yinepinge ycradigel.  Osapnpl OaHkTepre caiMay —apKbUIbl, MEMJIEKETTIH OyJI  aKIuaHkl
aifHanbIMFa KOCEIM KBI3MET €TyiH[e TocKayhul, Kejepri skacaiiael. On axkmanap 1-2 Keur
Ooncana Wecinme 6oc “‘enmi akwa” ecebiHae skata Gepyi MyMkiH. An O6ys1 MeMIEKeTTi LIETeNre
KaliTa KapaThll, CoMKeciHLIe KapbI3bIHBIH, CBHIPTKBI KapbI3bIHBIH ©cyiHe okeneni. JKorapaarel
aliMaKTBIK MacelieHi INemmy VIIIH Jie, MbICAIbl, MEMJIEKET LIeTesl HHBECTIHpJIEpiHe Kell KapaMpl.
Onapiipl KBIBBIKTHIPY VINIH €pKIH 5SKOHOMHKaIBIK alfiMakTap Kypaasl. Cosl yoiiH MacelleHiH
WwewiMi Tek XaNbIKTapaplH caHa ce3iMiHe Oochbl MOcelleHl THIMOI JKeTKizy Kkepek. baHk
nero3uTTepie ceHiMui apTThipy. OHbIMen Koca,  enjeri Oblpasjiaran  MoJi  akmacel Oap
asamarrap Toyekes[ikke Oapreichl KeJMed o3 aKmajapeid 1ueres OaHKTepiHe, MbICAJIBI, YIKEH
ceHiMre kipren Ilseifuapus  OankrepiHe canagbl. Onap esimisain  GaHkTepimisre ceHim
aptnaiael. Ockl jkarmaiiopl KonFa amy kepek. MyMKiH apHaiibl aKila-HeCHE cascaThiH KYPri3reH
aypeic  Gomap. CombiMeH KaTap en0achlMbiH Kasip Jkui alfThill JKaTKaH cayallblH JKy3ere achipyra
JKopaeMaecy Kepek. JIuranuzaumsiiay HoTHKeC emiMi3aiH a3aMaTTapblHa ipi KesleMae Kapibl GapbiH
kepceTTi. EHIi ochl azamMaTTap ©3 KapskbICBIH Oi3[iH KACIIOPBIHAAPBIMBI3FA, ipi yiibIMaapra Kyiibim,
akioHep 00sa any kepek. OChl apKbUIBI 0JIap ©3 aKllaJapbiH OHPKAJIBIK ONBIHFA KAaThICY apKbLIbl
kobeiiTe ajianm #ane 013 ockIran sKap/IeMIecy KepeKis.
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OIL AND GAS INDUSTRY IN KAZAKHSTAN

Bimagambetova Bibigul
Faculty of economics 2B, University of Suleyman Dimerel
Advisor: Akram Makhmudov

When people talk about economy of Kazakhstan ,they frequently talk about oil and gas. The reason, of
course, is that energy-industry growth of our country.

Kazakhstan is well known for its oil and gas reserves. The oil and gas occupies a significant position
within the country’s industrial structure. They are to provide a reliable basis for the development of
the oil and gas complex and for the replenishment and increase of Kazakhstan’s wealth. There are
more than 200 oil and gas ficlds in Republic. This industry is a major and most rapidly developing
sector of Kazakhstan's economy. The development of oil and gas chemical production has been
identified as Kazakhstan’s priority objective. The goal is to produce high- tech products from local
hydrocarbon feedstock for domestic and export sales.

Kazakhstan’s oil and gas industry, the country’s key economic sector is going through a period of a
rapid growth. In Kazakhstan first oil production was discovered in 1899-1900. Over the last several
years the oil production has increased rapidly, due to foreign mvestment and improvements in
production efficiencies. In 2005 Kazakhstan produces 51.26 mm tons of crude oil and 10.66 mm tons
of gas condensate. According to the president Nursultan Nazarbayev, Kazakhstan is planning to
increase its oil up to 3.5 million barrels of oil a day, of which 3 million will go to export, in coming
ten vears. This will lift Kazakhstan into the ranks of the worlds top ten oil producing nations.

Oil facts

Produced: 1.5 million barrels/day

Exported: 890000 barrels/day(Rank 13)

Major buyers: European Union, Russia and China

Importd: 47000 barrels/day
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Oil reserves: 26 billion barrels ‘
The main production sites are Tengiz field(290000 bbl/d) located on !he northeast shores ,Of the
Caspian, and the Karachaganak field (210000) located inland near to Russian border. In.futurc I\a‘zakh
oil production will also relay on the Kashagan field , the largest oil field on the outside the Middle
East, which posses anywhere from seven to thirteen billion barrels in recoverable reserves, and the
Kurmangazy field in Northern Kazakhstan. ‘

The Karashaganak natural gas and gas condensate field is being developed by Bntish. Gas
.Agip,Chevron Texaco and Lukoil. Also Chinese, Indian and Korean oil companies are involved in the
Kazakhstan’s oil industry.

Main oil export routes are Caspian Pipeline Consortium and Atyrau-Samara oil pipeline to Russia, and
Kazakhstan-China oil pipeline to China. The Baku- Tbilisi-Ceyhan pipeline will be supplicd by oil
tankers. In addition, for the export to neighboring countries the rail transport is used. Kazakhstan has
three oil refineries:in Povlodar.in Atyrau and in Shymkent.

Kazakhstan owns proven natural gas reserves around 1500-2500 billion cubic meter(bcm). However
.Kazakhstan became a net gas exporter only in 2003. In 2005, Kazakhstan produces 14.5 bem of
natural gas and plans to increase this to 60-80 bem a year in the ten vears perspective.

The major natural gas fields are Karashaganak . Tengiz,Kashagan,Amangeldy. The country has six gas
pipelines divided into two networks on the west and southeast. The major pipelines are Bukhara-
Tashkent-Bishkek-Almaty pipeline and the Central Asia-centre gas pipeline. The annual capacity of
the trunk gas pipelines is 190 billion cubic meter at present. This pipeline system was built under the
Soviet Union and was geared toward natural gas supplies for northern Russia, Ukraine and the Caucasus.

Taking into account the ever-growing world consumption of hydrocarbons, the oil and gas industry
has been and will be in the long-run remain one of the national economy’s major companents.
Therefore, the development of the rich natural resources shall be a major priority in the long term
strategy of the Republic of Kazakhstan till the year 2030, and shall constitute

The basis of its industrial policy.

Currently, there are 250 hydrocarbon ficlds on the
are being currently developed.

The basic stock of petroleum in Kazakhstan (over 90%
Tengiz , Kashagan,Karashaganak, Uzen, Zhetybai, Zh
Kumkol, North Burashi, Alibekmola, Central and ea
whereas a half of all petroleum reserves is concentr
and Tengiz. The majority of all free gas (about

contained in Karashaganak Field.

The license and contract system currently in effect in Kazakhstan have ensured fairly large investment
to the previously developed hydrocarbon deposits. Total investment into the development of
hydrocarbon has amounted to over 5300$million. At

all that 82% (over 4400$million) have been
invested into the development and 18%

' . : (over 0.9% million) were invested into exploration operations.
Ten major producing companies account for 90% of total inves

' _ : tment ( Tengizchevroil, Karashaganak,
Mangistau, Kazmuna1gaz,Uzcnmuna1gas ete.)

The main perspective of extending and strengthening the raw materia] b
Kazakhstan’s oil and gas industry are connected with the Kazakhstan’s sector of Caspian. Today .
Agip KCO and Kazmunaigaz National company are continuing their geological surveying operations
on the Kashagan, Kalamkas-sea . Aktoty and Kairan structures. Implementation oi;hperspecli\’e

prodectiun plans apart from the Kashagan Field is supported by currently developed gigantic on-shore
Tengiz and Karashaganak Fields.

The main currently operating trunk oil pipelines are the Kalamkas
Tengiz- Novorossysk , Zhanazhol- Kenkiyak~0rsk,Povladar—Shimkem
Three refineries are operatin g in the Repulic :Pavlodar(annual capacity
(annual capacity of 6.5 million tons) and Atyrau (annual capacity of
prossesing plants:Kazakh (annual capacity of 1.5 billion meter cub
billion meter cub) and Zhanazhol (annual ¢
Cub)To secure differential gas supply
territory of the Repulic of Kazakhstan:
and Akyr-Toby(0.2 billion meter cub)

Republic of Kazakhstan state balance, of which 81

) is concentrated in 15 largest deposits in the
anazhol, Kalamkas, Kenkiyak. Karazhanbas,
st Prorvas, Kenbai and Korolevskoye fields,
ated in two huge hydrocarbon fields of Kashagan
60%) and condensate (almost 80%) reserves is

ase of the Republic of

-Uzen-Atyrau, Atyrau-Samara,
and so on.

of 7.5 million tons). Shymkent
4.5 million tons) and three gas

.5 bi me ). Tengiz (annual capacity of 1.2
apacity of 1.2 billion meter

to the customers there
Bozoi (3.5 billion me
with total useful cap

are three subsurface gas storage in the
ter cub), Poltoratsk (0.4 billion meter cub)
acity of' 4.1 billion meter cub.
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The government of Kazakhstan and foreign investors continue to focus heavily on the hydrocarbons
sector. Kazakhstan is the second largest oil producer among the former Soviet Republics after Russia ,
producing nearly 950000 barrels per day. Kazakhstan has proven oil reserves of 16 billion barrels and
may have , according to government of Kazakhstan projections, a further 60 billion barrels both
onshore and under its portion of the Caspian sea. Kazakhstan has the Caspian Sea region’s largest
recoverable crude oil reserves, and accounts for approximately two-thirds of the roughly 2 million
barrels per day currently being produced in the region. Accordingly, Kazakhstan has Central Asia’s
largest economy. Kazakhstan ‘s real GDP grew by 9.3% in 2004 and 9.2% in2003 thanks to
continuous increase in oil exports and Foreign Direct Investment inflows. Around 80 to 90 percent of
total Foreign Dircct Investment goes to the oil and gas sector. This includes large oil projects . but
also a wide range of other activities supplying the oil and gas sector(including transport services,
infrastructures, equipment and engineering). Over the past 7 years , oil production in Kazakhstan has
more than doubled to 1.2 million barrels per day.

Output from the country’s three major fields, Tengiz, the offshore Kashagan and onshore
Karashaganak is set to grow to 1.6 million barrel per day in 2010 and 2.0 million barrels per day by
2015.Kazakhstan is also interested in exporting oil west through the Baku-Tbilisi-Ceyhan pipeline
and GOK officials have regularly said that in the long term they hope crude will also go south through
Iran and cast to China.

The greater part of Caspian oil reserves contain tremendous amounts of associated gas. Kazakhstan
plans to build a petrochemical industry. The facility will be located near the Kashagan oil province in
the sector of the Caspian. The Government also plans to construct a gas refinerv to manufacture
cthane, ethylene and propylene near Atyrau.

Oil and gas is leading economic sector. In 2000,Kazakhstan produces 35252000 metric tons of oil (
700000 barrels per day) a 17.4% increase over 1999°s 30025000 tons. It exported 28883000 tons of
oil in 2000, up 38.8% from 20813000 tons in 1999. Production in 2001 has been growing at roughly
20%, on target to meet the government’s forecast of 401 00000 tons of oil (800000 barrels per day). In
2000 , production reached 11.5 km cub of natural gas . up from 8.2 km cub in 1999. After totaling just
129900 barrels per day in net oil exports in 1992. Kazakhstan registered an average of 631000 barrels
in net oil exports in 2001. The 631000 barrels per day in net exports, up from 551600 barrels per day
in 2000.meant that Kazakhstan exported approximately 78% of its total oil production from 2001
(811000 barrels per day) . In 2002, Kazakh oil production is projected to surpass 900000 barrels per
day . and Kazakh Prime

Minister Imangali Tasmaganbetov has said that the country’s net exports will top 700000 barrels per
day this year. In 2003 Kazakhstan extracted 14 billion cubic meters of gas up 22.7% compared to 2002
and it expected to increase its annual gas output to roughly 70 billion cubic meters by 2013. Of this
amount. 40-45 billion cubic meters is planned for export. In addition, Kazakhstan's oil production and
net oil exports are cerfain to increase in the next decade as new export options are brought on-stream.
Production of oil and gas condensate in Kazakhstan amounted to 61.9 million tons in 2005. which was
4.3 %more than in 2004.Kazakhstan exported 52.4 million tons of oil and gas condensate a year in
2004 and 2005. Natural gas production in Kazakhstan in 2005 amounted to 14.5 billion cubic meters, a
5% increase from 2004. Kazakhstan holds about 4 billion tons of proven recoverable oil reserves and
3 trillion cubic meters of gas. Industry analysts believe that planned expansion of oil production,
coupled with the development of new fields. will enable the country to produce as much as 3 million
barrels per day by 2015, lifting Kazakhstan into the ranks of the world’s top 10 oil-producing nations.
Kazakhstan’s 2005 oil exports were valued at 17.4% billion. representing over 70% of overall exports.
Major oil and gas ficlds and their recoverable oil reserves are Tengiz(7 billion barrels), Karashaganak
(8 billion barrels and 1350 billion cubic meters of natural gas) and Kashagan (7-9 billion barrels).
Starting in 2004, the Government of Kazakhstan increased its take of oil deals by increasing taxation
of new oil projects. _

In 2005. oil revenue accounted for about 11% of GDP and 63% total annual export revenues. In
Kazakhstan’s oil production hit the earlier unattainable record of 60 million tons a year . but this is not
the limit. The President of Kazakhstan set a goal to the industry, by the end of the next decade oil
production should be raised to 150 million tons per year. Rising oil revenues have led to widening
fiscal surpluses and lower public debt. _
Considered a moderate, pro-Western , secular Muslim state . Kazakhstan continues to have high levels
of burcaucracy and persistent corruption. Over the past two years , similar to trends elsewhere in the
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world, changes in Kazakhstan’s petroleum laws have considerably strengthened the state’s control of
large enterprises with foreign investors.

Now, I want to say about Atyrau oblast, which is by right considered Kazakhstan’s oil and gas capital.
Atyrau oblast is one of Kazakhstan’s leading regions with a steady development of the oil fields which
has been developed by Tengiz Chevroil since 1993. It is in this region that the Tengiz-Novorossiysk
oil pipeline of the Caspian Pipeline Consortium runs through. The region witnesses a successful work
of the world’s British Gas , Britich Petroleum etc. Atyrau Oblast accounts for 43.6% of total oil and
51.4 % of total gas produced in the country. Thanks to their participation and a good investment
environment, because Kazakhstan is becoming an integral part of the world oil market.

Let me give you a few more facts about the Tengiz operation before I move on, because 1 believe the
contributions of this project are relevant to the objectives of my research. Chevron Oil corporation
together with the Kazakhstan Ministry of Oil and Gas has formed a partnership(Tengizchevroil)to
explore, develop market oil and gas reserves in the Tengiz region of Kazakhstan on the northern shore
of the Caspian Sea. Since the venture started in 1993, more than 1.3$ billion has been invested to
increase production capacity to 215000 barrels a day. In 1998. Tengizchevroil brought more than
450$million in direct and indirect economic benefits to Kazakhstan despite the low oil prices. At
Tengizchevroil, they’ve done more than “survive” the low oil prices. They've actually grown their
production under some of the toughest conditions ever seen in the global oil industry. Tengizchevroil
has used aggressively cost management to improve their short-term performance. At the same time
they’ve been able to sustain their investment program, because they’ve always kept one eye on the
future. TCO has also aggressively marketed its oil despite the lack of a major export pipeline, recently
negotiating transport agreements that have helped offset the effect of low oil prices. The growing oil
industry in Kazakhstan is already one of their major industries. However, due to limited resources and
the required infrastructure to manage resulting toxic and hazardous wastes, there is a growing potential
for environment Fonsequcnccs arising from oil production and refining operations that will need to be addressed.
[ wrote a‘bou’r oil and gasﬁindush}' in Kazakhstan, because this industry has been and will in the long
run remain one of the pallopal economy’s major components, Development of the oil and gas sector is
n}ost 1mp0rta.mt l’af:tor in building the national economy. Possessing significant hydrocarbon resources.
I\af'zakhstan is an mtegre-\l part of the world’s oil market. The predicted extractable resources of oil are
estimated to be 7.8 b.I]hOH tons and those of natural gas 7.1 billion meter cub. About 70% of these
reserves are massed in the western oblast. T think that increasing oil production will lift Kazakhstan
into the ranks of the world’s top 10 oil-produced nations. Oil and gas 1s the leading sector of our

economy_that provides higher standard of living. Currently there are 250 hydrocarbon fields of which
81 are being currently developed, ’

0Oil andl gas industry is a major and most rapidly developed sector of Kazakhstan's economy. Oil and

sas businesses accounts for a considerable port:
g derable portion of Kazakhstan’s GDP, budget revenues and hard
currency proceeds.

Oil industry is one of most profitable businesses in the world.
Total investment into the development of hydrocarbons has amou
Much like the entire economy of Kazakhstan is very dependent on the success or failure of oil industry

Good management of oil reserves and sound public spending are essential to iinprovin&

competitiveness and productivity. Oil flows need to be managed to avoid inflation as well as {o
develop the non-oil sector. Kazakhstan oil exports are the foundati ;

< ] zakhs ) ¢ e foundation of the country’s d
have stayed above 9% for the Jast 6 years. S ooy

nted to over 5300% million.
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