor Participants
under this Agreement or the activities contemplated by this Agreement, provided however, that the
Government of Kazakstan’s undertaking 1n this Section 19 4 shall not prohibit 1t from agreeing to
a national boundary with Uzbekistan or nor shall 1t prohibit any other agreement as to the use of any
resolved undisputed area that conflicts with the rights granted to the Investor Participants under this
Agreement or with the contemplated activities if, in the Government’s view, the sovereign interests
of the Republic of Kazakstan require 1t

(d) In the event the Government agrees to an Aral Sea boundary or to an agreement
regarding the use of any resolved areal adjustment which makes the realization by the Investor
Participants of the benefits of this Agreement impracticable or impossible all expenditures for
Consortium operations on such area shall cease and the Parties will meet to discuss necessary and
appropriate amendments to this Agreement to resolve the matter In the event the Parties (acting 1n
good faith) do not unamimously agree to such amendments within ninety (90) calendar days of such
meeting, the Government will rermburse the affected Investor Participants on an areal-based prorated
basis If such agreement by the Government arises 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 this section shall have not been previously selected bv another Person

(¢) In the event the Government becomes obligated to reimburse the Investor
Participants pursuant to Section 19 4(d) the Government will pay to each affected Investor
Participant 1ts pro rata share (based on 1ts Participating share) of the portion of total Consortium
costs required to be reimbursed under Section 19 4(d) within six (6) months of the date on which the
event giving rise to the reimbursement occurred Such reimbursement shall be made at the option
of the Government, erther, (1) by a freely transferable cash payment in U S Dollars or (2) by
delivery to a pomnt of export of an equivalent amount of o1l or gas valued by reference to
internationally recognized market prices for the delivered type and quality of o1l or gas

(f) Under the circumstances described in Section 19 4(d) this Agreement (other than
the obligations of the Government under this Section 19 4 and the provisions of Articles 21 and 22
Sections 24 2 and 24 3 and Article 25) shall terminate and be of no further force or effect

SECTION 195 Land/Sea Boundary The Parties acknowledge that as of the signing
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 1s gradually receding The
Investor Participants, i order to lessen the reality of circumstances described in Section 19 4(d)
from occurring, agree to assist KCS 1n delineating a land / sea boundary and will prepare and submut
to KCS a proposal for such delineation The costs mcurred by the Investor Participants 1n preparing
a proposal shall be Consortium costs

SECTION 19 6 Environmental Impact Study As provided 1n the Environmental Work
Program, prior to commencing 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 territory to determine 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 1s seriously degraded, more detailed environmental
mmpact studies might be necessary for localized areas The Parties also acknowledge that certain
costs will be mcurred (including costs associated with mobilization of a seismic contractor) prior to
completion of any such localized environmental impact study 1n order to permit the seismic work
1n that portion of the Exploration Area to commence immediately following completion of the study
where the results of the study indicate 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 determine that
seismic work cannot be conducted mn a portion of the Exploration Area without harmmng the
remaining natural environment of the Aral Sea, including flora, fauna and remaimng marine life, or
cannot be conducted without the imposition of restrictions that would significantly increase the costs
of, or time required for, conducting such operations (**Adverse EIS Determination™), all expenditures
for that portion of the Exploration Research Study area shall cease The Parties shall meet to discuss
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necessary and appropriate adjustments to the Work Program and the Budget to take into account the
Adverse Determmation In the event the Parties (acting 1n good faith ) do not unamimously agree to
such adjustments within ninety (90) calendar days of the date of the meeting, the Government shall
remmburse the Investor Participants for the Consortium costs mcluding the costs associated with
conducting the environmental impact study, except the costs of those environmental impact studies
that the Investor Participants voluntanly carried beyond the level mandated by 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 required to be rermbursed under Section 19 6(a)
within six (6) months of the date on which the determination grving rise to such reimbursement
obligation 1s made Such retmbursement shall be made, at the option of the Government 1n the same
manner as set forth in Section 19 4(e)

(¢) The Government will cause the MOGI and Mimstry of Ecology and Bioresources
to evaluate the environmental impact study and make a determination with respect to the conduct
of seismic work 1n the Exploration Area, within three (3) months following the submission of such
study to the MOGI and other appropriate agencies MOGI and the said agencies shall act reasonably
and 1n good faith, they shall apply cost/benefit principles in making their determination, and they
shall adhere to prevailing international environmental standards and expertence 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 Bioresources The MOGI shall allow for a hearing and shall rule on the
proposal submuitted by the Consortium Participants within sixty (60) calendar days of the receipt of
the submuttal

(d) In the event the MOGI and Minstry 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

(¢) Inthe event this Agreement 1s not amended 1n reference to Section 19 6(d) following
an Adverse EIS Determination and the parties fail to agree to adjustments to the Work Program and
the Budget then, for a period of five (5) years from the date of such failure to agree, the Government
will not permit any third party to conduct activities the same or simular to those contemplated by this
Agreement without first offering such opportumty to the Investor Participants on the same terms and
conditions contained 1n this Agreement
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ARTICLE 20

Term of Agreement

SECTION 201 Term Except as otherwise expressly provided in this Agreement the
contractual relationship among the Consortium Participants shall terminate upon the occurrence of
the last of the following events (1) the completion or deemed completion of Consortium Operations
as provided 1n Section 14 4, (2) the signature and subsequent effectiveness of the production sharng
agreements referred to m Section 11 and (3) or the two (2) year period referred to 1in Section 11
unless the Parties agree to expand the role of the Consortium to include 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 continue 1n effect following any
termination of this Agreement

SECTION 202 Withdrawal of an Investor Participant

(a) All nghts of an Investor Participant under this Agreement shall terminate upon the
occurrence of one of the following 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, delivering assurances to KCS
of such Participant's obligations hereunder as contemplated mn Section 19 1(d) or

(3) A breach by such Participant of a material obligation under this Agreement which such
Participant has not cured or commenced and dihigently proceeded with recertifving within
thirty (30) calendar days of written notice 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 Within thurty (30) calendar days following such notice, KCS and
the other Investor Participants shall meet to discuss whether any of the remaiming Participants wish
to take an Assignment for no consideration of all of the rights and obligations under this 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 Participating Share, of
the nghts and obligations of the Participant affected by the Withdrawal Event and the Parties (other
than the withdrawing Participant) shall execute such documents and instruments as are necessary
to give effect to such Assignment In the event no Investor Participant wishes to take an Assignment
of all of the withdrawing Participant's nghts and obligations under this Agreement, KCS shall have
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the right to invite a thurd party subject to the approval of the remarming Participants (such approval
not to be unreasonably withheld) to take an Assignment of the withdrawing Participant's nghts and
obligations under this Agreement and the Parties (other than the withdrawing Participant) and such
third party shall execute such documents and nstruments, in form reasonably satisfactors to KCS
and the remaiming Investor Participants, as are necessary to give effect to such Assignment In the
event KCS does not propose a third party that 1s acceptable to the other Investor Participants within
three (3) months of the date of the notice of the Withdrawal Event, the other Participants shall
collectively have the right to mnvite a third party, subject to the approval of KCS (such approval not
to be unreasonably withheld), to take an Assignment of such withdrawing Participant's rights and
obligations under this Agreement and the Parties (other than the withdrawing Participant) and such
third party shall execute such documents and instruments, 1n form reasonably satisfactory to KCS
and the remaiming Participants, as are necessary to give effect to such Assignment In connection
with such Assignment such third party shall deliver to KCS a guarantee or other assurance of such
third party's obhgations under this Agreement in form and substance reasonably satisfactory to KCS
executed by an Affiliate of such third party reasonably acceptable to KCS In the event the remaining
Participants do not propose a third party that 1s acceptable to KCS within two (2) months following
the end of the three-month period referred to above, each such Participant shall be deemed to have
taken a pro rata Assignment, based on 1its Participating Share, of the rights and obligations of the
Investor Participant affected by the Withdrawal Event and 1n this event, the withdrawing Participant
shall remain liable to the remaiming Parties 1n respect of all the obhigations so deemed to have been
assigned (whether past, present or future)

(¢) Nothing mn this Section 20 2 shall relieve a withdrawing Investor Participant of any
of 1ts obligations under this Agreement or 1n any way himit any right or remedy that any party may
have against a withdrawing Participant for any breach by such Participant of any of 1ts obligations
under this Agreement

ARTICLE 21

Dispute Resolution

SECTION 21 1 Amicable Resolution In the event of any dispute arising out of or in
connection with this 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 instance 1n good
faith and using their best efforts seek to settle the dispute amicably through negotiation between
senior executives of the parties to the dispute who have authority to settle the dispute and who do
not have direct responsibility for administration of this Agreement or the matters in dispute Within
twenty (20) calendar days after delivery of said notice, such senior 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 information and to attempt to resolve the dispute If the matter
has not been resolved within sixty (60) calendar days of the disputing party's notice, or 1f the parties
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to the dispute fail to meet withun twenty (20) calendar days any parts to the dispute mayv mitate
mediation of the dispute as provided theremnafter in Section 21 2 If a negotiator intends to be
accompanied at a meeting by an attorney the other negotiator(s) shall be given at least five (5)
calendar days' notice of such itention and may also be accompanied bv an attorney  All negotiations
pursuant to this Section 21 1 are confidential and shall be treated as compromise and settlement
negotiations for all purposes including the admission of evidence in anv subsequent proceeding

SECTION 212 Mediation

(a) After the periods specified in Section 21 1 1f the dispute has not been resolved by
negotiation, any party to such dispute may initiate a mechation proceeding by notice to the other
party or parties to such dispute

(b) The parties to the mediation proceeding shall endeavor to agree upon the sole
mediator The mediator shall be impartial and mdependent from any party to the mecdiation
proceeding If the parties to the mediation proceeding do not agree upon the mediator within twenty
(20) calendar days of the notice to medhate, the mediator shall be selected by the President of the
International Court of Justice at The Hague The mediator 1s disqualified as a witness consultant
attorney or expert i any subsequent proceeding 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 1n connection with the mediation shall not
be admissible 1n any other proceedings Evidence otherwise admissible 1n a subsequent proceeding
shall not be excluded merely because 1t was presented n the course of the mediation

(d) Five days before the first mediation conference, each party to the mediation
proceeding shall provide the mediator with a concise statement of its contentions and supporting
evidence relative to each issue i 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 executive shall be prepared to discuss all 1ssues 1n dispute 1n detail and 1n good faith

(e) The place for the mediation conferences shall be agreed to by the parties to the
mediation proceeding Failing agreement within tharty (30) calendar days of the date of the notice
invoking mediation hereunder, the place for mediation shall be Geneva, Switzerland

(f) The parties to the mediation proceeding shall negotiate in good faith to agree on a
single language for the proceeding, n order to save time and reduce costs In the event no such

agreement 1s reached

(1) The parties to the mediation proceeding shall present their respective written statements n
English, Russian, and Kazak (if required)
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(2) anv other documents shall be translated if the mediator or amv party to the mediation
proceeding so determmes and

(3) there shall be interpretation mnto Russian English and Kazak (1f requured) at all conferences

(g) Efforts to reach a settlement will continue until the conclusion of the proceeding
which 1s deemed to occur when

(1) awrtten settlement 1s reached, or

(2) the mediator concludes and informs the parties to the mediation proceeding in writing that
further efforts would not be useful, or

(3) the parties to the mediation proceeding agree 1n writing that an impasse has been reached
No party to the mediation proceeding may withdraw before the conclusion of the proceeding

SECTION 21 3 International Arbitraion (a) In the event that a dispute referred to 1n
Section 21 1 1s not settled amicably pursuant to Section 21 1 or Section 21 2, such dispute shall be
finally settled by arbitration 1n accordance with the UNCITRAL Arbitration Rules as at present in
force by three (3) arbitrators who shall be appointed 1n accordance with Article 7 of the UNCITRAL
Arbitration Rules For the purposes of the UNCITRAL Arbitration Rules the appointing authority
shall be the President of the International Court of Justice at The Hague

(b) The place of arbitration shall be agreed to by the parties to the arbitration and
failing agreement within thirty (30) calendar days of the date of the notice invoking arbitration
hereunder, shall be Geneva, Switzerland The arbitrators may appoint a secretary with offices and
facilities 1n the place of the arbitration to provide admimistrative services in support of the
proceedings

(c¢) The parties to an arbitration proceeding shall negotiate in good faith to agree on a
single language for the arbitration proceeding, n order to save time and reduce costs In the event
no such agreement 1s reached

(1) the parties to the arbitration shall present their respective statements of claim, defenses or
otherwise 1n English, Russian and Kazak (1f required),

(2) any other documents shall be translated if the arbitrators or any party so determines,

(3) there shall be interpretation into Russian, English and Kazak (if required) at all hearings and
conferences, and
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(4) the award and the reasons supporting 1t shall be translated mnto Russian English and kazal
(if requured)

(d) The award of the arbitrators shall be final and binding upon the parties to the
arbitration and may if necessary be enforced by any court of competent jurisdiction or other
competent authority Save as aforesaid, all nghts of appeal and of application to anv court of law
whatsoever 1n any country are hereby excluded 1n relation to anv arbitration hereunder and any
award made therein

(e) The law governing any arbitration proceedings under this Agreement shall subject
to the UNCITRAL Arbatration Rules, be the Goverming Law set out 1n Section 26 2 and not the
principle of ex aequo et bono or otherwise

SECTION 214 Sovereign Immunity To the extent that the Republic of Kazakstan
the Ministry of Oil and Gas Industry, or KCS has or hereafter may acquire any immunity from
jurisdiction, with respect to themselves or their property, 1n any arbitration under Section 21 3 or
n any proceeding to confirm or enforce such an arbitration award, each hereby irrevocably warves
such immunity n respect of 1ts obligations under this Agreement and agrees that 1t will not raise the
defense of sovereign immunity The foregoing waiver and agreement are intended to be effective mn
any junsdiction mm which any such arbitration or any such proceeding with respect to an arbitration
under this Agreement may be commenced This waiver and agreement shall not be effective 1n
respect of any person other than the Investor Participants and their permutted assignees acting under
the specific circumstances contemplated hereby

ARTICLE 22

Force Majeure

SECTION 22 1 Force Majeure (a) No Party shall, in any event, be under any lLability
for failure to perform any obligation hereunder 1f and to the extent that such failure to perform 1s
caused by Force Majeure, provided, however, that Force Majeure shall not excuse any obligation
to make payments called for pursuant to this Agreement

(b) Following the occurrence of Force Majeure, the Party affected thereby shall, as soon
as practicable after that occurrence has come to 1ts attention, give prompt notice thereof to each of
the other Parties describing 1n reasonably full detail such Force Majeure, the effect such Force
Majeure 1s 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 intends to pursue to remedy the Force
Majeure and mitigate 1ts effects in 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 relating to the Force Majeure and 1n any case not less than monthly The giving of
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such notice shall not be a condition precedent to the right of a Party to invoke the protection of this
Section but 1f no such notice 1s given by such Party within thirtv (30) calendar days of 1ts becoming
aware of the occurrence of Force Majeure and the reason of giving such notice was not prevented
or delayed by reason of Force Majeure that Party shall be hable for anv damages caused to anv other
Party by failure to give such notice

(c) A Party affected by Force Majeure shall bear the burden of proof in demonstraung
both the occurrence of the Force Majeure and the effect 1t has on such Party s ability to perform 1ts
obhgations hereunder Such Party shall use reasonable efforts to remedv the Force Majeure and
mutigate the effects caused thereby

(d) As soon as a Party affected by Force Majeure ceases to be so affected and 1s no
longer delayed, hindered or prevented from complying with 1ts obligations hereunder such Party
shall immediately notify the other Parties accordingly and resume performance of 1ts obligations
hereunder

(e) Should the occurrence of Force Majeure endure more than one hundred eighty (180)
calendar days, any Party may (provided such Party 1s not in default of 1ts obligations 1f any under
Section 22(b)) request that the other Parties meet to consider the desirability of amending 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 interpreted to impose any obligation upon a Party to agree to any such amendment

ARTICLE 23

Technology. Confidentiality, Public Disclosure

SECTION 231 Technology (a) Standards to be Emploved In carrying out
Consortrum operations, the Operator shall, as far as 1t 1s practicable and economucal to do so, use the

most up-to-date equipment, technology, expertise and methods of working which are available and
are to the economic benefit of the Consorttum All such standards shall be conducive to achieving
and promoting the objectives of the Consortium

(b) Technology of Investor Participants To enable the Operator to meet the standards
set out 1 Section 23 1(a), 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, information, expertise and experience as 1s actually made
available to third party operators in operations 1n which such Investor Participant 1s a participant, and
as 1s necessary or appropriate for the Operator to conduct Consortium operations
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SECTION 232 Confidentiality Each Partv agrees to keep confidenual all data and
reports prepared by the Consortium all information ansing from the conduct of Consortium
Operations and all information obtained by such Partsy 1n connection with this Agreement except
information that

(@) 1s or becomes generally available to the public (other than as a result of a disclosure by a
Party otherwise 1n violation of the terms of the Section 23 2)

(b) was available to such Party on a nonconfidential basis prior to 1ts disclosure under this
Agreement,

(c) becomes available to such Party from a Person or a source that 1s not, to the knowledge of
such Person, bound by a confidentiality agreement with respect to such information or
otherwise prohibited from transferring such mformation to such Party, or

(d) such Party may be required by any applicable law, regulation or legal process to disclose
Notwithstanding the foregoing, a Consortrum 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 prior written consent of the other Consortium

Participants

SECTION 23 3 Restrictions on Use of Information, Public Disclosure

(a) Restnictions on Use Except as otherwise expressly provided n this Article and m
Section 24 2, and as necessary for the performance under this Agreement, no Party shall use any
information obtained by such Party in 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, (1) a Party may be
required to do so by any applicable law, regulation or legal process or (2) the Representatives on the
Management Commuttee have unanimously consented 1n writing to such public disclosure (including
the form and content of such disclosure)

Notwithstanding the foregoing, the Government, the Ministry of O1l and Gas Industry, and KCS
shall be permitted to make such public disclosures as are deemed necessary or appropriate
concerming the terms and conditions of this Agreement without the consent of the Representatives
on the Management Commuttee, provided that such disclosures are accurate and do not relate to the
commercial or economic terms and conditions of this Agreement The Management Commuttee and
the Minustry shall develop written guidelines as to which activities and iformation derving from
E&P efforts should not be disclosed under any circumstances or disclosed 1n accordance with
specified time lines
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ARTICLE 24

Data and Infrastructure

SECTION 24 1 Existing Data KCS will use 1ts best efforts to acquire at the lowest
possible cost to the Consortium all existing geophysical, geological, geodetic and well data (whether
on paper film, disc or tape) relating to the Aral Sea Exploration Area and located 1n the Republic
of Kazakstan that the Management Commuttee determines 1s useful to the conduct of Consoruum
operations Where possible KCS shall provide such data in the possession of KCS the MOGI or
any other ministry, or to which they otherwise have access free of charge to the Investor
Participants All costs and expenses relating to the acquisition of such data shall be Consortium
costs In the event the Exploration Area 1s expanded to include the part of the Aral Sea and adjacent
territory located 1n the Republic of Uzbekistan, KCS will provide whatever coordmation 1s necessars
to obtain data on that area

SECTION 24 2 Consortium Data and Reports

(a) All data and samples obtained and all reports prepared as a part of Consortium
operations will become the property of the Republic of Kazakstan KCS undertakes to store and
maintain all such data, samples, and reports 1n accordance with standards generally applicable and
acceptable 1n 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 of E&P Blocks as
described 1n Section 10 3, (3) exploration development and production in the E&P Blocks selected
by such Investor Participants, and (4) participation 1n any future open bidding or licensing program
conducted with respect to the Exploration Area For the foregoing 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 Republic of Kazakstan (free of all customs, duties and taxes) for internal
processing and analysis by such Investor Participant, provided that, following such processing and
analysis, such Investor Participant shall promptly deliver a summary report of the results of all
processing and analysis to KCS KCS will keep all such reports strictly confidential and will not
disclose such reports or the information contained therein to any other Person other than the
Government or the MOGI Simular requirements of confidentiality shall be honored by the MOGI
or other ministry of the Kazakstan Government having a night of information review or collection

(b) Prior to the selection of E&P Blocks by the Investor Participants as provided in
Section 10 3, no geophysical, geological or environmental data and reports or other mnformation
generated as a part of Consortium operations will be sold or otherwise be made available to third
Parties by the Republic of Kazakstan (whether through the Government, the MOGI, KCS or
otherwise) Following the selection of E&P Blocks by the Investor Participants as provided in
Section 10 3, nothing 1n this Agreement shall 1n any way limit or restrict the right of the Republic
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
information generated as a part of Consortium operations, provided, however that no data or reports
(other than regional reports and information) with respect to an E&P Block will be sold or otherwise
made available to third parties which (1) have been selected by an Investor Participant (2) are
subject to pending or completed negotiations, and (3) have not been abandoned by such Investor
Participant

SECTION 24 3 Property Rights in Infrastructure Immediately upon the installation
thereof, title to all fixed assets shall vest n 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 in KCS
upon completion of Consortium operations and thereafter KCS shall be deemed to be the owner
thereof for all purposes under this Agreement and otherwise Title to all other propertv and assets
utilized n connection with Consortium operations shall be as provided 1n the relevant contract
pursuant to which such property and assets are so utihized Each Investor Participant shall have the
right to use all assets and property referred to 1n thus Section 24 3 to which KCS has utle free of
charge during the conduct of Consortium operations for the purpose of conducting Consortium
operations

SECTION 24 4 Social Infrastructure

(a) Asto be provided 1n the Initial Budget for “Aralshelf,” the Investor Participants will
be expected to agree to fund social infrastructure and environmental upgrading projects in the Aral
Sea area of the Republic of Kazakstan of the type described in Section 24 4(b) from and after the
date and effectiveness of this Agreement The actual U S Dollar contribution to such fund shall be
a subject of negotiation with the Investor Participants as will the timing of when such projects are
to be implemented KCS shall recogmze that the future of development and production from E&P
Blocks depends mitially on the results and interpretation of the Exploration Research Study and that
the future interest of Investor Participants 1n such exploration, development and production 1n the
Aral Sea area depends upon their estimated return on investment While KCS has the sole discretion
to determine, 1n conjunction with local admnistrations, which social infrastructure projects have
highest priority, KCS shall share this schedule with the Investor Participants during the period of
Preliminary Agreement negotiation Once the general principles for addressing the costs and nature
of social infrastructure and environmental problems for the Aral Sea area have been set forth, KCS
shall notify the Investor Participants and provide them with information 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 written documentation and alternate cost projections
to the Management Commuttee for approval, modification or rejection As agreed to costs and
expenses are mcurred 1n 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 1ts participating
share Prior to receipt from the Minstry of Ecology and Bioresources, the Minustry of Geology, and
the MOGI of permission to conduct the Exploration Research Study, KCS will not request

50

1



!

l

contributions from the Investor Participants for social infrastructure and environmental projects

(b) Projects eligible for funding by the Investor Participants shall be those which are
intended to contribute 1n a positive manner to the restoration of the environmental quality of the Aral
Sea area and to upgrading hving conditions and the general welfare of the population 1n and around
the Aral Sea territory  Such conditions as the quality of the Aral Sea waters the qualitv and quantity
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 i wntten justification why such was not part of
ongoing activities

ARTICLE 25
Indemnities

SECTION 251 Liability and Indemnity of Operator Notwithstanding anything to the
contrary m this Agreement, the Operator shall not be liable to any of the Investor Participants for anv
loss, cost, claim of damage resulting from operations conducted hereunder unless such loss cost
claim or damage results from the Willful Misconduct of the Operator, 1ts 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 indemmfy the Operator
and shall keep 1t indemnified from and against loss, cost, claim or damage which 1t may incur or
suffer as a consequence of 1ts acting as Operator hereunder The Government of Kazakstan, MOGI
and KCS shall be hable for reimbursement to an Investor Participant for operating property and
equipment damage resulting from unauthorized handling of such equipment by a Government or
local official under its employment or jurisdiction

SECTION 252 Consequential Loss No Party shall have any hability under this
Agreement for any loss of profit or any consequential, indirect or special loss unless said Party can
provide written proof to the Management Commuttee that such loss was caused by tampering with
E&P operating equipment or carrying on activities that otherwise physically deterred the Consortium
participant from acting 1n the best interest of the Consortium
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ARTICLE 26
Miscellaneous
SECTION 26 1 Assignment

(a) Except as provided n Section 26 1(b) and subject to 26 1(c) neither this Agreement
any right or obligation hereunder, nor any interest herein or hereunder shall be assigned sold
conveyed, encumbered, hypothecated, pledged or otherwise transferred (directly or indirectly) by
any Consortium Participant without the prior written consent of the other Consortium Participants
In the case of the other Investor Participants, such consent 1s not to be unreasonably withheld

Nothing 1n this Section 26 1(a) shall prohibit KCS from assigming 1ts rights under this Agreement
without the consent of the Investor Participants

(b) An Investor Participant may assign all (but not a portion) of 1ts nights and
obligations under this Agreement to an Affihiate of such Participant or to another Investor Participant
without the consent of KCS and the other Investor Participants provided that, (1) the obligations of
the assignor under this Agreement are assumed by the assignee 1n 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 1 a form and 1n substance
reasonably acceptable to KCS, (2) 1n the case of an Assignment to another Investor Participant
immediately following such Assignment, the total number of Investor Participants shall not be less
than three (3), and (3) pror to such Assignment, the assigning Investor Participant gives notice of
such Assignment to KCS and the other Investor Participants

(¢) In the event an Investor Participant wishes to assign 1ts rights and obligations to a
Person that 1s not an Affihiate of such Investor Participant, or 1s not another Investor Participant, such
Participant shall first 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 within thurty (30) calendar days of such offer as to whether all or any of the
remamning 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 1(b) shall apply to
such Assignment and, 1f more than one Investor Participant wishes to take such Assignment, such
Investor Participants agree that such Participants shall exercise the rights of the assignor Investor
Participant under Sections 103 and 11 jomntly In the event that none of the other Investor
Participants wish to take such Assignment, the provisions of Section 26 1(a) shall apply to such
Assignment The remaimng Investor Participants may internally agree on alternate arrangements as
to the disposition of the Assignment in a mutually beneficial manner and shall notify the
Management Commuttee of such alternate arrangement

SECTION 26 2 GoverningLaw This Agreement shall be governed by, and construed
1n accordance with, the laws, rules and regulations of the Republic of Kazakstan Where the laws of
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the Republic of Kazakstan have no determinative principle or provision the Government MOGI
or KCS as the case may apply shall designate the law of a single market economy jurisdiction
having a developed commercial law to be used 1n interpreting and enforcing this Agreement 1n the
event of arbitration pursuant to Section 21 3 The laws of such jurisdiction shall be applied by the
arbitrators 1f (but only to the extent the arbitrators determine that) the laws rules and regulations of
the Republic of Kazakstan have no determinative principle or provision Anv Investor Participant
may request the Chairman of the Management Commuttee to place matters pertaining to this Section
on the agenda for discussion at the Management Commuttee regular meetings

SECTION 263 Change of Law In the event that changes to the laws rules or
regulations enacted or promulgated after the signing of this Agreement have either a potentially or
actual materially adverse effect on the rights granted to the Investor Participants pursuant to this
Agreement or on the anticipated overall economic benefits of such rights the Parties shall amend
this Agreement so as to restore such nights and such anticipated overall economic benefits or grant
such other rights as will have the practical effect of restoring such nghts and benefits This
Agreement guarantees the Investor Participants immunity against complymng with anv
environmental protection regulations which may be promulgated after the signing of the Agreement
by all Parties unless compelling evidence 1s provided to the Consortium Management Commuittee
that such regulations are applicable and necessary to the protection of environmental regimes that
are not addressed but should have been addressed 1n the development and implementation of the
Environmental Work or Management Plan for the Aral Sea and adjacent territory

SECTION 26 4 Notices All notices required or permitted to be given under this
Agreement and all other communications hereunder shall be written in English Russian and 1if
applicable under the Laws of the Republic of Kazakstan, Kazak (including telecopy telefax or cable
communication) and shall telecopied, 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 in a written notice to the other Parties All such notices and
communications shall, when telecopied, telefaxed or cabled, be effective when transmutted by
telecopier, confirmed by telefax answerback or dehvered to the cable company respectively

SECTION 26 5 Relationship of Parties The nights, duties, obligations and habilities
of the Consortium Participants under this Agreement shall be individual and not joint or collective
It 1s not the itention of the Consortium Participants to create, nor shall this Agreement be deemed
or construed to create, a mining or other partnership, joint venture, association or trust, or as
authorizing any Consortium Participant to act as an agent, servant or employee for any other
Consortium Participant for any purpose whatsoever except as explicitly set forth in this Agreement
In therr 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 1n any number of
counterparts and by different Parties 1n separate counterparts, each of which when so executed and
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delivered shall be deemed to be an ongnal and all of which taken together shall constitute but one
and the same agreement This Agreement shall be executed 1n the English Russian and kazak (1f
required) languages and each shall have the same effect and enforceability

SECTION 26 7 Schedules, Headings, Rules of Construction

(a) The Schedules and Appendices attached hereto are incorporated herein by
reference and form a part of this Agreement In the event of any confhct between this Agreement and
any provision of any Schedule or Appendix the provisions of this Agreement shall prevail

(b) Sections and subsection headings 1n this Agreement are included herein for
conventence of reference only and shall not constitute a part of this Agreement for anv other purpose
or be given any substantive effect

(c) Asused m this Agreement, the words “include” and “including’ shall be read
respectively as “include, without limitation,” and “including, without limitation* unless expressiv
provided otherwise For all purposes under this Agreement, the definition of terms defined herein
shall be equally applicable to both the singular and plural forms of the terms defined The term
“Investor Participant” 1s used to refer to any Consortium Participant who 1s not the KCS Such
Participant may be foreign or native to Kazakstan

SECTION 26 8 Entire Agreement, Amendments As of the date of effectiveness of
this Agreement, 1t shall constitute the entire agreement between the Parties and supersedes all prior
agreements and understandings relating to the subject matter hereof, including without limitation
the Preliminary Consortium Agreement Other than as expressly provided herein with respect to
amendments to the Work Program, the Budget, the Environmental Management System and the
Accounting Procedures, any amendment hereto must be in writing and signed by the duly authorized
representatives of all the Consorttum Parties Any amendment hereto must be consistent with the
laws, rules and regulations of the Republic of Kazakstan

IN WITNESS WHEREOF, the Parties have duly executed this Agreement among

the Government, Mimstry of O1l and Gas Industry, KCS, and each of the Investor Participants as
of the date first above written
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APPENDIX A

SUGGESTED FRAMEWORK FOR DEVELOPING PETROLEUM
EXPLORATION AND PRODUCTION SHARING AGREEMENTS

This Appendix contans an outhine of the terms and conditions which should be considered for
inclusion 1n petroleum exploration and production sharing agreements to be developed between
foreign (1nvesting) Participants and the Government of Kazakstan and 1ts Mimstry of O1l 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 1s made)

Appendix B 1s not a draft of the actual contract language between the Ministry of Oil and Gas
Industry (MOGI) and the Consortium Participants or, 1n the case of joint ventures and partnerships
the Contractor Model Agreements for Petroleum Exploration and Production Sharing have been
drafted and presented to the MOGI as a part of USAID's technical assistance and are available to
Consortium Participants and Investors to use as a basis of negotiation The MOGI as the regulatory
and contracting entity for the Government of Kazakstan, must determine 1n consultation with the KCS
and the Investor Participants whether individual tailoring of production sharing agreements and
contracts are mutually advantageous 1n certain areas of Kazakstan, where specific geological
hydrogeological or tectonic situations exist

The Aral Sea area has unique environmental and socio-economic problems which may have an effect
on the terms and conditions of o1l or gas production sharing arrangements As indicated under
Sections 10 3 and Article 11 of the draft Consortium Agreement, two Production Sharing Agreements
are desirable One between the MOGI and the Consortium Participants which defines short and long
term production sharing formulas and their respective interests and the other to be developed among
the various Investor Participants to assure equal benefit and investment return since their contmbution
to the mitial Consortium costs and the Exploration Research Study are equal Consortium Participants
also share equal financing of the Environmental Management Program and those related to
improvement of social infrastructure

The following elements should be 1n the Exploration and Production Sharing Contract

ARTICLE 1
DEFINITIONS

This section should contamn a definition of all critical terms used 1n the exploration and production
sharing agreement The definitions are particularly important for third-party interpretation, should



a dispute and arbitration proceeding develop Atammmum the following terms should be mcluded

(1) Affiliate or affiliate agent (2) Appraisal in terms of E&P Block production
potential and the limits of reservorir field capacity (3) Commercial discovern (4) Development
Operations or Development, (5) Discovery and 1f applicable Discoverv Bonus which includes a
schedule for discovery depth and whether the discovery applies to o1], gas or both (6) Exploration
or Exploration Operations, (7) Exploration Period, (8) Expenditures covering the range of activits
from exploration through production, (9) Crude O1l and Natural Gas, (10) Minimum Exploration
Program, (11) Operator, (12) Petroleum operations including a range of activities from extraction
through transportation and marketing, (13) Plan of Development including a tentative schedule for
both primary production and enhanced o1l or gas recovery and the installation and design of water
flood or other injection programs, (14) Production Area or E&P Block, (15) Production Operations
which also includes servicing and repairing, (16) Subcontractor, (17) Tax Year as 1t applies to the
laws and regulations of Kazakstan and (18) Work Program which 1s 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 of Kazakstan narrative and map description of the Contract Area
a copy of the bank guarantee used to secure performance of the Mimmum Exploration Program
Accounting Procedures to be used, any Environmental Work Program commitments extending into
the production phase and a detailled summary of the formulas used for production sharing with
Kazakstan

ARTICLE 3
SCOPE OF AGREEMENT

This section should contain general statements as to what the Contractor 1s obligated to do 1n
reference to the MOGI, 1ts own assumption of risks, who 1s responsible for performance review, the
Parties sharing 1n the production and which party retains the ownership to petroleum at any particular
point n time from 1ts "in situ” presence 1n the reservorr to final point of dehivery once brought to the
surface
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ARTICLE 4
TERM RELINQUISHMENT AND TERMINATION

The term of a production hicense 1s established by the Law on Petroleum and 1s twentv-five (25)
years ncluding the five (5) year Exploration Period The Agreement also should set forth whether
the five (5) year Exploration Period may be extended The Contractor has an obligation to relinquish
rights to all E&P Blocks or portions thereof which have not been designated as Production Areas
at the end of the imtial Exploration area This section sets forth conditions for voluntar
relinquishment of acreage blocks by the Contractor, the obligation to complete the Mimimum
Exploration Program and the obligation to clean up acreage upon relinquishment Conditions also
cover any obligation to communicate m writing with the MOGI Termination provisions cover
actions to be taken by the MOGI should the Contractor fail to make a commercial discovery by the
end of five (5) years or fail to live up to the Agreement provisions, 1 ¢ maintain a state of non-
comphiance, become 1nsolvent, or make false statements The Agreement should describe procedures
for return to good standing

ARTICLE 5
MINIMUM EXPLORATION OBLIGATIONS

This section sets forth the obligation of the Contractor to commence Exploration operations within
a specified period after the Exploration and Production License has been 1ssued In the case of
Consortium operations, this would be once E&P Block selection has been finalized under Section
10 3 of the Consortium Agreement The Contractor has an obligation under this section to develop
a Mmimum Exploration Program which develops an orderly plan for exploring the assigned Blocks
and to maimntain an estimated plan for expenditure for each year Such section may contamn provisions
as to what type of subsurface methodology 1s to be used and the anticipation of expenditures The
Agreement should spell out the procedures for obtaining a bank guarantee to assure compliance with
the Mmimum Exploration program and 1t should describe the methods to be used by the Contractor
to account for funds spent to date on the exploration program as well as the mechamism by which
the bank guarantee 1s reduced as funds are being spend as envisioned in the Agreement The Article
should also spell out any sanctions, including forced relinquishment or termination of the license,
1mposed for acts of noncomplhiance

ARTICLE 6
MANAGEMENT AND CONDUCT OF PETROLEUM OPERATIONS

This section should describe the latitude and hmitations which the Operator, who also may be the
Contractor, has 1n managing petroleum operations, preparing and implementing 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 contamn provisions which delineate those matters
such as dnlling 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 intention 1s to avoid situations whereby the
Contractor, for various reasons, elects to assign the Blocks to another Person without the sanction
of the MOGI The MOGTI’s flexibility in appointing or replacing an Operator must be defined in
understandable terms Those forming E&P Agreements with the MOGI should pay particular
attention to the amount of flexibihity afforded the Contractor when a change in Operator mav be of
benefit to the Contractor but not percerved that way by the MOGI The procedures also describe the
removal of the Operator and the circumstances under which such action 1s taken

ARTICLE 7
WORK PROGRAMS AND BUDGETS

This section sets forth provisions of the Agreement explaining how the Operator 1s to carry out the
Exploration, Development and Production of the E&P Blocks or Contract Territory It also contains
a procedure to be followed once a Commercial Discovery 1s 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, mn the case of the Aral Sea Consortium , may be KCS or one or more
of the Investor Partictpants Any work programs and budgets developed by an Operator, who 1s 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 making a Commercial Discovery, the
Operator will have to submit a report which presents the geological, geophysical and physical
characteristics of the hydrocarbon reservoir including the estimated amount of o1l 1n place, the
forecasted rate of recovery, estimated daily producing rate and a feasibility study of the projected
production decline and cash flow on a yearly basis One important element of the decision making
process 1s for the Contractor or Operator to work out a set of mutually agreed-to criteria for judging
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 producing area 1n question The Contractor should negotiate with the MOGI on the time
deadlines which affect each segment of activity covered under this section Ninety (90) days has
been suggested as a reasonable length of time between approval and implementation without causing
concern by the MOGI The Operator should also be cautious 1n over projecting the amount of o1l
shown as annual production
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ARTICLE 8
COSTS AND EXPENDITURES

The costs, expenses and habuilities incurred by the Contractor or Operator in conducting Petroleum
Operations shall be determined 1 accordance with an Accounting Procedure a draft of which 1s
attached at the back of this appendix Generally, 1t has been customary to have all costs expenses
and liabilities not attributable to the Petroleum Operations within a given E&P Block or field as well
as those not directly attributable to Exploration activities or appraisals to be apportioned by the
Operator among all s E&P Blocks or Fields 1n accordance with sound international accounting
practice Participants in a Consortrum may want to negotiate which types of expenditures are and
which are not, chargeable to capital investment that 1s ultimately recoverable from production
Certain development and overhead expenditures are usually exempt from generalized apportioning
All costs, expenses and habilities mcurred for all phases of Exploration Development and
Production are charged to fist o1l or gas production and should be grouped as Petroleum Operations
Expenditures

ARTICLE 9
RIGHTS AND OBLIGATIONS OF CONTRACTOR

This provision gives a Contractor or Consortium Participant the right to serve as Operator and to
conduct Petroleum Operations mn 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 telecommunications and other facilities necessary for the
effective and efficient conduct of Petroleum Operations, subject to approval from the approprate
regulatory authority The Contractor shall also have the nght, during the term of the Exploration and
Production License, to dispose of and export freely or sell directly to end users mn Kazakstan, 1ts
share of o1l and gas produced under the Agreement

The Contractor 1s obligated to advance all necessary funds and bear the costs and expenses required
n carrying out Petroleum Operations The share of Petroleum, as 1s described to be the share under
Articles 12 and 13, shall serve as a bas:s for cost recovery A Contractor or Consortium Participant
who also serves as the Operator will have to fulfill the obligations of the Operator as described under
Article 11 The Contractor, 1f different from the Operator, shall assist the latter in procuring
maternials, equipment, supphes, services and employment of personnel required for Petroleum
Operations The Contractor 1s also responsible for furnishing technical and managenal aid as needed,
and for providing training for foreign personnel who are, by the Operator’s designation, required to
fulfill the obligations of the Agreement The Contractor 1s responsible for keeping subcontractors
advised of applicable laws and regulations of Kazakstan and of local customs that may affect
Petroleum Operations
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ARTICLE 10

RIGHTS AND OBLIGATIONS OF THE MINISTRY
OF OIL AND GAS INDUSTRY

The MOGI has ownership of all original data anising from Petroleum Operations including
geological, geophysical, petrophysical and engineering data together with logs records and reports
related to such data The MOGI requures that upon termination of the Production Sharing Agreement
or removal of the Contractor as discussed 1n Article 6, all data must be delivered to the MOGI The
MOGI 1s entitled to retamn copies of all manuals technical specifications design documents

drawings and construction records relating to Petroleum Operations The designation of
confidentiality by the Contractor obligates the MOGI to not disclose such documents and materials
to a third party The Contractor or Investor Participant should have a full understanding of the
Kazakstan laws on confidentiality and include these mn the Agreement

The MOGI 1s, m turn, obhigated to diligently assist Investor Participants and Contractors and
associated subcontractors m obtaining from the Kazakstan1 Government authorities upon application
n the prescribed 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 1n writing Specific activities related to the MOGI s
obligation to the Contractor include assistance 1n opening bank accounts, exchanging foreign
currency, easing customs formalities and assisting n the discovery of adequate office space,
transportation and commumcations facilities The MOGI should also provide medical services for
Contractor’s employees and their families, who erther visit or reside in Kazakstan The Agreement
should also cover the timely permission of the Contractor to send documents data and samples
abroad for analysis and processing for E&P activities

The MOGI 1s obligated to assist the Investor Participant or Contractor in obtaining or acquiring
nights to use land or nght of way across privately or publicly owned land which are necessary to the
conduct of Petroleum Operations In the event no voluntary arrangement can be concluded with the
affected land owners or local governing authorities, the MOGI will exercise eminent domain
authority to allow Petroleum Operations to proceed In all cases, the Contractor will pay the costs
of MOGT’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, mcluding the payment of
employees’ ime The Agreement should contain a provision which obhigates the MOGI to ensure
that the Contractor recerves (or in the case of cost recovery, 1s credited with) fair market value for
the Contractor’s share of Natural Gas The fair market value 1s defined as that equal to the value
ascribed to Natural gas in Article 13 If the Contractor recerves less than fair market value for his
share of Natural Gas, the MOGI shall pay the Contractor for the shortfall out of the MOGI’s share
of Crude O1l and Natural Gas
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ARTICLE 11
RIGHTS AND OBLIGATIONS OF OPERATOR

This section of the Agreement defines the nights and obligations of the Contractor who 1s the
Operator or an Operator carrying out the Work Program and Budget for Petroleum Operations for
the Contractor The Contractor would be the Investor Participant 1n the Aral Consortium Agreement

The Operator 1s obligated to conduct Petroleum Operations within a Contract Area or E&P Block
mn accordance with the laws and regulations of Kazakstan and use generally accepted practices and
techniques of the international petroleum industry Provisions should include assurances that
efficient and safe Exploration and Production methods will be used to maximize the recovers of ol
and gas from the assigned acreage The Operator assures that all material equipment and facilities
used comply with accepted engineering norms, wells meet proper construction standards and are
kept 1n good working order Other provisions of thus Article should address the purchase or lease of
equipment, procedures used to keep all Parties informed, filing of reports to appropriate parties and
the nght of ingress and egress of MOGI representatives to view facilities and make inspections The
Operator 1s obligated to maintain original records of production and exploration data and financial
accounts of the operations, the latter to show an accurate record of all costs expenses and hiabilies
incurred The MOGI will require the Operator to provide acceptable working conditions and living
accommodations and to provide medical and nursing care services for all personnel

The Operator will be required by this Agreement to prevent damage to the producing formations
through iappropnate or techmcally unsound o1l field practices during driling production
gathering, storage or any other activity which may cause escape or waste of petroleum resources
The requirement extends to the prevention of pollution to water bearing strata and the migration of
fluids from non-productive strata into the producing formation All petroleum shall be stored in tanks
or receptacles engineered for that purpose and waste o1l, salt water and refuse shall be stored n
facilities and disposed of 1n a manner n accordance with Kazakstani regulations The MOGI requires
that they be notified prior to the testing of a completed well

The Operator 1s obligated to prepare and mamtain reports and records of geological and geophysical
information and onginal data of good quality and acceptable accuracy relating to the Exploration and
Production of E&P Blocks The Operator must deliver a copy of all such information and data to the
MOGTI within a reasonable time after processing The Operator 1s also required to keep logs and
records of all activities related to the drilling, modification, and abandonment and plugging of wells

Part of the record describes the well casing program and a description of the configuration of tubular
goods used m constructing the well The Operator agrees to submut the well completion or workover
information to the MOGI 1n accordance with time deadlines established n the Agreement The
MOGI has the right to request the Operator to save cores or cuttings and to make such physical
information available for mspection by MOGI representatives during reasonable hours Such cores,
cuttings and etc shall be retained by the Operator for a period 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 bv the Operator requires permission from
the MOGI, who has the nght to request samples of equivalent size and quality before exportation
Orngmals of techmcal data and records may be onlv exported with the prior permission of the MOGI
However, magnetic tapes or other data that require processing outside Kazakstan may be exported
1if a record 1s maintained 1n Kazakstan and providing such exports are repatriated to kazakstan as
property of the MOGI

The Agreement should require the Operator to permut the authorized representatives of the MOGI
full and complete access to the E&P Block or Contract area at all reasonable times to mnspect and
observe operations This includes mspection of records and data The MOGI shall not unduly
interfere with the Operator’s activities If other Kazakstan regulatory agencies desire to inspect
activities or facilities that fall under their regulatory jurisdiction, such visitation shall be with the
permussion of the MOGI and with clearance from the Operator The Operator will be required to
provide transportation, reasonable office space and adequate housing for MOGI personnel and others
authorized to vistt 1ts facilities and shall offer all privileges and facilities which are accorded bv the
Operator to 1ts own employees The Operator will be responsible for providing all safety equipment
needed for those visiting the site

The Operator, 1f different from the Contractor, shall not abandon a well or withdraw casing tubing
or down hole pumps or remove surface equipment used 1n production without prior approval of the
Contractor Exceptions should be made for situations where safety 1s a consideration or there 1s a nish
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 nstructions 1n plugging and
abandoning any well with the recognition that such mstructions are based on Kazakstam rules and
regulations

The Operator, 1f different from the Contractor, should be required to submut daily reports on drilling
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, description of operations)
The Agreement should also address the submussion of less frequently generated reports such as
might be compiled quarterly or annually If the Operator discovers any archaeologically or
historically significant information, 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 into a Consortium Agreement, each Participant must
enter 1nto a Production Sharing Agreement with the Kazakstan1 Government This probably wall
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occur just after the Effecuve Date of the Agreement This Article merely outlines a few of the
principles to be used 1n negotiating and developing conditions of the Production Sharing
arrangements for Crude O1l Article 13 addresses those differences that might occur for production
sharing of Natural gas

In general the Contractor or Investor Participant should be entitled to recover his entire
“unrecovered” Production Operating Expenditures and in-country Overheads from the first sales
proceeds and other disposttions of Crude O1l produced from the E&P Block The Contractor should
be able to recover all remaining Petroleum Operation Expenditures out of a negotiated percentage
of the excess of , (1) the first sales proceeds or other dispositions of the Crude O1l which 1s produced
and saved over (2) cost recovery of Production Operating Expenses and applicable Overheads until
such time as the Contractor has, on a cumulative basis, recovered all cumulative Petroleum
Operation Expenditures attributable to Production To accelerate the discovery and production of
petroleum this Article may contam a provision under which the Contractor shall be entitled to
recover the entirety of Petroleum Operation Expenditures from the sales proceeds of produced crude
oil for a limited number of early years This would not reduce the cumulative cash flow from
production operations to the Government, but 1t would change 1ts timing n favor of the Contractor

In the event Contractor elects to recerve Crude Oil 1n satisfaction of all or part of its cost recovery
Contractor should be entitled to take and recerve and freely export its entitlement to such Crude O1l
For purposes of determining the quantity of Crude Oil to be delivered to Contractor to permit
Contractor to recover 1ts Petroleum Operations Expenditures, the price of crude o1l to be dehivered
to the Contractor should be defined on the basis of an internationally recogmized price series such
as the Platt’s Oilgram Price Report Such price may be adjusted for quality and gravity differences
but not reduced for storing, shipping, commussions, fees or other adjustments Cost recoveries by
the Contractor should be first made against the sale of Crude O1l and 1f not completely covered
agamst the sale of Natural Gas as described 1n Article 13

The Crude O1l remaining after deduction of the portion used n cost recovery of unrecovered
Petroleum Operation Expenditures (Remaimming O1l Production ) should be taken and disposed of
separately by the MOGI and the Contractor 1n accordance with their negotiated production sharing
percentages Depending on the negotiating parties' relative bargaining power, these percentages may
reflect different combinations based on production volume, cumulative recovery, or other factors

The actual total of Crude O1l produced and saved from the Contract Area or E&P Block and not used
n Petroleum Operations during any calendar month should be used as a basis of share determination

The Contractor will generally be entitled to no other remuneration other than described above or
under Article 10, however, he will have the right to export freely all Crude Oil recetved 1n kind and
retain the proceeds from all Crude O1l sales outside Kazakstan on a duty free basis Any crude o1l
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 recerve 1t The
MOGI would be responsible for bearing 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 Sharing Agreement for the production of Non-Associated Natural Gas should be
essentially the same as for the production of Crude Ol as 1t applies to the relationship between the
MOGI and the Contractor or Investor Participant Once Non-Associated Natural Gas has been
discovered on a Contract Area or E&P Block, the Parties should determine whether processing and
utilization are economical, in addition to the quantities used for secondary recovery operations or
field pressure maintenance programs If determined potentially economucal, the Parties should
construct and 1nstall facilities for such processing and utilization which then becomes part of the
Contractor’s Work Program

For purposes of calculating the equitable share of Natural Gas for the MOGI and the Investor
Participant, a mutually acceptable price should be negotiated Since natural gas 1s being imported
into Kazakstan, 1ts opportunity cost, as reflected by the import price of natural gas at the border
should be used to determine monthly values All other conditions should be the same as for Crude
O1l If the MOGI and the Contractor determine that Natural Gas from the Contract Area 1s not
economical, 1t may be flared 1f permissible under Kazakstan law

The Production Sharing of Natural Gas should follow the same form as for Crude O1l, 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
in Petroleum Operations If the Parties agree to process and utilize Associated Natural Gas such
activity will become part of the Work Program

ARTICLE 14
UNITIZATION

If a producing field extends beyond the boundary of a Participant's Contract Area (E&P Block) into
another Participant's Area, Consortium Participants may wish to collaborate on the development and
production of the common reservorr Failure to voluntarily take such action may cause the MOGI
to require collaboration and field umtization Such a requirement may extend to those mstances
where a potential producing zone 1s not found to be a Commercial Discovery 1f solely evaluated on
the basis of the deposit’s productivity within the Contract Area but would be Commercial Production
1f included nto 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 within a certain time period and the Parties ether fail to
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present their proposal on time or the proposal 1s unacceptable to MOGI the latter should make
provision to develop 1ts own version of a reasonable unitization plan subject to arbitration 1f that
plan 1s unacceptable to the Contractors

ARTICLE 15
LOCAL CONTRACTORS AND PERSONNEL

Under a Production Sharing Agreement, the Operator should responsible for providing all matenals
equipment, supphes, services and personnel required for Petroleum Operations on E&P Blocks or
Contract Areas Part of this responsibility 1s the acqusition and supervision of subcontractors The
MOGI should require to be consulted on the selection of subcontractors and supphers to ensure that
prices and other terms and conditions of contracts are no less favorable than those available in
Kazakstan for goods and services of comparable quality The MOGI should request submission of
copies of all contracts and purchase orders

The Operator and 1ts Affihiates and subcontractors should be required to use local contractors where
therr prices, performance, safety and work quality are comparable to those of international
contractors Preference should also be given to the purchase of locally manufactured materals
equipment, machinery and consumables as long as their performance, quality and time of delivery
are comparable to the international availlability of the same 1tems Such materials and 1tems should
be allowed to be imported 1f the local price when delivered to the Operator’s base 1n Kazakstan 1s
higher (by a negotiated percentage) than the price of competing import items before customs duties
but after transportation and insurance costs have been added

The Government of Kazakstan should require that the Operator give first priority in employment to
Kazakstan1 nationals 1n all job categories and classifications, techmcal and non-techmical The
Operator should be held responsible for selecting the employees There should be exceptions to the
local priority mandate, including certain engineering, geological and technical 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 cructal to the Operator’s international exploration and management program Foreign personnel
should not be engaged except to occupy posts where Kazakstanm with equivalent qualifications and
experience are unavailable

Kazakstan personnel to be employed by the Operator should be selected in consultation with the
MOGI The Government of Kazakstan should require that wages and salaries paid to Kazakstani
nationals be commensurate to those of expatriates with equivalent training, experience and job
responsibility Kazakstam laws and regulations will have some mmpact on the Operator’s obhigations
with respect to social security contribution and income tax on salaries The Agreement should have
a stability provision to protect the Operator’s or Contractor's ability to get a reasonable return on the
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imtial nvestment m the event of unfavorable changes in Kazakstani law regulations or policy during
the term of the Production Sharing Agreement

ARTICLE 16
TITLE TO ASSETS

In general, once a Commercial Discovery has been declared in a Contract Area or E&P Block all
fixed assets that were acquired by the Operator n the performance of Petroleum Operations under
a production sharing 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 acquired in Kazakstan
or imported As long as these assets are used exclusively for the conduct of Petroleum Operations
they should remam 1n the custody of the Operator, free of charge The Operator should be
responsible for keeping all equipment and assets i good repair and working order The MOGI
ownership provision should not apply to assets, equipment and machinery owned by third parties
and rented to the Operator as long as such assets and equipment are necessary to the production of
o1l 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 carried out

ARTICLE 17
TAXES

The taxes paid to the Kazakstam Government on the production share of o1l and natural gas should
be guided by the provisions of the Law on Taxation 1n force at the time the production sharing
agreement 1s signed Stabihzation clauses should be introduced m the tax provision of the
Consortium Agreement and the production sharing agreement to protect foreign and Kazak nvestors
against subsequent tax increases on petroleum production or exports This approach, apart from
being eminently reasonable and conducive to attracting foreign investments 1n the petroleum
industry, 1s one that 1s endorsed by the World Bank

Stabihization clauses can take many different forms One would be a provision calling for an
automatic re-negotiation of the production sharing percentages 1n the exact amount to offset the
additional tax burden Such a re-negotiation mechanism would have to be made subject to arbitration
1n the event of non-closure Another method would have the lead ministry pay taxes on behalf of the
foreign nvestor over the entire production period If known from the beginning, the negotiated
production sharing percentages would reflect this burden with the result that the Government's take

A-12



would be higher When this procedure 1s chosen any tax increase on petroleum operations or exports
after the signing of the production sharing agreement would involve the Government taxing itself
for a zero net impact on the foreign investor

One source of potential friction after production has been established and taxation becomes a
concrete reality 1s the collection of fees by the central or by local governments 1n all kinds of forms
and under many different names These would typically include severance taxes ad valorem taxes
taxes based on sales or revenues, excise taxes, value added taxes, transfer taxes import and export
duties on maternals, equupment and supphies brought into Armemnia by the Contractor 1ts contractors
and subcontractors, and exactions in respect of sales or revenues property capital net worth
operations, remittances or transactions mcluding any tax or levy on or 1n connection with operations
performed by the Contractor The production sharing agreement should clearly define those taxes
that are payable and should provide protection agamst new or unexpected taxes as mentioned 1n the
preceding

The Contractor may be required to pay an annual surface rental or usage fee to the MOGI for the
right to conduct Petroleum Operations on each Contract Area or E&P Block during the Exploration
Period This should be the only payment due the MOGI or the Kazakstan1 Government for surface
rental The MOGI will hold the Contractor and Operator harmless from and against any claims or
losses 1n respect to surface damages asserted by any third party or party of prior ownership of any
portion of the Contract Area

The Operator’s subcontractors should be liable to pay Kazakstan income taxes on profits derived
from Petroleum Operations carried out under the Agreement The Operator should be made
responsible for notifying the MOGI as to what amounts were paid to subcontractors for work done
in Kazakstan relative to their E&P operations Expatriate employees of both Contractor and
Operator, as well as subcontractors, operating under this Agreement should be liable for payment
of Kazakstani income taxes on salaries in accordance with Kazakstani law

ARTICLE 18
IMPORTS AND EXPORTS

The Contractor, Operator and their subcontractors engaged in Petroleum Operations under a
Production Shaning Agreement should be permitted to import and should be exempt from customs
duties with respect to the importation of all machinery, equipment, vehicles, matenals, supphes,
consumable 1tems and movable property, as long as such items are certified by the MOGI to be used
solely 1n carrymng out Petroleum Operations under the production sharing agreement The MOGI
should reserve the nght to mspect records and documentation to make sure that the use of each 1tem
qualifies for exemption
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Exemptions mav or mav not be extended to imported items when 1tems of the same kind and quahity
are manufactured locally and are available for purchase and timelv deliverv in Kazakstan at a
competitive price The Contractor should be given the right to consult with MOGI to determine
which situation applies As mentioned m Article 16 1tems imported 1nto Kazakstan whether exempt
or non-exempt from customs duties, taxes or 1mposts should be permitted to be exported by the
importing party without export duty The Contractor and its respective purchasers should definitels
be exempted from duty, tax or fee for export of 1ts 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 O1l to port of export with or without cost to the Contractor The Contractor should make
sure the port and storage fees, 1f chargeable, are reasonable and ordinary

Expatriate employees of the Contractor, Operator and subcontractors assigned to Kazakstan on a
resident basis should be permutted to import and be exempt from all customs duties for household
goods, 1tems and personal effects including automobiles This 1s 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 1n Kazakstan should be subject
to fees and import duties as provided under Kazakstani law

New materal, equipment and goods or used but serviceable material which the Operator finds to be
unnecessary for the conduct of Petroleum Operations may be sold within Kazakstan provided the
purchaser pays the applicable customs duties or taxes Sale of such materials to the MOGI or one
of 1ts Appended Units, 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 prior approval of the MOGI

ARTICLE 19
DOMESTIC MARKET

This provision should describe the willingness 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 O1l and Natural Gas which the Contractor wishes to make available for dehvery
to the Kazakstan market The provision should also acknowledge the right of the Contractor to remt
abroad 1n freely convertible currencies, the amounts derived from 1ts sale of Petroleum to domestic
purchasers
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ARTICLE 20
MEASUREMENT OF PETROLEUM

The volume and quality of Petroleum produced and saved by the Operator should be measured by
methods and equipment 1 accordance with general accepted nternational petroleum industr
practice The Contractor may have to negotiate with the MOGI as to the pownt of Production
measurement The Parties should be given the right to inspect the measuring equipment used to
gauge volumes or determine quality and the MOGI should retain the right to assign an mnspector to
supervise any such measurements or determination Those Parties desiring to measure a Contractor s
production should do so at their own expense and nisk Appropriate language should be included 1n
the Agreement to adjust for measurement errors The Contractor and the MOGI should develop a
written understanding as to the transportation line temperature and pressure particularly with natural
gas measurement

ARTICLE 21
TRAINING AND TECHNOLOGY TRANSFER

As a continuation of the traming of Kazakstan technical and managenal personnel which was begun
under the Aral Consortrum Agreement, the Investor Participants should agree to continue training
and advanced education of Kazakstani nationals under the Production Sharing Agreement This
provision 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 traiming MOGTI’s requests, erther for traming subjects or appropriate personnel to receive
traimng, should be strongly considered The Contractor, as a part of s annual budget development
process, should break training expenditures mnto two categories, for the Exploration period and after
Commercial Discovery

ARTICLE 22
PAYMENTS AND EXCHANGE CONTROL

The Kazakstam Government should requure that a Contractor supply all necessary funds to conduct
Petroleum Operations 1n freely convertible currencies from abroad, from borrowings, or as generated
from 1ts sales of Petroleum 1 Kazakstan for local demand The MOGI should designate a bank to
which the Contractor 1s to make payment n US Dollars The Operator, 1f different from the
Contractor, may request that payments due hum be m the currency unit of hus election (tenge, dollars,
or other currencies) The Operator should be required to pay local subcontractors and suppliers n
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the currency stipulated bv law, probably tenge The Agreement should give both the Contractor and
Operator the right to make payments directly abroad for goods and services obtained for Petroleum

Operations and to charge such payments without having first to transfer the funds for such pavments
to Kazakstan

The Agreement should have a negotiated period which addresses when payments are due (e g thirty
or sixty days after the a payment obligation occurs) If a payment n U S Dollars 1s still owing at the
end of the due date, interest should be charged at a rate based on an mnternationally recognized
reference If a Party fails to pay 1ts share of any payment when due, the non-defaulting Party should
have the night to advance to the Operator any and all amounts the defaulting 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 appropriate and own the defaulting Party s share of production
for the period of default In the event an E&P Block 1s transferred to a third Contracting party the
new Contractor shall be responsible for making up default payments unless the MOGI recerves and
approves an agreement of the two or more parties as to the manner and timeliness of restitution

The Contractor and Operator must have the nght to purchase Kazakstani currency when required for
Petroleum Operations He must also be able to facilitate currency conversions at local authorized
banks and at current Kazakstam rate of exchange If the official exchange rate for tenge 1s less
favorable than that 1n effect at commercial Kazakstam banks, the commercial rate should be used
The Contractor should be given the nght to convert tenge 1nto 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 restriction on receiving, retaining abroad and using
the proceeds received from export sales of 1ts share of Petroleum received from an assigned E&P
Block All foreign exchange transactions should be subject to the laws, rules and regulations i force
at the time the Production Sharing Agreement 1s 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
obligated to conduct Petroleum Operations 1n accordance with generally accepted mnternational
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 obligated to take immediate steps to bring emergency situations under control
and protect against loss of ife and damage to property from blow-outs, spills, accidents and other
emergencies By this Agreement, the Operator should be obligated to respond expeditiously to
determmations by the MOGI or the Minustry of Ecology and Bioresources that facilities or activities
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by the Operator are endangering or mav endanger human health the environment or are likels to
cause pollution The MOGI should have the authority 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 reporting 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 minimize the need for the MOGI to draw from
the Operator’s account to perform corrective action or control the emergency

Within a specified number of days of the effective date of an Agreement the Operator should be
required to provide the Contractor with an msurance program for the conduct of Petroleum
Operations which meets nternational standards At a mmmmum, such nsurance should cover loss
or damage to the nstallation and associated equipment used mn Petroleum Operations pollution to
the environment, property msurance and third party habilities

In addition, the Operator should indemmify, defend and hold the Mimistry harmless against all claims
losses and damages of any nature whatsoever, including, without limitation claims for loss or
damage to property or mjury or death to persons caused by or resulting from any Petroleum
Operations conducted by or on behalf of Operator All losses, damages, and costs relating to mnsured
or uninsured events or conditions 1n respect of Petroleurn Operations which are borne by Contractor
shall be considered Petroleum Operations Expenditures

ARTICLE 24
ASSIGNMENT

The Production Sharing Agreement should specify that the Contractor must receive prior written
consent from the MOGI before 1t can assign any nights, duties, privileges or obligations of this
Agreement or a portion thereof to another person, firm or corporation The Contractor may assign
its rights, privileges, duties and obligations to an Affiliate after written notice to the MOGI The
Agreement should specify the ttming and content of MOGI’s response The Affihate should be able
to demonstrate at least the same level of technical and financial competence as the original
Contractor

Even though the MOGI’s written consent should not, by stipulation, unreasonably be withheld or
delayed, the Mimstry should insist that the assignor certify that all obligations up to the date of
assignment have been fulfilled and that the assignee jointly and severally guarantees fulfillment of
the remaining obligations The assignee must assume the covenants contained in the Agreement and
demonstrate to the MOGI that 1t has technical and financial competence to fulfill the Agreement
obligations A provision should be included which renders any such assignment free of any transfer
or related taxes, charges or fees MOGI should retain the right and the obligation to review, approve
and register the assignment
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ARTICLE 25
GOVERNING LAW AND ARBITRATION

The assurances which Aral Consortrum Participants gave 1n agreeing to abide bv the laws rules and
regulations of Kazakstan should be incorporated mnto Production Sharing Agreements Such
assurances should also apply to subcontractors Regular meetings between the MOGI and Contractor
should be emphasized 1n the Agreement Unresolved disputes should be stipulated as going to
arbitration for final settlement If Kazakstan 1s currently a member of the World Bank Arbitration
Convention (the International Convention for the Settlement of Investment Disputes or ICSID) thus
may be an ideal forum for arbitration proceedings, but others are available including the
International Chamber of Commerce 1n Paris and the Permanent Court of Arbitration at the Hague

The non-performance or delay in performance by MOGI or the Contractor of any obligation of the
Agreement (other than the payment of funds or provision of notice) should be excused if the delay
1s caused by Force Majeure, provided the affected Party has taken appropriate precautions and
reasonable alternative measures to carry out the Agreement The term “Force Majeure’ should be
defined 1n the Agreement or carried over from the Consortium Agreement The Agreement should
have provistons for giving notice to the other Party stating the cause of non-performance and delay
and the measures being taken to minimize the consequences of the event A declaration of Force
Majeure shall cause time obligations set forth 1n the original 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 required to maintain a set of books of accounts
in accordance with the attached Accounting Procedures and accepted accounting practices generally
used 1n the 1nternational petroleum mdustry Such records should be maintained n 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 in both U S Dollars and Kazakstan: currency (tenge) and in both
Russian and English

The Contractor's and Operator's accounting records should be available for mnspection during
reasonable hours by duly authonzed representatives of the Government of Kazakstan The Operator
of a Production Sharing Agreement mnvolving 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) mspection and auditing of books and accounts The Agreement should
specify the length of time from the date of submission of books and accounts that such accounts are
ehigible for audits and the conditions where extensions of time can be granted The Agreement
should limzt the period of time during which an audit can be conducted

The Agreement should also specify a deadline for filing an exception to the audit findings and stress
that a failure to provide written exception within the time frame establishes correctness of the
Operator’s books of account except in cases of mamfest error Unresolved disputes should be
directed first to the respective managements of the Parties for resolution and 1if still unresolved by
the Parties, subsequently referred to independent public accountants of international standing 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 finding Such
findings should be binding on all Parties

ARTICLE 27
CONFIDENTIALITY

Except as otherwise provided, all information acquired or received under the Production Sharing
Agreement should be maintained with the same levels of confidentiality as was the case with the
origmal 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 retained by the Parties
Confidentiality does not apply where compliance with securities and other rules or regulations of any
government or stock exchange requirements are at 1ssue Information which becomes part of the
public domarn through sources other than the parties to the Agreement cannot be protected The
Contractor should be entitled to provide a general description of his operations 1n annual reports and
in communications with shareholders The Contractor should seek to maintain confidentiality for a
stipulated number of years after the Agreement 1s terminated A five (5) year period 1s commonly
used

Parties to an agreement should be entitled to disclose such information to their employees, affiliates,
consultants or subcontractors as 1s deemed necessary to conduct Petroleum Operations efficiently
and should obtain a written pledge of non-disclosure from them which 1s no less restrictive than the
obligation of the disclosing Party under this Agreement In those cases where a portion of E&P
Block acreage 1s rehinquished to the MOGI, the MOG], for purposes of obtaining new offers, should
be entitled to show another entity such data and information during the term of the Agreement
provided 1t 1s at least a year old Any party to the Agreement should be able to disclose information
of a confidential nature to financial nstitutions for purposes of obtaining a loan
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ARTICLE 28
OFFICE AND SERVICE OF NOTICE

Any Contractor domg business with Kazakstan must register with the MOGI and other competent
authortties as prescribed by law The Contractor should also agree to establish and maintain an office
in Kazakstan for the term of the Agreement, where notices may be validly served The Contractor
must provide the MOGI the address of the office and the name of the General Manager and any
administratively and techmically competent alternative representative who has sufficient powers to
represent and bind the Contractor m all dealings with the MOGI or third parties mn Kazakstan

Any and all notices, requests, demands orders and other commumications required or permitted
under the Agreement shall be made m Russian and Enghish, and to the degree required by the MOGI
m Kazak The Agreement should specify when notices, requests and etc are deemed to have been
recerved For example, hand delivery during business hours, hand dehivery outside of business hours
notification by telex or fax transmission are activities for which official notification critena should
be established The Parties need to establish when notarial notice 1s required, or if such notice 1s
necessary under any circumstances

ARTICLE 29
GENERAL

Ths section usually contains a confirming statement that the Agreement 1s between the Contractor
and the MOGI and may not be amended, modified or supplemented except by written agreement of
the Parties The nghts, duties, obligations and habilities between the Contractor and the MOGI
should be several and not jomnt and collective, and should not constitute an association or
partnership Aral Consortium Participants should keep m mind this one-to-one relationship with the

MOGI once the Exploration Research Study has been completed and E&P activities begin on
individual Blocks

The Agreement with the MOGI by each Consortium Participant should not prevent the development
of agreements among the various Investor Participants The performance of any condition or
obligation under this agreement should not be subject to a wairver except by written assent of the
MOGI or other party granting a warver or postponement The granting to one party of a waiver from
certain conditions or obligations does not automatically grant a waiver to other parties from
performing the same conditions or obligations This, and any subordinate agreements should be
drafted 1n English, Russian and, 1f specifically required, in Kazak The legally dominant language
should be specified for the event that a conflict develops among the three languages on text, syntax
or interpretation
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ARTICLE 30
APPROVAL OF THE GOVERNMENT
Each Production Sharing Agreement should have an approval page which venifies by signature the

formal agreement of MOGI and the Contractor to carry out the Petroleum Operations and Production
Sharing activities
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PLEASE NOTE:

THE DRAFT PROSPECTUS OF THE ARAL SEA CONSORTIUM AGREEMENT
WAS 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 RESPONSIBITIES OF THE NEW
ORGANIZATIONS THEREFORE REFERENCES TO THE FORMER MINISTRY
OF OIL AND GAS INDUSTRY REMAIN INTACT
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OVERVIEW

INTRODUCTION

The mvestment climate 1 Kazakstan 1s viewed by many foreign mvestors as promising One of the
areas where such mvestment 1s particularly favorable 1s the development of Kazakstan s mineral and
fossil fuel resources which require foreign capital and technological expertise to properly and
expeditiously exploit The Government of Kazakstan and the Ministry of O1l and Gas Industry
(MOGI) are extendmng an invitation to foreign oil and gas companies to join 1ts State O11 Company
“Kazakstancaspishelf’ , in forming a Consortium project called “Aralshelf” The purpose of this
project 1s to explore and eventually produce o1l 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 1s quite naturally excited and enthusiastic over their estimates of potential
o1l and gas reserves in the Aral Sea area They were hoping to have a Prelimmary Agreement signed
with interested Foreign Investors by November 1996 However, the projected date has since been
moved to mid-1997

As 1s true with any newly formed nation, Kazakstan has had to cope with a large number of 1ssues
and situations at one ttme Economic instability has been a problem since 1991 when Kazakstan
declared itself a sovereign Republic The Government realizes that the exploitation of Kazakstan s
o1l and gas deposits along with other valuable munerals will eventually create a more stable economy
as the country embraces the concept of a free market economy and philosophy and moves toward
privatization As with any country which has chosen a new destiny, the changing of past attitudes and
bureaucratic processes 1s evolutionary rather than an overmight event Prospective foreign investors
will need to be aware that such changes are occurring and be able to adjust accordingly 1n their
relationships with the Government

In proposing the Aral Sea Consortium, the Government of Kazakstan’s motives are simple continue
the trend of encouraging foreign o1l and gas companies with world class financial and technological
resources to enter into consorttum and other types of agreements to explore large onshore and
offshore areas of the country The Aral Sea 1s such an area Kazakstan also needs foreign investments
to derive mcome for upgrading devastated ecosystems and human health conditions which currently
exist in the Aral Sea area Human health projects include establishing improved transportation
arteries, public water supphes, schools and hospitals This Prospectus presents an outline of what
prospective foreign mvestors should be aware of 1n making decisions to participate 1n the Aral Sea
Consortium O1l and gas prospects appear promising for foreign investment The petroleum related
laws and associated regulations have been undergoing considerable change since mid-1995 and
Foreign Participants 1 a consortium should find the task of obtaining licenses, getting approval of
environmental work programs and negotiating production sharing contracts a less involved process
than may be the case i individual partnerships and joint ventures
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WHY A CONSORTIUM ?

The Government of Kazakstan and 1its Joint Stock Company “Kazakstancaspishelf (KCS) believe
the Aral Sea and 1ts surrounding territory 1s a sufficiently large and promising area to support a
consortium of four or five o1l and gas companies including KCS Other types of o1l and gas
exploration and production arrangements such as joint ventures and partnerships were reviewed by
KCS and the Ministry of O1l and Gas Industry (MOGI) and were not considered to be as favorable
toward achieving all necessary objectives of the Government of Kazakstan These objectives include
developing economuc environmental, health and social programs for the depressed Aral Sea area in
addrtion to denving financial benefits for foreign investors and for Kazakstan which would be
realized from o1l and gas resource development and production

Kazakstan behieves the positive experience gamed through its participation 1 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 avoiding some of the difficulties encountered during the
Caspian Sea Consortium Both the Government of Kazakstan and KCS have learned valuable lessons
m o1l and gas exploration technology from foreign o1l investors As their comfort level grows future
years will be characterized by positive influences on the type of o1l and gas regulations admimstered
by the Government of Kazakstan KCS has named the proposed Consortium “Aralshelf’

KCS beheves the only way the Aral Sea can be properly understood from a geological-geophysical
perspective 1s with the shared expertise and active participation of foreign o1l and gas companies to
conduct an Exploration and Research Program The Government of Kazakstan believes that the
invitation of foreign investors into a Investing Participants assures the highest quality of geologic
and geophysical interpretation These companies have the capability of mamntaiming international
standards for onshore and offshore o1l field technology These technologies and practices not only
maximize the potential for discovering and subsequently developing and producing o1l and gas, but
they are also able to develop and enhance safety and environmental sensitivities

Even though the Mimistry of O1l and Gas Industry and the KCS believe that a Investing Participants
1s the best option for geologically defining the Aral Sea and Adjacent Territories, foreign investors
may also want to evaluate alternative exploration and production arrangements such as joint ventures
or partnerships The Exploration Research Study proposed here may reveal that the o1l and gas
potential in the Aral Sea area exists in more 1solated deposits which would make a detailed
exploration of large E&P Blocks less desirable to the mnvestors Less extensive, but still highly
productive geographic areas could exist which would be more conducive to the joint venture or
partnership concept If so, the Government of Kazakstan may have to revise its Environmental Work
Program and associated social programs that are directed toward upgrading the human health and
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cultural well-being of residents to a more targeted less comprehensive set of activities Joint
ventures or partnerships may be the most practical approach to the ultimate recovery of o1l or gas
Either way, a strict focus on return on investment while beneficial to Kazakstan 1n terms of taxes
and mcome, may 1impose limuts on the development of large public work or environmental projects

CONSORTIUM MANAGEMENT AND ORGANIZATION

The Aral Sea Consortium, as percetved by KCS  will be an umincorporated contractual organization
similar to the Caspian Sea Consorttum It will be created pursuant to an agreement among two or
more foreign o1l or gas companies and the State Joint Stock Company “Kazakstancaspishelf The
agreement will be 1n accordance with the laws and regulations of the Republic of Kazakstan The
Consortrum will not be a juridical entity nor will 1t constitute a separate entity for tax purposes

Overall supervision and operational control of the Consortium operations at the highest
organizational level will be vested 1n a Management Commuittee comprised of one designated
representative from each Consortium Participant The duties of the Management Commuttee will be
set forth 1n a negotiated agreement A few of 1ts more important powers are listed as follows

» Development of policies and procedures for the conduct of Consortium operations,

* Approval of the Environmental Management System and dewviations or exceptions,
 Approval of contractors, suppliers and techmcal and management experts,

+ Consideration, revision and approval or disapproval of all Annual Work Programs,

* Amendments to accounting procedures, and

* Representation by the Operator (KCS) on behalf of individual Consorttum Participants
Prospective foreign investors along with the KCS (whose representative will act as Chairman) will
each have one vote on most Consortitum matters The Charrman (KCS) will have the prerogative to
veto any Management Commuttee decision 1f he feels such decision 1s not in compliance with
applicable laws of the Republic of Kazakstan This includes laws pertaiming to the environment,
public health or safety The veto also applies when the action would be percerved to harm the
mnternational relations of the Republic of Kazakstan Foreign Participants are assured that all vetoes

will be justified 1n writing, with specific reasons They will also need to negotiate with KCS on other
matters such as voting in absentia
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Operator

The Operator who by arrangement, must be the KCS, represents the second orgamzational level of
the Consortium The Chairman of the Management Commuttee will appoint a Director General for
KCS who will be responsible for seeing that the day-to-day activities of the Consortium (Operations)
proceed efficiently A Deputy Director General will be appointed by nomination of the Foreign
Participants to balance the partnership relationship Although potential foreign investors may view
this arrangement as unequal the resulting structure does provide certamn benefits especially the
Consortium's ability to keep up and remain in comphance with evolving laws rules and regulations
in a Country that 1s commutted to full conversion to a market system

The duties of the Operator will be set forth in the negotiated agreement but a few of the more
important items are listed as follows

» To perform Consortium Operations 1n accordance with the laws of the Republic of Kazakstan
the provisions of the Consortiumn Agreement, the Work Program, the Environmental
Management System and the Management Commuttee

» To acquure, or assist Foreign Participants 1n acquining all necessary licenses consents approvals
surface or other nghts that might be requred including the 1ssuance of exploration and
production licenses to Foreign Participants who are in good financial standing as defined by the
Consortium Agreement financial provisions

e To plan for and obtain all requisite services and materials necessary to conduct Consortium
Operations efficiently and 1n a timely manner

» To keep Consortium Participants promptly and fully advised of all matters having a significant
effect on Consortium Operations including notification of emergencies that affect life health,
environment and property, and

e To promptly pay for and discharge all liabilities and expenses incurred i connection with
Consortium Operations as long as the Foreign Participants have contributed sufficient funds in
accordance with the Consortium Agreement

Admmistration and Technical Management

The third orgamizational level of the Consortium 1s the Operator’s internal hierarchy, as represented

by 1ts management and employees “Kazakstancaspishelf”, as 1n the past, will fulfill four basic
functions

(1) As Consortium Operator,

(2) As a Consortium Participant,

(3) As arepresentative of the Mimstry of O1l and Gas Industry (when specified),
(4) On 1ts own behalf as the State O11 Company, KCS
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To foreign investors not previously involved with a quasi state entitv serving quadruple roles such
an arrangement may appear complicated The role of KCS as a Consortium Participant 1s a distinct
advantage to foreign o1l and gas compames that mght otherwise find the path toward seeking
licenses and contract territory approval through individual joint ventures or partnerships somewhat
labynnthine 1f pursued through the existing bureaucratic process

KCS, mn tts role as Operator of the Caspian Sea Consortium has developed an internal orgamizational
structure and has assigned qualified personnel to positions within the following departments and
support services

(1) Environmental and Safety Department,
(2) Public Relations Department,

(3) Geology and Geophysics Department,

(4) Legal Department,

(5) Contract and Procurement Department,
(6) Human Resource Department,

(7) Finance and Accounting Department, and
(8) Logistics and Infrastructure Department

Whatever agreed-to structure for the Aral Sea Consortium evolves, Foreign Investors have a defimite
voice in program changes by the Operator, through the Management Commuttee Foreign o1l and gas
companies mvolved 1n an Aral Sea effort should find the above departments working reasonably
smoothly because of their Caspian Sea Consortium experience where the difficulties of developing
a new system for the first tme have been addressed and to a large extent resolved The management
of the above departments and support offices, 1f set up as mn the past, will be under the joint
responstbility of the Director General (KCS) and Deputy Director General (Foreign Participant
Appomtee) Thus Prospectus does not provide detail on the various Operator departments except to
stress that KCS and the Government of Kazakstan, through the Ministry of O1l and Gas Industry,
welcome the international level of expertise provided by foreign o1l compames, particularly 1n the
implementation of environmental protection, safety, international petroleum law, geology,
geophysics and soci0-economic projects A detailed description of day-to-day relationships will be
included 1n the actual agreement and attachments

Technology and Personnel Transfer Issues
The Government of Kazakstan realizes that the best way to build local techmical expertise 1s by

exposing Kazak experts on a daily basis to State of the Art activities 1n petroleum exploration, well
design and enhanced recovery techmques as used by foreign o1l and gas companes This 1s
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especially true for all aspects of offshore technology (exploration through production) which 1s
becoming more sophisticated each year Kazakstan believes that by agreements such as the Aral Sea
Consortium valuable native technical expertise can be developed to the point that the Countrv can
eventually exploit 1ts own natural resources (coal, gas, o1l and other minerals) and increase 1ts
financial reserves sufficiently to improve health conditions repair socio-economic nfrastructure
conditions, mamntamn a sound fiscal policy and address many of the environmental problems inherited
from the past The primary advantage to foreign investors 1s that by sharing their technology and
personnel on activities such as the Aral Sea Consortium they gain access to world class hvdrocarbon
reserves that would otherwise be maccessible There 1s also the long term value of Kazakstan

becoming an equal player on the foreign scene thus making 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
technical and managenal experts to be assigned under KCS to assist in the efficient conduct of
Consortrum Operations, 1n accordance with good petroleum mdustry practice While the details of
employee remuneration and payroll costs will be conditions of the Agreement 1t 1s 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 right of KCS to
engage outside consultants with specific areas of expertise, subject to Management Committee
approval Potential foreign investors 1n a consortium arrangement may want to consider selection
of personnel who are conversant in Russian and English so that the normal barriers to common
technical interpretation of procedures, o1l field terminology and scientific methods created by
translation can be mmmized Kazak 1s the official language of Kazakstan and certain o1l field related
statutes require applications to be submutted in Kazak as well as in English and Russian Consortium
Participants, ncluding KCS, should consider hiring selected staff members who are versed in Kazak
and who are familiar with o1l field terminology

PAST SURVEYS
Geophysical

Geophysical work m the Aral Sea area has been confined to two separate efforts the first in the
1960's and a more recent one during the 1971-1975 period The 1960 work was done 1n connection
with hydrogeological surveys and was the joint effort of the geological surveying orgamzations of
Kazakstan, Uzbekistan and “Aerogeology “ During this survey, several seismic profiles were
obtained 1n 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 Association (IGA)
“Morgeophysika” (located at Gelenjik) Thus group made a regional profile network of the Aral Sea
offshore area by using wave reflection methods and Common Depth Point The seismic survevs
resulted 1n the discovery of several brachianticlinal folds which received additional invesngauon
As set forth m another section of this Prospectus, one of the early tasks of the Consortium would be
to select approprate seismic techniques to develop and implement a comprehensive and 1n some
justified cases, a detailed seismic survey grid of the Aral Sea and Adjacent Territory The term
“Adjacent Territory* 1s used by KCS to define that land strip between the present Aral Sea shoreline
and the location of the shoreline as 1t existed 1n 1982

Geological

The major part of the Aral region was surveyed and mapped at a scale of 1 200 000 1n the 1960-1970
period 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 mapping was followed by a drilling program with a density of
20-30 holes per sheet The depth of these holes did not exceed 300-500 meters and terminated in
Paleogene sediments Limited quantities of natural gas were discovered 1n a few of these holes The
emphasis at the time was to delineate trends 1n coal deposits During this period a hydrogeological
survey was conducted wherein several holes were drlled to a depth of 1000 meters Two additional
“deep tests” were drilled nto the Kulandinso-Zhilansko-Tasaransko: horst-anticline complex one
to 760 meters and the other to 3000 meters A great percentage of the geological interpretations used
by KCS 1n preparing the Aral Consortium proposal to the Mimistry of O1l and Gas Industry was
based on these seismic surveys and deeper tests

In the early 1990's, Kazakstan organizations began a new series of geological surveys of the Aral
region This entailed geological and hydrogeological mapping at a scale of 1 200,000 Most of this
work was keyed 1nto the geo-environmental research of the dried zone of the Eastern Aral region
Fmancial problems prevented completion of the studies and preparation of reports until the current
effort The geological studies are primarily geomorphic and geographical 1n content and while they
may provide potential Consortium Participants needed baseline information on shoreline fluctuations
and terrestrial problems, they may not be useful m developing a picture of potential o1l and gas
deposits KCS has indicated that scientists of the National Academy of Science are trying to
complete compilation of the 1990 data by the time the Consortium Agreement 1s formalized

GEOLOGIC SETTING OF THE ARAL SEA AREA
For purposes of this Prospectus, only a brief summary of the geologic setting, stratigraphy and

tectonic and structural features 1s provided Potential Foreign Participants will want to review
available data which the KCS has on file or 1s developing relating to the Aral Sea area and
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surrounding territory Since the premuse of abundant o1l and gas reserves 1n the Aral Sea area 1s
based on correlations with and stratigraphic stmilarities to the South Turga: o1l producing area to the
east (250 km east of the Aral territory), a detailed geologic studv will be needed once Consortium
agreements are finalized and activities begin

Structure and Tectonics

The Aral Sea and adjacent territory area are composed of six major structural features which are part
of two transcontinental tectonic belts and orogenic trends Structures in the pre-Mesozoic formations
indicate association with the development of the Western part of the Uralo-Mongolsk: belt Some
of these are associated with the Eastern slope of the Southern Urals m the East Aral These two areas
are structurally separated by the Aralo-Kyzylkumska swell arch which 1s a north-south trending
linear structure that extends through the central part of the Aral Sea into Uzbekistan 1n the south and
through a series of lughs mto the Northern Aral adjacent territory The total length of the swell arch
1s about 900 km (560 muiles) The six structural features are the (1) Turan Platform, (2) Eastern part
of the North Ustyurt trough, (3) Bazaisko-Akkulovskoy high zone, (4) Chelkars1 trough, (5)
Kulandmsko-Zhlansko-Tasaranski horst-anticline zone, and (6) Eastern Aral trough The area west
of the Aralo-Kyzylkumski arch has been subject to considerable faulting Tectonic activity subsided
toward the end of the Jurassic time During the Cretaceous time, the Aral region developed nto a
platform structure The Cretaceous-Cenozoic time span was characterized by adjustment movements
of the platform where the anticlines and troughs pitched along axial trends Eventually, additional
antichines with smaller closure contours (brachianticlines) developed as superimposed structures

Stratigraphy

The pre-Jurassic rocks 1n the Aral region are predominantly 1igneous 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 various structures responsible for o1l and gas
accumulations and stratigraphic entrapment

(1) The Jurassic section has a maximum thickness range of 2100-2500 meters 1n the deepest
troughs of the Central Aral zone In the Western Aral adjacent area, the section thins to 1100-1300
meters and i the Eastern Aral adjacent area to 500-700 meters The Lower Jurassic sediments are
characterized as ternigene or continental in origin and consist of sediments formed 1n warm, humid
chmates, conducive to the formation of coal The Upper Jurassic represents a general transition from
continental or near shore deposition transgressing upward into carbonates of marine ongin
Kazakstan geologists believe that Upper Jurassic structures and stratigraphuc traps have the best
potential for hydrocarbon accumulation and development The Jurassic section 1s generally absent
across uplifted areas 1n the northern and eastern portion of the Aral adjacent area
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(2) The Lower Cretaceous-Cenomaman Series, with few exceptions cover the Aral region
These sediments reach therr maximum thickness in the South and Southwestern part of the Aral
adjacent territory (Uzbekistan) where they reach a complete section thickness of 2000 meters These
sediments thin north and eastward across the Aral Sea while maintaining a complete sequence but
gradually lose some of the lower section n the Eastern Aral adjacent territory Lithologically these
sediments are an interlayering of primanly continental rocks with some included carbonates The
Upper Cretaceous 1s represented by the Turan Maastrichsk: series which 1s composed of marine and
coastal marine facies that underhe the entire Aral region The lower part consists of grav and
greenush gray clays and siitstones interbedded with sandstones and reach a thickness of 170 meters
1in the Barsakelmesski trough The upper part consists mamly of carbonate rocks, limestones and
marls, and has a maximum thickness of 350 meters

(3) The Paleocene-Miocene sediments cover the Aral region except for structural highs in
the Northern Aral adjacent territory where the section 1s absent These are marine sediments and
have thicknesses ranging from 900-1400 meters The sediments consist of coastal marne and lagoon
facies 1n the Northern onshore portion of the Aral Sea area (Ohgocene)

(4) The Pliocene-Quaternary covers the area for the first several hundred meters and
represents various sediments of coastal marine and lagoonal origin

The interest 1n hydrocarbon occurrence 1s believed to be limited to the thick Jurassic sequence The
Cretaceous and Paleogene sediments are thought to contain some o1l and gas but generally not 1n
commercially recoverable quantities The results of an exploration research program may mndicate
potential beyond that attributed to the Jurassic

OIL AND GAS POTENTIAL

The Kazakstancaspishelf Jomnt Stock Company, on the basis of imtial geological and regional
seismic surveys, has made estimates of the amount of recoverable o1l and gas from the Aral Sea area,
including 1ts adjacent termtory as defined above Interested foreign investors may want to clanfy with
KCS whether these estimates represent potentially recoverable reserves, based on current
technological mterpretations, or whether they represent estimates of o1l and gas 1n place At any rate,
the calculated recoverable hydrocarbons are as follows based on IGA (“Yuzhkazgeology™) in 1991

122 milhon tons of o1l and 113 billion cubic meters of gas under dry land areas of Northern and
Western parts of the Aral adjacent territory,
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Two mulhion tons of o1l and eight billion cubic meters of gas undertying drv land in the Eastern
part of the Aral adjacent territories and
(1) 131 mullion tons of o1l and 96 billion cubic meters of gas under the Aral Sea proper

KCS believes that the above potentials are underestimations of the actual amount of hvdrocarbons
present 1n the total area to be covered by Aral Sea Consortium Agreement Part of the basis for
believing large quantities of o1l exist m at least the Jurassic, 1f not 1n the entire Mesozoic-Cenozoic
section, 1s the presence of o1l 1n the Jurassic-Neocom series of the South Turga: o1l field about 250
km to the east Kazakstan geologists beheve the Jurassic 1n the Aral region to have a strong
correlation with stmilar hthology and stratigraphic characteristics to the Turgai In the territory 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 1s only a few kilometers west of the Aral
adjacent termitory Traces of gas were also found in the 3000 meter deep Kulandy Key Hole #1 1n the
1960's Thus test was located along the east coast of the Aral Sea where 1t existed at that time

CURRENT STATUS OF ARAL SEA

The current condition of the Aral Sea 1s a major environmental disaster in Central Asia which
directly affects Kazakstan, Uzbekistan and Turkmenistan In 1960, the Aral Sea was the fourth
largest mland lake 1n 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 continued to shrink since 1989 to the point where the
remaining water area 1s about 40,000 sq km The salinity of the water has increased threefold since
1960 and 1s now 4,500 mulligrams per liter (mg/l) of Total Dissolved Solids Thus salinity increase
along with the introduction of fertihizer and organic pesticide compounds related to past agricultural
activities 1n Uzbekistan and Turkmenistan have destroyed the ecosystem, put an end to commercial
fishing, and induced drastic dechines n health for people living 1n the region

As aresult, severe population declines have taken place throughout the entire area since the drastic
coastlme reduction 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 rivers
which formerly fed the Aral Sea Short and medium term mitigation or reversal of the Aral Sea
ecosystem disaster and the water quality and lacustrine environmental degradation appears to be next
to impossible Imitial efforts are expected to focus on the most serious human impacts such as
accessibility to potable water for families, schools and hospitals, reduced contamination and bactena
levels, and improved sanitation and public health
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Assistance, or promised assistance to alleviate these human health conditions have come from
several sources USAID has commutted several million dollars toward rehabilitating water wells and
providing chlornation equipment The World Bank has entered into discussions relaung to
mvestment m repair or possible extension of water transportation lines and water distribution
systems In 1993, the five Central Asian presidents met in Kzyl-Orda, Kazakstan and established
an Inter-State Council for the Aral Sea They pledged that one percent of the GDP 1n the region
would be devoted to addressing the overall (regional) Aral Sea environmental problem Other
groups, 1n addition to the World Bank and USAID are bringing policy-makers together to discuss

common concerns and forge internal policy-based strategies for disaster mitigation and long-term
water management

Environmental Studies, Surveys and Assessments

During the past two years, the Government of Kazakstan, through 1ts Mimstry of Ecology and
Bioresources, has focused increased attention on the protection of air, water, and plant and amimal
protection, particularly those species that are endangered, and to preserve the remammng wildhife
habitat areas The preceding description of the Aral Sea disaster 1s included 1n this Prospectus
because 1n negotiating the terms of a Consortium Agreement which may be 1n existence for several
years, foreign mvestors need to know the baseline of the environmental and public health conditions
at the time the agreement has been established The establishment of production will, of course,
extend the obligation of foreign mnvestors for many years after dissolution of Consortium activities

What prospective foreign investors should find attractive n the Aral Sea Consortium 1s that a
temporary Working Group, “Kazakstan-Caspy™ consisting of Kazakstam scientists and specialists,
has entered nto a contract with Hagler-Bailly Consulting, Inc, to do an up-front ecological and
environmental review of the Aral Sea Basin The scope of this 1nitial review and the contents therof
were determined through a techmcal assignment of the Joint Stock Company, “Kazakstancaspishelf”,
which 1s slated to be the Kazakstan State Partner and Operator 1n the Aral Sea Consortium Unlike
the Environment Impact Assessment required for such areas as the Caspian Sea and surrounding
territories, where Special Protection Areas have been established, the Aral Sea Environmental
Review should yield a lesser number of critical assessment considerations The Aral Sea and
surrounding terntory (for purposes of this Consortium Agreement, the 1982 coastline as a pomt of
reference) 1s currently at 1ts most degraded stage Once the Environmental Impact Assessment has
been submutted by KCS to the Minustry of Ecology and Bioresources, environmental and water
quality monitoring programs are expected to be a primary obligation of the Consortium's
Environmental Work Program This program 1s designed to protect the remaming ecosystem and
also to make sure that Consortium Participants have a backlog of “State-in-time” data on changing
conditions 1n the Aral Sea and surrounding terntory
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The Aral Consortium Participants also have the advantage of KCS s pnior experience of working
with foreign o1l and gas companies in the Caspian Sea Consortium Additionally the Government
of Kazakstan, through its Ministry of O1l and Gas Industry and the Mimistrv of Ecologv and
Bioresources, has been directed through a Decree 1ssued June 5 1996, to implement Regulations on
the Procedure for Conducting Offshore Scientific Research connected with Petroleum Operations
at Sea and m Internal Water Bodies of the Republic of Kazakstan While these regulations have the
potential of becoming barriers for getting the detailed seismic work accomplished 1n a timels
manner, they also indicate that the Government of Kazakstan 1s diligently working toward adopting
International Environmental Protection Standards Thus regulatory evolution should be a benefit to
Aral Sea Consortium Participants who are accustomed to implementing international standards for
environmental protection during all phases of oil operations from seismic surveys through
exploration, development and eventually production

The State Joint Stock Company (KCS) would be responsible under the proposed Consortium
Agreement to obtain all necessary licenses, permits and approvals

Special Problem

One special problem that will need to be assessed from a health and safety standpoint will be the
Uzbekistam part of the Vozrozhdeniye Island where bacteriological weapon testing took place Tests
were carried out by explosion and by moculation of ammals with rare cultures of plague and
malignant anthrax, etc No human infection 1s known to have taken place Still, as a precaution,
sampling for residual bacteria occurring 1n the offshore vicimity of the 1sland will have to be
undertaken prior to the beginning of any geophysical survey

POTENTIAL INTER-COUNTRY AGREEMENTS

Kazakstan, through the KCS, will be negotiating an agreement with the neighboring country, the
Republic of Uzbekistan, to allow expansion of the general and detailed seismic surveys and geologic
studies to cover all of the Aral Sea and adjacent terntory Nearly half of the Aral Sea area 1s located
1n Uzbekistan and many of the prominent geologic and tectonic features which are believed to be
potentially o1l or gas producing, trend north-south cross the two republics, both onshore and
offshore If these negotiations are successful and Uzbekistan Aral Sea ternitory 1s included 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 1n advance by Kazakstan and Uzbekistan

Whether Uzbekistan State o1l interests join the Consortium or maintain a role limited to a production
sharing agreement would be a subject of negotiation with Investor Participants At present, KCS, or
as 1t will be called in the Consortium, “Aralshelf”, 1s seeking to become the Operator for both
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countries due to 1ts developing role as an international exploration and producing compant and also
due to 1ts experience m negotiating and working with foreign o1l and gas companies 1n the Caspian
Sea Consortium

KCS recognizes the difficulties and shortcomings of implementing 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 umt The advantages of mtergovernmental involvement are manv from
a production and exploration aspect, and future environmental studies and work programs are going
to be more meaningful and less duplicative 1f conducted on an intergovernmental basis

APPLICABLE LAWS AND REGULATIONS

The Government of Kazakstan has 1ssued several laws pertamning to petroleum production since the
advent of the Caspian Sea Consortium agreement For example, a law on licensing has been passed
and several sets of regulations have been promulgated in 1996, as required by the Presidential Edict
Concerning Petroleum Foreign investors are advised that the Government of Kazakstan 1s 1n the
process of revising 160 or more statutes and edicts that were inherited from the former Soviet Union
Any consortium agreement should have a solid “point in time” definition and be nsulated from
transitional short-term changes 1n laws or regulations that may result from the Country's ongoing
efforts to move to a more market-oriented economy

SELECTION OF E&P BLOCKS

The current plan 1s that the configuration and size of Exploration and Production (E&P) Blocks will
be determined upon the completion of the Exploration Research Study KCS has developed a budget
for Phase I of the Exploration Research Study This budget has been submitted mn draft form for
internal review and sets forth costs of seismic studies and also for dniling a limited number of
stratigraphic tests to deeper horizons (2,500-4,000 meters) The KCS cost projections for the Phase
I work are shown 1n Table 1 Even though a budget has been prepared by KCS for these activities,
this development has occurred before any Consortium Agreement has been signed As a result, the
Management Commuittee established under the Aral Sea Consortium Agreement would have to
approve both the content and financing of the Work Program and of the budget projections for future
years At the time of preparation of this prospectus, the Minstry of O1l and Gas Industry had not yet
approved the plan and budget submitted by KCS

The Exploration Research Study 1s considered complete when the earliest of the three following
situations occurs
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(1) The date when all sersmic survey hines and stratigraphic tests listed in the approved Work
Program have been completed and processed to an agreed-to standard and appropniate
structure maps have been produced which allow for data interpretation or

(2) The date when aggregate Consortium costs for the Exploration Research Studv reach a pre-
agreed to maximum amount, or

(3) The date when all Consortium 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 by
the Management Commuttee For example, some concern has been expressed mn the Phase 1
prelimiary report prepared by KCS that the ability to transport heavy vehicular equpment over the
salt saturated ground between the 1982 coastline and the current coastline may be limited to the
winter months when the ground 1s frozen The costs and timing of Exploration Research Program
activities reflect this contingency mn Table I If the situation turns out to be better or worse than
ongmally perceived, the Management Commuttee has the option to revise the budget accordingly

Process

The Operator (KCS) 1n consultation with the Investor Participants will develop a map of E&P blocks
within the Exploration area This map will show the most prospective (promising) areas based on
Phase I activities If the Foreign Participants are dissatisfied with the blockage selection, they have
the night 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 original map The blocks will be uniform n size for
a particular area However, the Operator may consider enlarging the size of blocks located 1n areas
that are considered to be less productive Furthermore, the Investor Participants may request the
inclusion of additional blocks Blocks located in areas beheved to have the best hydrocarbon
recovery potential will be arranged contiguously The Participants may request the Operator to
develop the map of E&P blocks any time 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 1t to the other Consorttum Members

A protocol needs to be established 1n the Agreement on how E&P blocks are to be selected If
structured as 1n the past, each Investor Participant will have an opportunity to select either one or two
E&P blocks with a timely written notification to the MOGI or KCS delineating his selection KCS
1s empowered to resolve conflicts in those cases where two or more Participants select the same
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block In those few instances where KCS 1s unabie to resolve the conflict the Ministrv of O1l and
Gas Industry shall have the nght to run a closed tender with the block going to the highest bidder
The loser has the night to select another E&P block After all Participants have selected blocks KCS
has the opportunity to select two blocks of its own

The Agreement encourages Investor Participants to negotiate among themselves for the purpose of
reducing the number of times the tender process has to be invoked The reality of course 1s that
some blocks, on the basis of data collected appear to have better prospects than others Each
Participant contributes equally to the Consortium 1n proportion to its mterest Hence the principle
of equivalent returns on their investment, taking into consideration their relative nisks should be
reflected n the Production Sharing Agreements which Investor Participants are permutted to arrange
among themselves

PRODUCTION SHARING AGREEMENTS

The development of Production Sharing Agreements 1s a negotiation process involving the Mimstry
of O1l and Gas Industry, KCS, and the Investor Participants The production sharing provisions of
the Caspian Sea Consortium Agreement were negotiated before the enactment of the 1995
Presidential Edict Concerming Petroleum and various sets of regulations and decrees that have
subsequently been approved in 1996 KCS has indicated that the intended process for negotiating
production sharing agreements with potential Participants for the Aral Sea Consortium will be
simular 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 1n
accordance with applicable law and license requirements, considering the terms and conditions of
the model contract established by the Government of the Republic of Kazakstan A draft contract
for production sharing was developed by the Ministry of O1l and Gas Industry 1n mid-1995 This
Prospectus includes an outline of a typical Production Sharing Agreement, providing a short
description of the underlying principles and listing the principal internationally accepted
components, Appendix B

Negotiations regarding the sharing of production generally occur as soon as practicable after the
effective date of the Consortium Agreement The negotiations will also include an agreement on tax
schedules related to production and the Investor Participants’ respective shares The production
sharing 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 Republic of Uzbekistan becomes a member of the
Aral Sea Consortium, the negotiation of terms will be intergovernmental However, the Investor
Partictpants, as a matter of common sense, will be given the opportunity to renegotiate their
production sharing agreements 1f the terms arrived at by the two Republics are substantially different
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for Uzbekistan and Kazakstan Since the financial contributions by the Foreign Participants are
considerable and are done at a time when the detailed Exploration Research Program has not
commenced, the financial risk to some Participants may potentially be greater than for others
because the recoverable reserves under some selected E&P blocks will have a better prospectivity
As was discussed 1n a previous section of this Prospectus, Investor Participants mav resort to
combining E&P blocks prior to signing the Aral Sea Consortium Agreement as a wav to avoid
problems among themselves

Negotiations on production sharing agreements are generally viewed on the good faith principle that
all parties want to come to an equally beneficial arrangement One of the most critical points of
negotiation, of course, has to do with the 1mtial rate of return realized by the Participants to recover
the costs of their mnitial investment and subsequent development program Most companies with
sufficient financial resources to participate m exploration and production ventures of a consortium
magnitude have had considerable expenence 1n negotiating Production Sharing Contracts more than
what will be described 1n this prospectus The purpose here 1s to summanze the process not the detail
of the resulting agreement The ultimate 1nterest of the Republic of Kazakstan 1s to develop its o1l
and gas resources efficiently and effectively The Government wishes to attract those companes 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 attainable

Foreign Investors should also be aware of the process favored by the Government of Kazakstan
should the former fail to come to an agreement on production sharing If the parties fail to come to
closure on the provisions of the production sharing contract and on the short- and long-term
objectives of the Government, a mediator of international reputation and stature will be appointed
by mutual agreement of all parties Failure of the mediator to satisfactorily resolve the 1ssues within
a specified time, usually two years, may cause the MOGI to hold all blocks previously selected for
two more years, after which 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 original
Participant(s) have the opportunity to bid on the projects under the same terms as offered the third
party, subject to an adjustment to take mnto account the Preliminary Fee paid under the Preliminary
Consortium Agreement and the Consortium Fee and Consortium costs paid 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 MOG]I, as a condition to the effectiveness of 1ts acquisition of such nghts, to repay the relevant
Investor Participants the pro rata share of the Preliminary fee, Consortium fee and Consortium costs
attributable to such E&P blocks The above described procedure, while fair to Participants, 1s
somewhat onerous and can be avoided if the Foreign Participants are able to agree among themselves
on the production sharing terms to be negotiated
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ENVIRONMENTAL AND SOCIAL WORK PROGRAMS

In an earhier section of this preface, the current degraded status of the Aral Sea and adjacent territon
was described The degradation of the environment and the water quality of the Aral Sea has brought
on a virtual collapse of the socio-economic infrastructure of the area Investor Participants in an Aral
Sea Consortium will be expected to assist the Government of Kazakstan 1n preventing further
environmental degradation, provided the Government retains or acquires control over the causes of
the Aral Sea problems The Republics of Kazakstan, Uzbekistan, Turkmenistan and others have
formed a Council to deal with and resolve a number of inter-country environmental problems
including those associated with the Aral Sea and adjacent terrtory Restoring the social
mfrastructure of the Aral Sea area is an objective of the Kazakstan1 Government

In developing Environmental Work Programs, the Consortium Participants may find 1t advantageous
to separate environmental and water quality 1ssues mnto short and long term scenarios As part of the
environmental and ecological studies done by KCS and the Kazakstan Temporary Working Group
“Kazakstan-Caspiy”, scientists have provided a qualitative analysis of the Aral Sea problems as a
prelude to Consortium activities A quantitative definition of these problems 1n terms of potential
time for mitigation or abatement will require Consortium expertise, based on experiences gamed n
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
existing environmental and human health situation 1n terms of potential costs for each task

Investors should be prepared to develop their own social infrastructure for company personnel and
therr families who are involved n the Aral Sea Consortium Exploration Research Study and beyond
mto future exploration, development and production activittes This will entail construction of
schools, hospital facilities and other appropriate functional activity centers The Work program
agreed to under the Consortium Agreement will include a commitment on the part of Consortium
Participants to provide financial assistance to the Government with which to install similar facilities
for the Kazakstam population The objective of the Government 1s to use the development of o1l and
gas and the financial benefits derived therefrom to reestablish the pre-1960 population and its quality
of Iife and public health In this respect, the environmental work program and the socio-economic
infrastructure restoration program 1s synergetic The long term viability of the Aral Sea area 1s
strictly mineral resource dependent at this time, because the sustainability of human habitation 1n
the Aral Sea area 1s contingent upon a viable water supply, the improvement of the water quality of
Aral Sea tributaries, and an environment where human disease 1s repressed and pre-1960 flora and
fauna balances are achieved Foreign mvestors who commut to participation in the Consortrum must
fully understand the Aral Sea situation before negotiations begin, 1 order to gain long-term benefit
from their investment

Hagler Bailly



DRAFT PROSPECTUS ARAL SEA CONSORTIUM AGREEMENT » 21

DRAFT CONSORTIUM AGREEMENT

The next section of this Prospectus contans a draft Consortium Agreement which 1s generalls
patterned after the one developed between KCS and Investor Participants for the Caspian Sea area
A review of this document will show that many elements are necessary to formulate such an
agreement One of the areas where the draft Consortium Agreement differs from the Caspian Sea
Agreement 1s the role KCS 1s commutted to assume mn steering foreign investors through the
bureaucratic intricacies and complexities that must be dealt with when exploring for and producing
ol and gas in Kazakstan Several sets of regulations have been adopted since the 1ssuance of the Law
on Petroleum Some of these, particularly the environmental and safety requirements for offshore
oil and gas activities, are quite detailed and could be a deterrent to Consortium development 1f KCS
did not play an active role n facilitating the bureaucratic requirements The regulatory hurdles that
must be overcome during the implementation phase are not reflected 1n the draft Agreement because
such matters do not affect the general relationship of parties to the Agreement

Hagler Bailly



DRAFT PROSPECTUS ARAL SEA CONSORTIUM AGREEMENT » 22

Tamap1
Selsmic studie Drilling Total Cost
|_Fogjonol_{_Prosppxog. | Defalad Terkive|  Cost OfherWicls | Tentive|  Cost  |ofSeismic
REGIONS Lincer |Cost [Lineer [Cost |Lincer|Cost | Time | 10 Yange Dept | Cost Dept | Cost | Time |10 Yage |aprww,
m |10 [m |10 [Wm [10 [Schedue am| m 10 |ouan] m | 10 |Schede 10 Tenge
Tonge) Teange. Tongn 1997 | Toial) Sy ]'am_m 1997, Yotal
-t . | 42000 2sng 117019972000 2800 307.0 | amaq 62, 3 | esaq 10810
LT ——
Barsa-Molmes
Eastom Ama
Adjpcent tenitor
s2d as0d e0q 1000 2380 -_|1m _1+ m__fmnnﬁ . . | emd  s7a09
. . . . . . - - . - - . | 2954 280 2%
820_etond 14280 2600 657 san26zad 4 150 areq 5370 21

Note: Beginning of 1997 Exchange Rate Is Approsdmalisly 75 Tenge per U.S, Dollar1 0.

Hagler Bailly

AL



APPENDIX C

DRAFT INTERGOVERNMENTAL AGREEMENT

Hagler Bailly



KCS Draft 2
of July 08 1997

AGREEMENT

Between the Government of the Repubhic of Kazakstan
and the Government of the Republic of Uzbekistan
about Carrymg Out of Coordinated Policy in the Sphere
of Geologic Research Studies, Exploration and Production

of Hydrocarbons 1n the Aral Sea Region

The states - participants of the present Agreement 1n the person of Governments,
hereinafter - the Parties

. guided by objectives and principles of previous agreements signed with
participation of the Parties and by resolutions of the Head of the Republic of
Kazakstan and the Head of the Republic of Uzbekistan,

. building upon the tradition of amicable relations, mutual acknowledgment
and respect of state sovereignty, principles of equal nights and non-
intervention nto internal affawrs, territorial integrity and imperishability of
the existing borders,

. confirming the responsibilities, undertaken by the parties 1n 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 in a manner
that makes appropnate use of 1ts natural resources,

. acknowledging the importance of carrying out coordinated activities aimed
to attract foreign investments for the development of subsoil resources of the
Aral Sea region,
agreed upon the following

Article 1 Being used in this Agreement the terms shall mean

“Project” - a set of operations conducted and services rendered 1n the Aral Sea
Regron related to geological research studies, exploration and production of hydrocarbons
and attendant works,



“Aral Sea Region’ - water area of the Aral Sea with 1960 water line and the Aral
adjacent territory,

Article 2 Cooperation in the Aral Sea Region shall be based on the following principles

use of the Ara] Sea Region for peaceful purposes,

impernishability and integrity of the state borders of the Parties 1n the Aral Sea
region,

equal rights, mutual profit, observation of norms of international treaties and
legislation 1n regard to protection of the environment and biological and

mineral resources,

mtegrity and indrvisibility of the Aral Sea Region duning geological research
studies, exploration and production of hydrocarbons,

efficient development of the subsoil resources,

establishment of common economic, mvestment and tax policy for the
operating entities

Article 3 In the purposes of support and successful execution of works, provided by this
Agreement, The Parties agreed to cooperate 1n the following spheres

geological research studies, exploration and production of hydrocarbons,

exchange of geological, geophysical and other information on the subsurface,
and other data of a scientific-techmcal nature,

conduct of joint scientific-techmcal research and development of cooperation
projects,

prohibition of any activity, capable of endangering the environment and/or
causing damage to it,

creation of jomnt ventures, capable to conduct operations and render services
under this project,

most favorable treatment of each other, nvestors and conductors of
operations 1n relation to taxes and other payments to the budget, customs
duties and other fees, including local taxes, fees and duties,
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. conduct of umform policy with regard to project execution approaches
mvestors, Aral Sea shelf division 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 being necessan
for the execution of the project

Article 4 Taking mto consideration the importance of the project, ecological situation 1n the
region, terms of conducing research studies and i the purposes of attracting foreign
investments for the implementation of the project, the Parties agreed to provide exemption
for all kinds of activities and services, and also for imported and exported goods from all
types of taxes, customs duties, fees, imncluding local taxes duties and fees for economic
entities during the pertod 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 comphance Provisions of the present Article shall not cover other works and
services, which are not related to the objectives and tasks of the present Agreement

Article 6 The Parties shall approve the Intergovernmental Commussion for Coordination of
activity of the state and local admimistrations, economic entities, working at the project and
for consideration and resolution of 1ssues, related to the execution of the present Agreement
The Commusston shall consist of representatives of different mimstries and departments and
shall be headed by the Chairman, appointed by the Governments of the Parties by turns The
term of work for the Chairman of the Commussion shall be 1 (one) year, with following
replacement by the representative of the other Party

Article 7 The Parties agreed to designate the JSS Kazakhstancaspishelf to run the project
in the capacity of an Operator

Article 8 Disputes related to the mnterpretation and application of the present Agreement
shall be resolved by the Commussion created 1n accordance with Article 6 of the present
Agreement

Article 9 Nothing 1n this Agreement may be interpreted as impeding either of the Parties 1n
fulfilling 1ts obhigations in accordance with any 1nternational agreement, 1n which the Party
1s a party or may be a party, under the condition that such obligations do not contradict the
provisions and purposes of this Agreement A Party which intends to conclude agreements
with other states on the 1ssues of development and exploration of o1l and gas deposits 1n the
Aral Sea region, shall timely notify and inform the other party of the conditions of 1ts
participation 1n the proposed agreements
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Article 10 Each Party has the right to withdraw from the present Agreement notifving the
other Party about 1ts withdrawal Valhdity of the Agreement for the imitiating Party stops 6
(s1x) months after the date of receipt of notification by the other Party Herewith
undertakings of the Parties under the present Agreement 1n relation to the other Party and
foreign investors shall be wholly implemented

Article 11. Any changes or additions to this Agreement may be made 1f submutted 1n writing
and agreed by the Parties

Article 12 This agreement shall enter into force on the date of signing and shall be effective
until one of the Parties notifies the other Party about 1ts desire to terminate 1t said

notification shall be made s1x months prior to the expiration of the validity term of this
Agreement

After termination of the present Agreement 1ts provisions shall apply to all the obligations
undertaken during the 1ts validity period till complete execution of the obligations

Concluded 1n the city of “u 1997
m duphicate in Russian

Official translations mnto Kazak and Uzbek are attached to each copy of the Agreement

For the Government For the Government
of Kazakstan of Uzbekistan



