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Investi¢ni atraktivita Kazasské ekonomiky

Souhrn

Kazachstan vytvi@n jalo zent s otevenou ekonomikou, orientovanych na vyvoz zboZzi,
sluzeb, kapitalu a pracovnich sil, na zakl&dspoddské soutze a vzajema prosgsSnou
spolupraci se vSemi zesmi swta. KazaSska republika je jeln z hlavnich zemi
produkujicich ropu na $t, je na 9. migtv souladu s prokazanymi zdmmi a 12. pdle
predpokladanych zé&sobach. Perspektivni oblast olkisahopy a zemniho plynu je 1

milion 700.000 km, coZipdstavuje vice nez 62% Uzemi statu.

«KazMunaiGaz» lidr v produkcbpy v Kazachstanu. Hlavni konkukam vyhodou
firmy je zarkena ekonomiaoku a politickou podpru ze strany statu, reprezentovany
vladou Republiky Kazachstan. T@k stav umo#uje KMG realizovat strategii rozvoje

spole&nosti prostednictvim roz&eni portfolia aktiv i ndkupu vych poli.

Tengizchevroil je spojen s wini kapacitou expanzni a za¥ad nejmoderyjsi
technologie &Zby ropy. TCO vyknavacinnost, se zagtenim na ¢zSikovani vyroby v
ramci ,projektu pro budouci roZénhi ponoci technologie, reverznierpani surového
plynu, ktery pispiva k udrzeni @iebné Urova tlaku ve Svu, a tim zaji§je vysokou

vytéznost oleje. Technologie zelgsi a pomaha rozsi vhodnost terénu.

Kazachstan ilakal velké zahragni investice do rozvoje odtvi ropy a zemniho
plynu. Zahranini kapital byl pitahovan k 27 velkych projekt spojenych s &bou,
prizkum, zpracovani rekonstrukce rostlin a olefeppavy plynu.

«Kazachstan 2050 Strategie» zZ#éme na rozsahlych ekonomickychyc#lnich a
politickych reforem na pozici Kazachstan ipahezi bp 30 s¥tovych ekonomik v roce
2050. Zend prognodzy lepSi budoucnost predvétvi tézby ropy a zemniho plynu,

rozSfkenim potrubi a nalézani novyehlasti.

V letoSnim oce, Kazachstan je takéganizuje forum ,Future Energy’ se bude konat v
ramci EXPO-2017 v Astan Mezinarodni vystava, ktera pdde gilakat invesbry po

celém s¥te.



Klic¢ova slova: Investice, PZI (imé zahrarini investice), ropny a plynarenskyaprysl,

investini atraktivity, Tengizchevroil, KazMunaiGaz, ekon&matd.



Investment attractiveness of the Kazakh economy

Summary

Kazakhstan formed as a country with an opesnemy, export-oriented goods,
services, capital and labor, based on competitimhrautually keneficial cooperation with
all countries of the world. Republic of Kazakhstgnone of the major oil-pducing
countries in the world, occupyind'®lace according to proven reserves arnti d&ording
to probable reserves. Prospective area containingnd gas is 1 million 700 thousand

kilometers, which represents more than 62% of thadgyrof the country.

«KazMunaiGaz »ene of the leaders in oil production in Kazakhstihe main
competitive advantage of the company is guaranéeedomic and political support of the
state, represented by the Governmenthe Republic of Kazakhstan. Such status allows
KMG implement the development strategl the company through expansion of the

portfolio of assets while purchasing new fields.

Tengizchevroil is associated with an expansiaapction capacity and introducing
leading technologies of oil production. TCO penfis activities, focusing on expanding
production in the framework of the "Project for dtg expansin using technology, the
reverse pumping raw gas, which contributesnintain the necessary level of pressure in
the seam and thereby ensures a high yieldilofThe technology is greener and helps to

extend suitability of a field.

Kazakhstan attracted largeréign investments for the development of the od an
gas sector. Foreign capital was attracte@% major projects associated with the mining,

exploration, reconstruction processing plants, @hdas transportation.

« Kazakhstan 2050 Strategy» focusasvidespread economic, social and political
reforms to position Kazakhstan among the top 3Majleeconomies by 2050. Country
forecast a brighter future to the oil and gas imgudy expanding pipelines and finding

new fields.



This year, Kazakhstan is alsoganizing Forum ‘Future Energy’ to be held underFx
2017 in Astana. An International Exposition whichl Wwelp to attract investors all over the

world.

Keywords: investment, FDI (foreign direct investment), aild gas industry, investment

attractiveness, Tengizchevroil, KazMunaiGaz and etc
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1. Introduction

Kazakhstan was formed as a country with an openauy, export-oriented goods,
services, capital and labor, based on competitimhrautually beneficial cooperation with

all countries of the world.

According toWestern experighe investment climate in Kazakhstan as a wiwle i
favorable, but serious bureaucratic obstacles,néi@h risks, shortcomings in the tax
legislation and administration, underdevelopedllegeastructure in the field of insurance,

mortgages, etc. may hinder the inflow of foreigpital and the economy in general.

On the other hand, Kazakhstan considered as otleeahost attractive market for
the main parameters of the business climate. Katakhhas large market potential, the
abundance of natural and human resources. Thet@bterofitability of investments is an

essential factor for investors waiting to get m@teirn on investment in Kazakhstan.

Country was able to create an attractive investn@imate, due to radical
liberalization of foreign economic activities. Asrasult, the Republic is provided by
investment flows. Th&Vorld Bankhas included the Republic among the 20 countries i
the world, attracting the largest amount of investimespecially in non-renewable sector.
In particular, Kazakhstan is ranked fifth in termk investment per capita in Eastern
Europe and CIS countries. The economic level aneeldpment of the Republic of
Kazakhstan is largely determined by the developroémihe sector, which is dominant in
the economic structure - the oil and gas complek.a®d gas industries are critical
foundation for stability, which is associated withe economic prospects of the
development of the state and society as a whole. dihindustry currently occupies a
leading position in the system of the national eroy of Kazakhstan.

Vice-Minister of Oil and Gast. Kinovnoted that,«The oil industry has been and remains
a major and steadily growing sector of the Kazagbr®my, which provides a significant
portion of GDP, budget revenues and foreign excbaggynings to the countryGountry
devotes a lot of time and attention to the develepnof oil and gas industry. One of the
main scientific and practical problems of countrtbat gained political and economic
independence after the collapse of the Soviet Ursoeffective utilization of mineral
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resourcesPresident of the Republic of Kazakhstanhis statement says,«Our focus
should be on diversification and maintaining they of energy resources of Kazakhstan

to world markets».
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2. Aim and Methodologies

The aim of the thesis is analyze investment attraiwess of the Kazakh economy
and compare the two selected companies operatirtgeinoil and gas industry in the
Republic of Kazakhstan. The goal of the topic iki@eed through accomplishment of

main following objectives:

» -Describing and evaluating economic indicatorshef¢ountry and the world

* -Analyzing investment environment and foreign diiegestment indicators

» -Comparison of two selected companies, operatirigeroil and gas industry in the
Republic of Kazakhstan.

» -Determining key advantages and disadvantages

» -Estimating future development of companies andumtry

e -Calculations of future return of investments dbeeign company using economic

tools

Methodology

The methodlogy of the thesis is basexh statistical analysis of primary data on
trade, production, consumption, and export as wsllrelevant information on recent
literature related to the issues of oil and gasusiy. Trade statistics are obtained from

Statistical review of world energy for years 201@ 2013.

-Analysis of petroleum industry of the Republickazakhstan, especially TCO and
KazMunaiGaz are obtained from Analytical Report smag analytical services AO Rating
agency. Investment and their role in the econoneycampiled from Research paper of

Kazakh agro-technical University’s Coursework.

To count an investment return of foreign compapgyback return technique of
capital rationing was used. To fulfill the topic tfe thesis different articles, journals,
official company pages, publications were inveséda Most of the information about
KazMunaiGaz and Tengizchevroil obtained from O#iciweb page archives of

companies.
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3. Brief characteristics of the petroleum industryof the Republic of

Kazakhstan

3.1 The Republic of Kazakhstan and its geographicand

macroeconomic data

The Republic of Kazakhstan is th& @argest country in the world, with total area of
2.724,900 ki, which exceeds the surface area throughout WeBiamope (KMPG, 2011)
Kazakhstan is located in the northern and centgh&ta, and is almost entirely surrounded
by land.

Kazakhstan borders with Russia, China, Kyrgyzdtimekistan and Turkmenistan, part of
the boundary runs along the coast of the Caspian Bee “Tenge” is the currency of
Kazakhstan. According toworldmeters website, population of Kazakhstan is
approximately 17.888,452 million. In 1997, Kazaldmstwas moved from Almaty - the
largest city in the Republic, to the city of Astaif@rmerly Akmola).

Figure 1-Map of the Republic of Kazakhstan

Source;_http://www.kmgep.kz/rus/about_kazakhstan/facts/. 02.01.2011

The main macroeconomic data of the Republic of Kazdnstan.
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Kazakhstan has high dependence on external marke¢sbanking crisis in Kazakhstan
began immediately after the beginning of the maegarisis in the US, thus the fall of
2007. Annual growth rate was below the average ofenthan 10% during the period
2000-2007, GDP growth in 2008 was 3.3%, while ir02®nly 1.2%. Nevertheless,
Kazakhstan is one of the few countries that maingaositive growth rate in crisis
(Sberbank, 2010). Due to experience of a crisizakhstan tries to implement main
financial and macro-prudential regulation. As irhat areas of CIS, regeneration of

Kazakhstan depends on the global economic recovery.

Table 1- Basic macroeconomic data of Kazakhstahd#esn the previous year.

295 1906 1907 1238 1995 2000 2001 2002 2003 2004 2005 2006 2007 2008 2000 2090 2011 2012 2013 2014

Gross
61,8 100,5101,7 88,1 102,7108,6113,5108,8108,3108,5108,7110,7108,8103,3101,2107,3107,5105,0105,0104, 3domestic
product

@2 100,32 104 @& 103 115 112 110 108 110 103 10¥ 105 103 103 110 104 101 102 100 In.|:|u51:ri._1|
production

- - - - - - - Agricultural
7% @5 882 B1 128 8§ 117 103 101 98,5 107 106 108 @3 1185 &8 127 B2 111 101 production
57 &80 112 142 133 148 145 111 117 123 134 111 114 115 103 @7 103 104 107 104 Capital
' = = bos ! ! investments
73 104 105 88 101 145 108 113 108 109 104 108 105 103 @7 118 123 108 108 104 ::ilri.eh;

- - - - - - - Retail trade
105 137 132 118 102 107 115 108 110 118 114 115 111 103 87 118 112 113 113 11"11.|rn-:wer

Industrial
240 124 115 1008 118 138 100,32100,3 108 117 124 118 112 137 7& 125 127 104 887 110 producers
price index

Consumer
(276 139 117 107 108 113 108 108 106 107 108 108 111 117 107 107 108 105 106 107 price
indices
Export to
154 110 B84 F1 72 155 113 B3 1358 137 88,3 137 143 138 &1 117 155 103 84 80 CI§
countries
Export to
174 115 128 82 135 148 83 125 133 181 148 137 122 151 &1 141 147 104 86 83 other
countries
Import from
122 111 78 BB TB 170 121 82 128 156 133 136 132 120 &8 113 140 118 101 77 CI§
countries
Import from
B3 112 152 115 81 113 138 113 126 148 138 137 144 112 80 98 112 123 110 81 other
countries

Source: CIS International Statistical Office, 2014
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3.1.2 The oil market of Kazakhstan

In 1999, Kazakhstan celebrated the centemdrgomestic oil and gas industry. After
overcoming 20th century, Kazakh industry contributgnificantly to the economic,

social and cultural development of the country.

Katherine Hardin (2011) in her article point outat in the last decade, country has
managed to double the level of oil production. Dgrthese years, the economy of the
Republic of Kazakhstan has undergone dramatic @safrgm the central state control to
economical free market. In this period, the oil agas complex of Kazakhstan has
achieved one of the most important agreements arti@ngountries of the former Union

progress. Emerging partnerships with major intéonal oil and gas company helped the

country to gain significant investment in moderchteology and market management.

The amount of money involved in petroleum gas seant&azakhstan improved. It became
a leader not only among CIS countries, as well @®rocountries in the world that
produced oil except Norway, Mexico and Venezuelastbf the financial resources have
been focused on the development of mineral and amiityn sectors of the Kazakh
economy. Only in the first half of 2001, investménthe subsoil was 1.920,100,000 USD
of which 80% are foreign direct investment and 2@8mestic. It has attracted over 122
billion USD stable foreign capital since the indegence of a country, from which 70
billion USD had been invested for last 5 years. Eeev, almost all profit directed into the
mining sector with an accent on oil industry. Kazstkin has spent 80% of foreign direct

investment to the development of the oil and gdsisitry in 2002.

Today the Republic of Kazakhstan is one of the maijeproducing countries in the world,
occupying 9 place according to proven reserves antl 4&ording to probable reserves.
Prospective area containing oil and gas is 1 milli@0 thousand kilometers, which
represents more than 62% of the territory of thenty(Hardin, 2011). Experts believe,
that the estimated amount of oil reserves in Kagtthare 13 billion tonnes, recoverable
reserves are 2.76 billion tonnes, despite the exujuestimated reserves of the Caspian
Sea. The proven reserves of hydrocarbon, include® tihan 200 deposits of oil, natural

gas, condensate and oil and gas of the country.
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The Republic of Kazakhstan is steadily increasisgoil production since 1995. In 2003
recorded a highest level of the liquid obtainedtfa Republic - 50.1 million tonnes. Also
in 2011 production of natural gas condensate asaé up to 3.642,400 tonnes, petroleum
gases to 438 000 tonnes, natural gas in gasedaststa9.465, 7 million cubic meters.
Foreign investment in joint survey of hydrocarbesarves in the Caspian Sea is already

delivering results.

Official page states the data of memorandum,wrsd8l'iof April, 1993 there was a long-
term contract agreement signed between Chevrons@agrPetroleum and state-owned
company of Kazakhstan "KazMunaiGaz" a joint venttr€O (TCO Inc.) to develop the

Tengiz and Korolev fields (KazMunaiGaz, 2011)

That year it became the largest oil company in ¢bentry, which appeared at the
beginning of the independence of Kazakhstan. Compan«Tengizchevroil» current
shares are: Chevron Texaco - 50%, NK «KazMunaiGaz20%, «Exxon Mobil»

Kazakhstan Ventures Inc- 25%, KN "LukArko" -5%. Redjng Tengiz geological and
thermobaric conditions of oil layering and the teical and economic characteristics of

development, is the unique field not only in Kazstiaim, but worldwide.

Coordinates or rich nature are Southeastern pathefCaspian lowlands, Gurievskaya
(now Atyrau) region of the Republic of KazakhstZhylyoi miles southwest region from

Kulsary, 150 km southeast direction from the reglarenter of Atyrau. Stock of Tengiz

deposits were first approved in 1986 by the USSReSEommittee for reserves (SRC). In
1998, «Tengizchevroil» performed three-dimensiosailsmic survey, after which the
company supplies were valued at 1.3 billion tonedicipated amount of geological oil

reserves estimated at 3.133 billion tonnes (2%ohilbarrels).

Kazakhstan's economy remains heavily dependenthencycle of the global market,
especially the oil market. Export of oil increasgidnificantly, and Kazakhstan is the
second largest producer of oil after Russia ambaddrmer republics of the Soviet Union.
Kazakhstan has a lot of discovered oil reserveszaKlastan has large reserves of
hydrocarbon resources. According to the estimatéBoitish Petroleum”, among oil
reserves in the country, Kazakhstan is among ghd 5ocountries in the world. Geography

of the Republic of Kazakhstan is huge —petroleus rggions occupy more than half of

18



the country (Makhmudov, 2011, s.159). However, ri@n supply is also on the huge
Kashagan and Tengiz deposits (reservoirs), alsadbaganak and Uzen. Geography of oil
production in Kazakhstan is very extensive. Invesita are concentrated in six of the
fourteen regions of Kazakhstan: in Aktobe, Atyratest Kazakhstan, Karaganda,

Kyzylorda and Mangystau (see Fig. 2).

Figure 2- Regions division of Kazakhstan
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Sourcehttp://ga-logistics.ucoz.kz/index/karta_kazakhstarna

Major component of the state budget is revenues fod production. In 2009, oil and
natural gas condensate amounted to approximateb/ mlion tonnes (Decree No. 958,
2010 ) In accordance with the global scale, crutlproduction in Kazakhstan was about
2%. Compared with 2008, this indicator increased®%0. Along with the production of
oil in 2009 there was an increase in energy expwyt8.4%, amounting to 68.1 million
tonnes. Government wants to redouble efforts toeame the amount of oil development

deposits Kashagan, Tengiz and Karachaganak tocenamblic and social projects.

Kazakhstan has three major oil refineries: in Pdatpwhich provides petroleum products

to Northern areas, in the western region: Atyrad Shymkent in the south of the region,

19



which has an estimated production capacity of 2diJlon tonnes per year (about 427,000
barrels of oil per day)Decree No. 958, 2010 .p.8).

In 2009, these three refineries processed approgiynd2.1 million tonnes of raw oil. Oil
refinery in Pavlodar acquires raw oil mainly fronestern Siberia, Atyrau refinery works
only with domestic oil from western regions of Kklaatan, Shymkent refinery currently
uses oil, imported from the southern regions of didwstan. Atyrau refinery is located in
the modernization process of commissioning a nunabesther devices allows to meet
current European standards for fuel processing.

Kazakhstan is a major exporter of natural gas. MidsKazakhstan's gas reserves are

located in the western part of the country neaiGhspian Sea.

3.1.3 Current development of the oil industry

Oil industry in recent decades became a signifitactor in the development of the world
economy and international relations. The situatonthe world oil market is changing
rapidly, and an international challenge, which esents the struggle of various forces for
holding this unique strategic commodity, alwaysdwees a loud echo throughout the
world. (Buranbaeva, 2002) Examining the impacthaf oil factor in the global economic
and political processes is essential for understgnthe nature and direction of world

development as a whole and for individual countries

Meanwhile, at the turn of the XXI century the prests for the development and
localization of oil productiorworsened, with regard to sluggish exploration ofv rl
resources and costs, which were the subject obwserdebates and discussions. The
development of deposits in Kazakhstan is shapieggttowing role of Kazakhstan as a
potential long-term supplier of oil on world marketin this case, the prospects for
sustainable and harmonious economic developmeafandkhstan, is largely dependent on
effective use of its own resources and especiatyopeum potential. Relatively recent
discoveries of rich oil deposits in the country dhd rapid increase in oil production. rom
the need to make a priority to undertake a commstie report on the prospects for the

world oil market and future opportunities in Kazatdn 10 -15 years to join the group of
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leading players in this market as a major expavtdiquid hydrocarbons( BP Statistical
Review of World Energy, 2010).

About 40% of global production and half of oil exfsoaccounted for countries, which are
members of the Organization Petroleum Exportingr@ies (OPEC). Three main leaders
in the production of oil are the Russian Federati®audi Arabia and the United States (see
Diagram.1, Table 2). In the Central Asian regiomajor supplier is Kazakhstan, followed
by Azerbaijan, Turkmenistan and Uzbekistan.

Diagram 1- Three main oil producers and the larggstroducer from Central Asia

Note: Total share of oil production in percentage

the USA; 10,08% 1

Kazakhstan; 2%

Russian Federation;
12,90%

Resources : BP Statistic Review from the World En@@i/3

The USA remains to be the main consumer of oil @132 The proportion of land
consumption represents 831 million tonnes per yg¢&rconsumption of oil is 19,9% of the
total world is about 68% higher than the level ofemy production in their own
countryBP statistical Review of World Energy, 2013).

On the one hand, a high level of energy consumpimws a highly developed industry,
however, it also indicates a high dependence olu8eon stability of oil supplies to the
region, which cannot be taken into account in thepglitical direction and influence of
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the United States on the international trends bjpmduction, consumption and pricing
power. The second largest oil consumer in 2013him&(507.4 million tonnes) followed
by Japan (208.9 million tonnes) and India (175.H%ioni tonnes per year)BP statistical
Review of World Energy, 2013).

Table 2- Countries - consumers of oil, million tesrper year

Oil Consumers-Tonnes

mUS mChina mJapan mIndia = Kazakhstan

831,0 817,0 834,9 850,1

2013 2012 2011 2010

Source: statistical-review-2014/BP-statistical-eswiof-world-energy-2014-full-report.pdf

In terms of global oil consumption Kazakhstan oéesigl4th place. The main market for
Kazakhstan oil trade is the West European regimwever, given the diversification of

transport routes, this alignment can be changed (Shatistical Review, 2014). With

increasing supply in the world, world trade willntmue to have oil shortage caused by
growing volume of consumption and urbanization peses in developing countries led by
China and India. Analysis of petroleum industry R&tates that, the trend of increasing
demand for oil will also contribute to the fact thiae largest energy importers are buying
more oil than is required at this time. This evi@atwill be stored as long as the country

importers will build strategic reserves.
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3.1.4 Investment attractiveness of Kazakhstan

Kazakhstan aims to create a favorable social, enanand financial, legal regime for
foreign investors and their respective interestthefinvestment climate, at the same time
to solve their problems and achieve their goalsthis regard, the Government of the
Republic of Kazakhstan made an important step:ag developed and put into an action.
The Law "On Foreign Investmentsthich defined the legal status of foreign investis

in Kazakhstan, established forms of exercise tasliand foreign investment in the
Republic of Kazakhstan. Legal regime provides guaes to foreign investors, the main

of which:

1) National treatment, - equal treatment to theifpr investors
2) Government guarantees on behalf of the Republic;

3) Guarantee against changes in legislation antgadlsituation;
4) Guarantees against expropriation and others.

Also, theGovernment of the Republic of Kazakhsti@weloped other laws and regulations
governing investment activities in the country. fréhe perspective of politicians and
economists of the Republic, with the participatioihforeign capital can perform the

following tasks:

» Improve the efficiency of export potential, overamnts raw orientation and
develop import substitution production;

» Empower strength of country's export expansion sineingthen its position in
foreign markets;

» Improve the technological level of production usimgw techniques and
technologies, management practices and marketing;

» Increase tax revenues to the state budget;

» Promote the development of backward and depressed and create new jobs in
the national economy;

» Use of modern production and management experi¢gmeigh training and

retraining;
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» Achieve economic independence of Kazakhstan.

Thus, foreign investment acts as objectively neargsgrocess for Kazakhstan, as it helps
curb the crisis and, at the same time, the findrst@bilization of the economy, solve

strategic and tactical objectives of macroeconomature, such as the fight against
inflation, structural adjustment, the eliminatiorf technological backwardness and
management of the economy. That is, all of thestofa demonstrate the importance of
attracting and using foreign capital investmentsie(TDecree of the President of the
Republic of Kazakhstan, 6. 03. 2000).

The profitability of direct investments is obviouhe inflow of foreign direct investment
in Kazakhstan is carried out through joint venturesbsidiaries, privatization of state
enterprises with foreign capital, the transfer lid management of foreign firms to large
industrial enterprises and investment banking se@iee main form of direct investments
in the Republic is a joint venture (JV), to a lesertent - with 100% foreign capital -
subsidiaries. The greatest number of them was @ganointly with Turkey, Russia,

China, Germany, USA, ltaly, South Korea, Britaird arther countries(

January 1, 2003 Kazakhstan had 5,300 enterprisisfaneign capital (as of 1 January
2002 - 3995), including 2004 with the participatioh foreign investors from 3296

enterprises wholly owned by foreign investors fra® countries, with a total registered
capital in the amount of 197.6 billion tenge. Tlaegkest number of existing enterprises
from the CIS created with the companies of the Rus&ederation, Kyrgyzstan and
Ukraine (Zhakypbekova, 2010). In the country insa@ttors of the economy are 740 joint
Kazakh-Russian enterprises and companies with 1R0%sian capital. Kazakh capital is
also gradually coming to the Russian market.

Russia is the largest trading partner of Kazakhdtath exports and imports. It accounts
for over a quarter of the total foreign trade of dountry. Last year, the volume of trade
with the "northern neighbor" amounted to about Mdni USD. Kazakhstan is among the
ten major trade partners of Russia. The shareeftdpublic of Russia's foreign trade in
recent years is 3-4%.

Foreign investment to Kazakhstan's economy fofasthree years are 4-4.5 billion
including made in the form of share capital - 14#iBion USD, another capital - 256.4
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million USD, reinvested earnings - 42.5 million U8D2003 from the scope of the
development of foreign direct investment in the antef 1236.4 million USD, invested
in individual sectors of the economy of Kazakhstam,largest share is occupied by
foreign direct investment in the metallurgical cdexp(784.6 million. USD, or 63.5%) and
oil and gas (244.8 million USD, or 19.8%).

Figure 2- The development of foreign investmeri{azakhstan by industry for 2003.

manufacturing others
5%

construction 2%
5%

energetics
8%

agriculture
9%

Source: work on: Investments and their role in the market economy

It is expected, that Kazakhstan will develop moedabced policy and attract foreign
investors to develop projects of oil productiontie region in terms of conservation, a
national company that will control more than 50%ha# shares or shares in the contract.

Zhakypbekova underlines key factors,, As a restithe development of the Kashagan
field, the development of the Caspian block, Teragzelopment and implementation of
the third stage of Karachaganak compared to 78amitbnnes in 2009. Implementation of

this plan will bring Kazakhstan in the top five piloducers in the world.
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3.1.5 Analysis of the development of the oil indust of the Republic of
Kazakhstan

Kazakhstan attracted large foreign investmentsttier development of the oil and gas
sector. Foreign capital was attracted to 27 majojepts associated with the mining,
exploration, reconstruction processing plants, anll gas transportation. Potential
investment in the ongoing projects with foreigntigguation is estimated at more than $ 40
billion ( Nazarbayev, 2003).

Russian company’s investment in joint projects vad®ut three billion dollars states
official page. Among the most significant of whiee the development of Kumkol,
development of hydrocarbon reserves of the Tengiz Karachaganak. Large amounts of
investments fell to the United States. American pamies officially announced an

investment of three billion dollars in the expamsproject for the Tengiz oil field.

The largest oil company in Kazakhstan is "Tengiz@hil", a joint venture involving
ShevronTexaco (50 percent), ExxonMobil (25 perceiazMunaiGas" (20 percent) and
"Lukarco" (5 percent), to invest in the Kazakh 2@ billion USD and currently produces
about 290,000 barrels per day.

The expected capacity of the Tengiz basin is @i Barrels, peak oil is expected in
2010 and will be 750,000 barrels a day.

Caspian pipeline plays a crucial role in the precgfspumping oil from the giant Tengiz
field, its transportation through Kazakhstan Atyr@wsminal and on to the Russian oil
terminal on the Black Sea coast near Novorossiygkm Novorossiysk oil will be

transported to Western markets by tankers.

Caspian Pipeline Consortium includes KazakhstanssRu the Sultanate of Oman,
Shevron, Lukarco, Rosneft-Shell, ExxonMobil, Agigdrnational, BG Overseas Holding,

Oryx and Kazakhstan Pipeline Ventures.

Western investors seek to find new opportunitiesKazakhstan. International Energy
Corporation Hurricane Hydrocarbons headquarterechilgary (Alberta, Canada), together

with the "Kumkol" is developing fields in Torgai &ia currently produces 120,000 barrels
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a day, being the second largest oil producer inaKhgtan. Canadian-Kazakh joint venture
expects to increase oil production to 200,000 keaelay for two years, while reducing by

half the cost of transportation.

The joint venture Hurricane Hydrocarbons and "Kuifkwants to buy the French oil
company TotalFinaEIf. It is also expected that kbame Kumkol become one of the
shareholders of the Caspian Petroleum Consoffaemiker,2002).

Drilling wells in Kazakhstan engaged in another &han energy company - Nelson
Resources Limited. She made a successful drillmgthie area Alibekmola. Nelson
Resources formed a joint venture with "KazakhOiitl as developing two fields in Aktobe
and Alibekmola / Kozhasai. The Company expects tihatindustrial stocks oil reserves

are 500 million barrels.

Following the Tengiz second largest foreign investimarea is Kashagan in Kazakhstan.
Kashagan - the largest one found in the world aemé decades, olil fields, according to its
reserves reach at least 10 billion. barrels, amsl éxpected that this year Kazakhstan will
auction about 100 offshore sites. Giant plot dgyeloperating company "Agip KCO»
(Agip Kazakhstan North Caspian Operating ComparyipRCO). It is expected that the
right to develop land in the area of Kashagan widim several other western oil

companies.

In a related area company "KazMunaiGas" has signeahtract for a loan of 200 million.
USD from the Japan Bank for International Developtrfer the modernization of an oil
refinery in Atyrau. It is expected that the refipnenodernization will significantly improve

the performance of oil production in Kazakhstar2b95.

However, despite numerous predictions regardingcpacity of the Kashagan field, it is
assumed that the impact of it can be expected aiitdy 5-10 years. If Tengiz, Kashagan,
and many others, not so large deposits will be aoepful, is expected to Kazakhstan in
the coming years could be one of the five largdséxgporting countries (Zhakipbekova,
2010).
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4. Analysis of selected companies

4.1 Basic characteristics of selected companies (Tengizchevroil)

4.1.1 History and activities (main activity), competitive advantages

of Tengizchevroil.

Tengizchevroil - Kazakh-American merged corporatiengaged in geological surveys,
excavation, extraction and sale of crude oil angrbgucts. Company «Tengizchevroil» is
the largest oil producing countries now in Kaza&hs{Kazakhstan business magazine,
2003.

The Tengiz oll field in western Kazakhstan was @ukim 1979 and is one of the deepest
and largest oil fields in the world. In April 1998s a result of the signing of the agreement
between the Government of the Republic of Kazakhsiad the corporation "Chevron”
was created by "Tengizchevroil" LLP (TCO). At presats partners are: Chevron - 50%,
KMG - 20%, ExxonMobil - 25% and LukArco - 5%( Teaghevroil ,2011)

"Tengizchevroil" is located within the licensed aref 2500 square kilometers or 1,600
square miles, includes the super-giant Tengiz feld a smaller but sizable Korolev field

and several exploratory prospects

The recoverable reserves of the Tengiz and Korfidds are estimated from 750 million
to 1.1 billion tonnes of oil. Total proven resenvesdrilled and undeveloped sites un-
drilled portions of Tengiz field reservoir projedtat 3.1 billion tonnes, or 26 billion
barrels. The volume of stocks of the Korolev fieldlating to the world-class deposits,
estimated at 188 million tons, or 1.5 billion b#sreaccounting for one-sixth of the Tengiz

reserves.

Tengiz field - is the world's deepest developedfield-supergiant, the upper oil-bearing
with the top reservoir which lies at a depth ofo@@neters or 13,000 feet. Tengiz reservoir

iIs 19 kilometers (12 miles) wide by 21 kilometeds3 (miles) long. The oil column

28



measures an incredible one mile thick. The researea is so large that one would have
to run nearly two marathons to cover the entiréadise around it (Tengizchevroil, 2011)

Competitive advantages of the companyTechnological amenities are one of the key
advantages of TCO. The basic priority in the dicectbf business development of TCO is
associated with an expansion production capacitiimimoducing leading technologies of
oil production. TCO performs activities, focusingh expanding production in the
framework of the "Project for future expansion gsiachnology, the reverse pumping raw
gas, which contributes to maintain the necessamsl laf pressure in the seam and thereby
ensures a high yield of oil. The technology is gexeand helps to extend suitability of a
field.

4.1.2 Financial indicators

TableNe7. Financial of LLP «TC®.

Indicators 2010 2011

$ 15 181 min $ 15212 min
Total assets

$5 789 min $ 5398 min
Costs for investing activities

$ 6 532 min $ 6 900 min
Total receivables

$ 6 593 min $4 178 min
Net profit

$ 8 657 min $ 8 302 min
Total capital

$ 14 329 min $ 8 941 min
The volume of sales

Note: own processing

Source: Financial statements of the company Chevron
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Financial statement of Chevron points out the &gtiof Tengizchevroil for 2010.
Company showed that, the company compared to te@ous year has generally good
results. Significant positive change is visibleimdicators of net profit, which is 57.8%
higher compared to the previous year 2009. Totpltalais higher by 4.2%. Costs for
investing activities decreased by 2.5%, and tatakts decreased from the previous year
by 5.3%(Financial statement Chevron). From 1998ubh September 2011, TCO made
direct financial payments of 55.8 billion USD to#&khstan entities, including Kazakhstan
employees’ salaries, purchases of Kazakhstan gaodservices, tariffs and fees paid to
state-owned companies, profit distributions to HKdwstan shareholder and taxes and

royalties paid to the state budget.

Through the third quarter of 2011, direct paymeatthe Republic of Kazakhstan totaled
10.4 billion.USD In 2010, sum of payments werel@ilkon USD( Tengizchevroil, 2011).

4.1.3 Mining and supplies.

Mining reserves of oil in the collector of TengizdaKorolev fields through April 2033 is
from 750 to 1.1 billion metric tonnes (6-9 billidmarrels) ( Tengizchevroil act sheets,
2011).Total Proven reserves of Tengiz field is [Bdm metric tons (26 billion barrels) and
190 million metric tonnes (1.5 billion barrels) the Korolev field. The width of the
reservoir is 19 kilometers by 21 kilometers. In thed quarter of 2008, TCO completed
an expansion, which brought daily production cayat approximately 75,000 metric

tonnes (600,000 barrels) of crude oil and 22 millboibic meters (750 mscf) of gas.
The volume of crude oil:

The volume of crude oil from January to SeptemlEr12ompiled by 19 million metric
tonnes (152 million barrels). Sales productionlémtdby 18.7 million metric tonnes (146.6

million barrels).

TCO exports crude oil via various transportationtes. During the first ten months of

2010, TCO exported 13 million metric tons of crumlethrough the Caspian Petroleum
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Consortium (CPC) pipeline to Novorossiysk. The otphart was transported via rail to
Odessa, Feodosiya ,Aktau and further to Batumikaridv.

5.1 Basic characteristics of the selected company (KazMunaiGaz)

5.1.1 History and main activities, competitive advantages.

National company «KazMunaiGaz» (KMG) — Kazakhstatiamal operator, which deals
with exploration, refining, processing and transiogr hydrocarbons, representing the state
interests in the gas and oil sector of Kazakh&hatter of JSC NC
"KazMunayGas",2010)

«National joint-stock company« KazMunaiGaz » wataldshed in accordance to the
Decree of the President of the Republic of Kazalthsis of February 20, 2002. The
founder of KMG is the Government of the Republickazakhstan represented by the
Committee of state property and privatization & Ministry of Finance of the Republic of
Kazakhstan.

KMG shares90%, which are owned by Samruk KazynaoNalt Welfare Fund JSC. 10%
of KMG shares are owned by the National Bank of Republt of Kazakhstan. National
Company “KazMunayGas” is a vertically integratebarid gas company performing a full
production cycle from exploration and productiorhg@irocarbons, their transportation and
refining to provision of customized services ( KMFZB11)..

Main business areas:

Exploration and production of oil and gas;
Oil transportation;
Refining and Marketing;

Gas transportation and marketing;

YV V. V V V

Service for the oil and gas industry.
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The Company's shares are placed on the Kazakliftack Exchange (KASE), and listed
on the London Stock Exchange (LSE).

JSC NC "KazMunayGas" aims to become one of tH&l8est oil and gas company in
the world in terms of reserves and oil productistnengthen its position in the sectors of

oil refining and marketing of oil and gas business.

Competitive Advantages of the company.In 2006 JSC NC( Join-stock Corporation)
«KazMunaiGaz» shares were placed on a stock mafkiazakhstan. Because of that,
company obtained more than 2 billion USD. The meimpetitive advantage of the
company is guaranteed economic and political suppbthe state, represented by the
Government of the Republic of Kazakhstan. For exgstonditions legislative standards of
a country permits KMG to have priority status inrghasing expropriated territory in the
gas and oil regions. Such status allows KMG implenikee development strategy of the
company through expansion of the portfolio of assehile purchasing new fields. Over
the period from 2010 to 2014 JSC NC « KazMunaiGaans to invest approximately 20
bilion USD. One of the important aspect of comipi advantage of JSC NC
«KazMunaiGaz» is access to the main oil tracks. Toenpany concluded a series of
agreements and their condition guarantees accefisetpipeline Uzen-Atyrau-Samara,
through which company will conduct a consideralde pf the export into far abroad, and

to the pipeline of Caspian Piping Consortium (CPC).

5.1.2 Financial indicators.

Table 8- Financial indicators of JISC NC «KazMuna&a

Indicators 2010 2009

$ 16 499 min $ 12 157 min

Total assets

$ 3873 min $ 1682 min
Costs for investing activities
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$ 10 203 min $ 6 165 min
Total receivables

$2 738 min $2 341 min
Net profit

$ 5903 min $ 4 406 min
Total capital

$21 007 min $11 778 min

The volume of sales

Note: own processing

Source: Financial statements of the compatty.// www.kase.kz/ru/emitters/show/KMGZ#section-6

Growth performance indicators, as well as exceethegorojected average price of crude
oil production have a positive impact on the finahcesults of operations. Net income
amounted to 339 488 365 thousand tenge (2 738omilliSD). There were significant

changes in total assets, an increase of up to 35@%l capital is higher than the previous

year by 35%.

According to operative data @fonsolidated Financial Statements of Erns andY cauujt
company the volume of oil and gas extraction in the groop companies of
"KazMunaiGaz”- on the *Lof September 2010 amounted to 12.6 million tonarseeding
the corresponding figure of last year by 5.8%. bBnuhry and August volume of
transported oil by major pipelines amounted to @3r8llion. tonnes, which is 5.1% more
than the indicator for the analogous period in 2009

In addition, during the first eight months of tlysar the volume of transport of oil at sea
compiled 4.4 million tonnes. The volume of gas $gortation totaled 66.7 billion cubic
meters, which is 11.7% higher than the analogodigaor of last year. Also, as on th# 1
of September 2010, the consolidated volume of mt@ssing amounted to 10.1 million

tonnes of oil, which is nearly double the analogmgiscators of last year.
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5.1.3 Mining and supplies.

Official pages of KazMunaiGaz sta#sint Stock Company «Mining and Exploration
«KazMunaiGaz »is a subsidiary of «National CompaKgzMunaiGaz ». Mining is the
main source of JSC NC « KazMunaiGaz». JSC «Exptoratlining « KazMunaiGaz »-
one of the leaders in oil production in Kazakhsieme company benefits from oil fields in

the western and southern region of Kazakhstan.

The company manages 41 fields in Western Kazakh$tanbiggest one is Uzen, where is
being mined since 1965. According to the governnetait by the end of 2009 estimated
oil reserves of KMG amounted 234 million tonnes7¢s million barrels). For the same

continuation of mining as in 2009 multiplicity ofogks is 26 years old. KMG has many
years of experience in oil production and has aeretve knowledge base in the area

ofgeological mining construction fields in Kazaldust

Sales of oil are carried through the store «KazNBaa». Export of crude oil in 2009
represented 77% of total supply. Acquisition of nassets is the central task of the
Company's strategyAnnual report of the compangives as information about, «
KazMunaiGaz» purchased 50% shares of «KazgermumiApril 2007, 50% of
«Karazhanbasmunai» in December 2007 and lastlyad3<«Petrokozachstan» companies
in December 2009. All of purchase which has beedenad to an increase in production

volume and resulted in a significant incrementibfeserves.

«KazMunaiGaz» has developed and successfully apmlianned social program that
includes social partnership, educational projespgnsorship and support of employees
and their families. The basic priority of the compas also to protect environment in

regions where mining activity is carried out.
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6.1 Comparison of selected companies

6.1.1Financial indicators

On the basis of the main financial indicators vatfirst glance it is difficult to identify the

leaders. It seems that both companies are stramgetitors of their field.

Table 9- Financial indicators of «KazMunaiGaz» axiengizChevroil» for year 2010.

Indicators «KazMunaiGaz» «TengizChevroil»

$ 16 499 min $ 15 181 min
Total assets

$3873 min $5 789 min
Costs for investing activities

$ 10 203 min $ 6 532 min
Total receivables

$2 738 min $ 6 593 min
Net profit

$ 5903 min $ 8657 min
Total capital

$21 007 min $ 14 329 min

The volume of sales

Note: own processing

Source: Financial statements of the company «Cheymmsolidated financial statements of «KazMunaiGa
provided by an independent auditor «Ernst youngtara, year 2010.

Despite of a fact, of two companies being seridaggrs in oil and gas industry, yet there
is a significant difference in the volume of oiloguction. From the given figures,
definitely the leader is «KazMunaiGas »- about #9 & oil production, which is higher
than the production of « Tengizchevroil ». Busitould be noted that, net profit of «
Tengizchevroil » is higher than «KazMunaiGas» by5%& Indicators of investment
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performance of « Tengizchevroil » is also much &iglthan the indicators of
«KazMunaiGas» by 31%.

Total assets of the company « Tengizchevroil »l@rer than «KazMunaiGas» by 8.6%.
Total receivables of «KazMunaiGas» differ signifidg - above 58, 5%. Capital of

«KazMunaiGas» exceeds « Tengizchevroil » by 31, 8%.

6.1.2 Mining and oil stocks

Based on production volume and stocks « Tengizchiewris dominating. As it's known,
the «Tengizchevroil» is the largest oil producingpmpany of a country(Kazakhstan
business magazine, 200Bg¢ngiz field is one of the deepest and largesfieidls in the
world (Robertsomblums, 2011).

As already mentioned in the second chapter, thal wiscovered reserves of Tengiz
collector is 3 billion metric tonnes (26 billion tals) and 190 million metric tonnes (1.5
billion barrels) in the Korolev fields. As a resuwf project implementation capacity
expansion, production capacity of mining amountedr average of 75,000 metric tonnes
per day or 600,000 barrels and 22 million cubicarsetf gas and 750 million cubic feet of

gas per day.

Mining reserves of oil in the collector of Tengiel@s till April 2033 will amount from
750 million to 1.1 billion metric tonnes (6-9 bdh barrels)(Tengizchevroil fact sheets,
2011).
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7. Estimation of the future development of selectedompanies

7.1 Trends in macroeconomic development of Kazakhest

Ministry of Economic Development and Tradspecifies the basic prognosis of
macroeconomic parameters of a country for the §6af. The forecast for oil prices to be
maintained at the level of 65 USDa barrel, and thdlhe basis for developing the budget
for the year 2011(Drachev, 2016).

« The basis for clarification is the results of d®pment of the economic sector in the
world in January 2011, which indicated more dynadewelopment of several branches of
the real sector and the services sector commentedZhanar AitzhanovaMinister of

Economic Development and Trade

Minister of Economic Development and Traddanar Aitzhanovasaid «Taking into

account the dynamics of development of the econseutors and expected external
conditions, economic growth in 2011 is assessdbeatevel of 5%, which is 1.9 % higher
than last year's forecast (3.1%). The nominal valti€&DP is going towards an increase

by 2 trillion 567.6 billion tenge»

According to the assessment of the Ministry of Koo Development and Trade, with
regard to the Ministry of Agriculture estimated wole of harvest of grain and livestock
production, the volume of gross output of agricdtwill grow in 2011 by 5.0%,

exceeding the 1.3 percent previously approved aiudin.

"The volume of industrial production in 2011, aatiog to the specified evaluation of a

Ministry, will increase by 4.8% and by 1.2 % wikkeeed the value estimated earlier.

The industrial production growth will contribute astimated growth of the mining

industry by 3.5% and manufacturing industry by 7.3%
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7.2 Trends in the development of the oil industry fokKazakhstan

Graph 1 -Oil production in the Republic of Kazaldmstmillion tonnes per year
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Source: BP Statistical Review of the World Energymel2010
Table 2 -Oil production of Europe and Eurasia frgaar 2000 to 2009
Azerbaijan 141 15.0 154 155 15.6 224 325 428 447
Denmark 127 17.0 18.1 17.9 19.1 18.4 16.7 15.2 14.0
Italy 46 4.1 5.5 56 5.5 6.1 5.8 5.9 5.2
Kazakhstan 36.3 40.1 48.2 52.4 60.6 62.6 66.1 68.4 72.0
Norway 1602 1620 1573 1530 1499 1382 1287 1186 1142
Romania 6.3 6.2 6.1 5.9 B.7 54 50 4.7 4.7
Russian Federation 3233 348.1 379.6 4214 458.8 470.0 480.5 491.3 488.5
Turkmenistan 7.2 8.0 9.0 10.0 9.6 95 9.2 9.8 10.3
United Kingdom 1262 1167 1159  106.1 95.4 84.7 76.6 76.8 7T
Uzbekistan 75 7.2 7.2 71 6.6 54 54 49 48
Other Europe & Eurasia 22.4 222 23.6 24.0 235 22.0 21.7 21.6 20.6
Total Europe & Eurasia 724.7 746.6 785.9 818.9 850.2 844.8 848.1 860.0 850.8

50.6
12.9
46
78.2
108.8
45
494.2
10.4
68.2
45
19.6

856.5

Table 2. and Graph 2. shows, that Kazakhstan st production among Central Asian

countries. The leader in production is Russia wglimated dynamic increase up to 500

million tonnes for the next year. Production of Way is gradually declining. As OCD

report notes, oil sector in Norway is “holding iseath” and futwr expectations and the

right development of the oil price could increase &ctivity quickly.In 2008, the UK was

the 14th largest oil and gas producer in the wdEldan Mearnsn her analysis states, that

38



one of the main reasons of decrease are in agefragiructure (Schiehallion periodically
2009-2013; Elgin, Franklin and Shearwater in 2012).

Graph 2-Consumption of oil in the Republic of Kalzstan, million tonnes per year
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Graph 3-Correlation of production and consumptibaib
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Source: BP Statistical Review of the World Energynel2010

The level of oil production is about 6.5 times leglthan the level of consumption within
the country. The positive balance net oil expoftKazakhstan, which in 2009 amounting
to 66 million tonnes, is a proof that GNP excedmsvolume of internal costs.

Oil is the basic export commodity of Kazakhstanjohhs @ccording to data’s of Ministry
of Industry and Trade of the Republic of Kazakhs®01Q about 64.7% of exports in
monetary terms (including petroleum products - 68%ge Graph 1). It should be
emphasized, that 70% of oil is carried out by fgmeinvestors (from Russia, the US and
European countries) represented by the number dinmatonal companies for the year
2010, that include ExxonMobitzhevron, Agip, BG, BP / Statoil, Shell, Total, INPEK
Philips, LUKaoil, Eni and many others. (See Diagramn

Diagram 3- The export of crude oil and condenskiruary 2010 / USD million

Export of crude oil and condensate

Canada

Netherlands

Poland __ Iran

Portugal = Spain

Romania
Israel

Greece

Turkey Germany

Finland Virgin islands

Switzerland _| Russia Uzbekistan

Source: Data on exports of certain goods by maimtry -business partners in January 2010. The kMingd Finance of
the Republic of Kazakhstan, RARFCA
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Diagram 4-The dynamics of world oil consumptionrbgion in million tonnes
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Source: Data on exports of certain goods by maimt@s - trade partners in January 2010. The Minif Finance of
the Republic of Kazakhstan, RA RFCA

It should be noted, that the existing potentialnafeasing oil production in Kazakhstan is
secured by the found and mined fields and is lepgnident on the capabilities finding new
fields of carbohydrates.

Although investment demand oil and gas sector iy figgh, the growth potential is at a
high level as well. That fact is connected with trewing consumption in developing
countries. There is strong demand from China amiia)nwith informational analytical

services estimation in the next year may be up58 4f world oil consumption (Lynch,

Bloomberg) .It will influence increase of exporttential of the Republic of Kazakhstan
and the development of the whole industry, whiclpethels on demand of oil and oil
products from the basic consumers of energy reessutaking into consideration, the
current dynamics of oil demand from Europe (segB# 5, 6).
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Graph 4-Dynamics of world oil consumption by gehegegions in million tonnes
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Source: BP Statistical Review of the World Energnel2010, RA RFCA

The ratio percentage of dynamics of oil consumpligmegion looks like this:

Graph 6-Oil consumption in the world, millions ofines /annual
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Source: BP Statistical Review of World Energy 2010

Comparing world production with Kazakhstan, the iquroduction is more less stable
than in Kazakhstan. Especially, between 1998 -28@fe was a harsh fall in production.
Yaroslav Razumoundependent journalist assumes that the developwfethe defining
sphere of the Kazakh economy depended on the citatee or two deposits. The world
market conjuncture saved the country.

Kazakhstan's growth model opened with the onsétefinancial crisis in the second half
of 2007, and the economy once again came undezkatthen oil prices fell, as global

economic conditions deteriorated in the last quart®008, comment¥aroslav Razumov.

The growth of Kazakhstan slowed by 1.8 percentagetpin 2007, after which there was
a sharp decline in 2008 and 2009, due to the worgaglobal economic conditions and a
decline in demand. The volume of exports increased2010, as global economic
conditions improved and exports increased by 4620ihl against the background of high
oil prices. Imports, which had previously incregsedclined during 2008 and 2009, but
increased in 2010 and 2011 as consumption andtmees activity gained momentum

(Partnership Strategy: Kazakhstan, 2012-2016).

Graph 7-Increasing oil consumption in China (inahgdHong Kong)
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Zdroj: BP Statistical Review of World Energy 2010
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According to the forecast, thEA (International Energy Agengyn 2030 oil consumption

in India may double in comparison with consumpti@833 million tonnes of oil per year.
During this period, the IEA predicts that the vokiof consumption doubles, too. Over the
last 20 years the level of oil consumption in Chinse by nearly 4 times, while in India is
about 2.5 times. The dynamics of demand for oinfl©hina and India is shown in Graphs
7 and 8.

Graph 8-Increasing oil consumption in India
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Source: BP Statistical Review of World Energy 2010

Financial capacity of India, the currency resereesvhich 250 billion USD compared to
China, look much more modest, but growing consumarket is forcing the country to
invest in oil production projects. This factor fasdhe development of the oil industry in
Kazakhstan, especially given the small proportibmibexports of Kazakhstan's content,

which can be increased through production growth.

Given the trend of sustainable economic developrokhidia and China are very likely to
expect a further increase in consumer demand foiftas expected that in upcoming 10
years, the development of alternative energy vatl affect the stability of the demand for

oil from these countries.
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Despite the potential for export growth towards repuies, currently the main export
destination is the European Union, which accoumts0.30% of oil exports (see Diagram
5)

Diagram 5-Geography of the main areas of EU oilogetgp
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Source: Data on the volume of exports of certgies$yof goods by main countries -trading partnedaimuary 2010.
Ministry of Finance of the Republic of Kazakhstan

It should be noted that the supply of oil with respto Kazakhstan content is stable,
despite the volatility of the energy demand in Bugopean Union (see Graph 9, Picture 3).

Graph 9-Oil consumption of the European Union coest
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Source: BP Statistical Review of World Energy 2010

Picture 3-Oil imports of EU countries
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Source: Eurostat

Data source: -Europe's Energy Position: Market@ungbly, Market observatory for Energy report 2009

Given the small share of oil exports of Kazakhgtathe European Union, in the absence
of overt market barriers, it is certain, that thare all preconditions for growth in the
volume of supplied energy resources in the EU 2& diversification of export routes and
increase in capacity of existing pipelines can prtanthe growth of the share of oil exports
of Kazakhstan content in the European Union (Zhbkipva, 2010).

46



7.2. Estimated future development of the company Tgischevroil

According to the contract, the shares in the joariture were distributed equally between
Kazakhstan and Chevron. The American side tookllothe costs of the development of
the deposit. The contract is valid for 40 yearse Hnea of joint activity is 4 thousand
square kilometers. Initial investments - 1.5 billidSD. Total revenues for four decades
are 210 billion USD, and taxes, and royalties,88&dillion USD. For four decades, Tengiz
plans to produce 775 million tonnes of oil, 32 maiil tonnes of propane, 55 million tonnes

of a wide fraction of light hydrocarbons, and 96liom tonnes of sulfur.

According to the initial investment and predictesie flow, it is possible to find The is the
length of time it takes to recover the initial ist@ent.

So,Payback periodtechnique is used.
Initial Investment were 1 500 000 000 USD.

Expected cash flowdor the first three years were defined from th&aatsagiven ( Kazakh
business magazine, 2003).

*Cash flow was counted by converting tonnes toddaroy multiplying an estimated USD
for 1 barrel of a specific period.

*Estimated cash flow in 1993 was 280 000 000 USDwebler, due to the fact, that both
Chevron and Kazakh company holds only 50%. Theisutivided by 2.

Final estimated cash flow equals to 140 000 000 USD

1st year: 140 000 000 USD 140 000 000 USD

2nd year: 260 000 000 USD 400 000 000 USD

3rd year: 380 000 000 USLC 780 000 000 USD
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4th year: 740 000 000 USD 1 520 000 000 USD

Payback period= 4 years

Nowadays,the company «Tengishevroil» officiallynannced that it plans to expand
mining operations in Tengizs field, thereby, théunee of oil production increased by 12

million tonnes per year.

The company «Tengizchevroil» is committed to imaesum of around 10-16 billion USD
to projects, that aimed at expansion of the capadityioed objects, such as in Tengiz
fields. Project includes construction of an obj&dtjch allows stabilization of oil with the
possible performance of 12 million tonnes per yeallecting system, construction object
of energy production, and installation of two coegsmors for raw gas facilities.
Additionally, 15 to 20 of pressured and mined welif be drilled ( Kazakh news,2011).
Realization of Third generation factory project lwilcrease the volume of mining of oil
reserves in Tengiz field to 12 million tonnes peary In doing so, all the raw gas obtained
during the process of processing oil will be pumpedk into the collector (reservoir).
Thanks to this, project does not include objectstrrction, for processing gas and the

facility for production of sulfur.

For the year 2011, a start of a project is plani@shstruction planned in the period of
2012-2017 years. Completion of installation andtings works as well as, object

classification into operation is planned for theary@017. It is expected, that the(Kazakh
news, 2011) implementation of the project will ihxe® more than 15,000 people. After
project will be open for exploitation, it will crea500 job vacancies. It all promises future

expansion and prosperity of a society.

Also it should be noted, that the prospective planfs«Tengizchevroil»- (TCO) on the
development of mining activities in Tengiz and gdiields hinders the problem of sulfur

utilization, resulting from the industrial prepacat of oil and gas.

Kazakhstan fined TCO with sum of more than 70 mmllUSD for environmental damage
due to storage in open space more than 5 milliomdas of crude sulfur (Kazakh news,
2011). As a result, to not be fined further TCOd&v solve the dilemma - either to reduce
the volume of oil production on the objects, odfia way of utilization of sulfur (Kazakh
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news, 2010The problem is difficult by the fact thatsell sulfur with each year is difficult
and complex task. World production of this commypditeadily exceeds the demand. On
the other hand, most of Kazakhstan's prospecteldsficontain hydrocarbons with high

sulfur content, and how manufacturers will facesalkir obstacles»- not yet clarified.

However, it is the interest of a country to solte problems, to better contribute to the

further development of society, which is alreadyiterway of developing.

7.3. Estimated future development of the company «&MunaiGaz»

Under difficult conditions of the global crisis,etiNational Company «KazMunaiGaz»-
able to save the production potential at an adegleatl, reaching all indicators, set last

year and it managed to increase efficiency(Tureatan?011).

The National Society is maintaining its impresgnasition in the national economy and
the figures are the proof: KM@day ensures every fourth tenge in the Nationaid;u
every tenth tenge in retirement Repubtiaid K. Kabyldin, CEO of the company

Moreover, «KazMunaiGaz» - maintains its leaderspgsition by the volume of oil

extracted in Kazakhstan. Process of acquiring Siétdthe Kazakh sector of the Caspian
Sea still continues, especially North Caspian mtoj@rice purchased and included in
operating assets including shares of KMG in 200948 billion tenge, which is a large

volume of capital.

KMG wishes to mobilize its forces by the Nationalcity. Company committed towards
solving problems, defined the mission of the nastate president. Firstly, it concerns the

modernization of production.

In the further years country will no longer feelaoheed of a foreign petrol or aviation fuel.
That National Society already expanded its own pectidn. Also by this time, thanks to
the modernization of factories, KMG promises td fibsitions for gasoline with high

octane and diesel fuel.
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Company plans improvement in the environmental .aEgavironmental safety will be
secured primarily, due to the introduction of adseh French technologies that will five

times reduce benzene throws.

The company also will develop in another directguch as «Mission to Kazakhstan

nations» - the formation of the economic growthteen

In the western part of Kazakhstan an implementadioail and chemical industry began.
Plans to improve profitability thanks to new prdgeand reduce dependence on supplies

for raw materials for the petrochemical industryhe internal market.

One of the most important problems KMG is a shatad skilled workers, which is
caused by ( Shekshnya,1997, p.300):

» Poor organization of personnel planning;

» Inadequate participation of personnel servicesgdepent) to motivate staff;

» Lack of involvement of personnel services (depantis)eon vocational preparation,
training and create employment potential;

» Lack of cohesion plan, personnel development pfanshe overall development
company;

» Lack of a plan for the possible adaptation to mackanges;

» Weak linkages and collaboration with educationastiintions, which deal

preparing professionals

KMG was also controlled by the Administration ofetliPresident of the Republic of
KazakhstanK.Kabyldin said - «All the problems arose due real shortage oélifjed
personnel because jobs do not receive the bestansrk remain the hope,that they will
strive for professional growth, but in many cages not implemented. Nowadays,more of

an attention is given to this issue».

Country can soon expect growth and prosperity ofesy, not only from the economic
side. Issues relating to human resources will iheedpwhich will contribute to increasing
the number of skilled workers.
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8. Conclusion

The aim of this study was to analyze and compardwio selected companies operating

in the oil and gas industry in the Republic of Kidrstan. Also, to define investment
environment of a country for foreign investors. pésvestigation of economy, investment
attractiveness of Kazakhstan and comparison ofdremti Europe economy along with oll
and gas sector, is a good directory for people, ateointerested to invest to the Central

Asia.

Thesis deals with the comparison of the two leaderhe Kazakh oil industry such as
,«KazMunaiGaz» and «Tengizchevroil». Long-term tbeilal relations of two companies,
impacted on increase of GDP growth, investigatiegv deposits, employing more than
thousands of people, opening social programs, grastwell as new regulation of a
country. The Law "On Foreign Investments”, deteeniy the legal status of foreign
investments in Kazakhstan, establishes forms ofceseefacilities and foreign investment
in the Republic of Kazakhstan. The legal regimesjg®es guarantees to foreign investors, .
Entirely new approaches and management of enespurees. Thesis showed number of
factors adversely affecting the functioning and elegment of the industry and its still
ongoing economic crisis in Kazakhstan. It has apaich on potential natural resources and
their processing and status of fixed assets and qnalitative properties in the exploited
areas. Kazakhstan's economy remains heavily depeodédhe cycle of the global market,
especially the oil market. Export of oil increassidnificantly, and Kazakhstan is the
second largest producer of oil after Russia ambaddrmer republics of the Soviet Union.
Kazakhstan has a lot of discovered oil reserveszaKlastan has large reserves of

hydrocarbon resources.

Today the Republic of Kazakhstan is one of the maijeproducing countries in the world,

occupying 9th place according to proven reservesl&th according to probable reserves.
Prospective area containing oil and gas is 1 millkD0 thousand kilometers, which
represents more than 62% of the territory of thentry. « Kazakhstan 2050 Strategy»

focuses on  widespread economic, social and pdliticaeforms  to
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position Kazakhstan among the top 30 global ecoasnmy 2050. Country forecast a
brighter future to the oil and gas industry, by @xging pipelines and finding new fields.

Kazakhstan economy is growing steadily. Devaluation2016, was an intention of
attracting new investors to the country. Almost féeign investors launched new

productions in Kazakhstan in 2016.

The oil company Tengizchevroil (Tengizchevroil)2817 will send a $ 5 billion project to
the future expansion project - the wellhead pressuanagement project (PFB PUUD) at

the Tengiz field, which shows high interest in istheg into the oil and gas industry.

This year, Forum ‘Future Energy’ to be held undeXPB-2017 in Astana. An
International Exposition scheduled to take pladsvben June 10 and September 10, 2017
in Astana, Kazakhstan. The expo's theme is "FuUfimergy”, and aims to create a global
debate between countries, nongovernmental org&mzatcompanies and the general
public on the crucial question: "how do we ensafe sind sustainable access to energy for
all while reducing CO2 emissions(Bureau Internalates Exposition, 2017).

EXPO is also, one of the big step in a global aravhich will attract a lot of investors
from all over the world. It is a huge opportunityluild new bridges between Kazakhstan

and the world!
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