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Production and
financial highlights

Chairman’s Market Trends and
letter Challenges

Key Events
of 2017

Letter of the Chairman
of the Board of Directors

Dear shareholders, colleagues and
partners,

JSC NC KazMunayGas (“KMG” or the “Company”) has prospered and
grown stronger during a year of change. International uncertainties and
changes in the outlook for energy have resulted in major movements in
oil prices and in foreign exchange rates. Whilst these have presented
both hurdles and opportunities, KMG has consolidated its position as
one of the corner stones of Central Asian oil and gas production. The

company has emerged stronger and more resilient.

This improved resilience is not just the result of improved oil
prices: KMG is undergoing profound change and is becoming
more adaptable and resilient. This mirrors what is happening
within the wider Kazakhstan economy. The country is proactively
adapting to the challenges of today and is responding in an
increasingly smarter way to pre-empt the challenges of the
future. As such, KMG is mirroring Kazakhstan’s success.

The year has seen major advances in our upstream sector.
Production in the world class Kashagan oil field has been
successfully restarted. The upgrade projects in the Tengiz

field are on track and Karachaganak remains the envy of the
international energy industry. During the year, KMG agreed to
transfer 50% of the subsoil use rights in the Isatay project to the
Italian company ENI. Joint exploration activities are expected to
start soon.

KMG’s wholly owned research Institute continues to provide
valuable insights into the improvement of mature fields and the
exploration of new reserves. They are a key enabler to increase
production, expand reserves and lengthen the life of oil fields.

KMG continues to invest in both established and new oil and gas
fields. The company takes a long-term view: investment today is
essential for Kazakhstan and KMG to prosper in future decades.

KMG is able to develop its world class reserves because of the
quality and depth of skills whithin Kazakhstan, the quality of
our partners and the willingness of the Government to support

sensible and sustainable development. In world terms, this
places Kazakhstan amongst the most attractive oil and gas
provinces in the world. Our partners understand this and they
deserve thanks for the dedication and investment that they have
made (and continue to make).

Our oil pipeline and gas pipeline businesses continue to
prosper. Whilst they are influenced by supply and demand and
by geopolitics, they are well run businesses and they continue
to invest for the future. By their nature, these businesses

are strategic for the country and crucial for the KMG Group.
During 2017, Asia Gas Pipeline capacity was substantially
upgraded, the Caspian Pipeline Consortium expansion project
was completed and an agreement to supply 5 bcm pa of gas to
China was signed.

Downstream, in 2017 we completed the modernisation of the
Pavlodar refinery and installed new equipment and commenced
commissioning work at the Atyrau refinery. Likewise, phase one
of the Shymkent refinery upgrade was completed. These are
major investment projects which will ensure that Kazakhstan’s
refining capacity is commensurate with international
expectations.

Towards the end of the year, KMG reached agreement with

the independent directors of KazMunayGas Exploration

and Production (“KMG EP”) to support the buy-back of the
non-KMG held GDRs and shares, delist the company and
consolidate it back into KMG. Shareholder votes have endorsed
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this course of action and the process is expected to be completed
in May 2018. This will allow KMG to operate its upstream
operations as one entity.

This transaction is indicative of KMG’s ongoing transition from a
group “holding company” to an “operating company”. This is a
profound change that will take some years to fully complete.

An underpinning aspect of this transformation is the increased
focus on occupational health and safety. The Board of Directors
and Management Board want all of our employees and
contractors to work in safety and to return home safely to their
families at the end of the day. Whilst it is early in our programme,
we are seeing positive results. This is not only due to improved
systems and processes, it is also due to the efforts of individual
people. On behalf on the Board of Directors, | would like to thank
our employees for embracing this.

Leading the change with KMG is the Chairman of the Management
Board, Sauat Mynbayev. He shows leadership, wisdom and
patience.Together with his Management Board, he has
strengthened the business during a very challenging period. |
thank him and his team for their dedication.

| also wish to thank the KMG Board of Directors. In particular, we
owe a debt of gratitude to Frank Kuijlaars, our former Chairman,
and Peter Lane, our former Audit Chair, both of whom served
almost a decade on the Board. Both were change agents and
should be congratulated for the transformation which they
prompted.

We also saw the retirement of Berik Beisengaliyev and Adamas
llkevicius who ably represented our shareholder Samruk-Kazyna.
| thank them for their support and for acting as ambassadors for
KMG.

We also welcomed a new independent director Stephen Whyte,
who brings upstream experience and will add to the Board’s
expertise.

KMG has finished the year much stronger and much more

adaptive. This change will accelerate and it will enable us to
continue proudly supporting Kazakhstan in its aspirations.

Ch. J. Walton
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Production and
financial highlights

Chairman’s Market Trends and
letter Challenges

Key Events
of 2017

Letter of the Chairman
of the Management Board

Dear shareholders, investors and
partners,

Providing energy security to the country, increasing the value of the
Company and ensuring its efficiency and financial stability are all crucial
goals, just like they were in previous years.

In 2017, oil production in Kazakhstan hit a record figure of 86.2 min
tonnes, of which KMG’s share was 23.4 mIn tonnes, which is a 3.2%
increase on 2016. Natural and associated gas production increased
8.1% over the same period to reach 8 bcm. The main increase in oil
production was achieved at the Kashagan, Tengiz and Karachaganak

fields.

Oil pipeline transportation rose 3% over the year to 58.5 min
tonnes. In contrast, oil transported by sea fell 2% to 7.0 min
tonnes. A total of 100.9 bcm of gas was transported, which is a
15% increase on 2016.

For the year, including KMG’s operating share, Kazakhstan
refined 18.2 min tonnes of hydrocarbons, including foreign
assets, which is a 3% increase on 2016. Domestic plants upped
their refining output 2.2% to 12.2 min tonnes.

2017 saw significant rises in the oil price, which allowed the
Group to increase revenue by 32% up to 2,459 bin tenge. Net
profit for 2017 increased 44% to 519.5 bin tenge. Total taxes
and other budget and National Fund payments exceeded
580 bin tenge.

We also preserved social guarantees and continued our efforts
to improve the efficiency of the corporate governance system.

The following areas in the “Exploration and Production” sector
deserve special mention.

Firstly, production has stabilised to reveal definite production
growth at Tengiz and Kashagan fields.

Secondly, resource base replenishment and growth have been
identified as one of KMG’s priority objectives. KMG experts and
subsoil users are working together to develop new reserves,
conduct supplementary exploration, introduce modern
geological and technical measures tailored for each field, and
introduce modern well construction techniques, all to achieve
the best possible financial and economic results.

In the “Refining” sector, modernisation work at the Pavlodar
Oil Chemistry Refinery was completed in 2017. Meanwhile,
the Atyrau Refinery launched testing and commissioning
work towards the end of the year, with the Shymkent Refinery
completing the first phase of its modernisation. The second
phase is scheduled for completion in the second half of 2018.

Domestic refinery modernisation work, which is currently
nearing completion, has been a significant factor both for the
country’s economy and in stabilising the fuel market. In recent
years, to avoid fuel deficits, Kazakhstan has had to import
petroleum products from neighbouring countries. However,
with the modernisation of the domestic refineries, which cost
approximately 6 bin USD, beginning from 2019 the country’s
three major refineries will be able to refine up to 16.6 min tonnes
of hydrocarbons per year, meeting the country’s medium-term
demand for basic petroleum products.

In the “Oil Transportation” sector, in 2017, the Caspian Pipeline
Consortium completed its project to expand the Tengiz-
Novorossiysk oil pipeline, increasing overall capacity to 67 min
tonnes/year, of which Kazakhstan oil will account for up to

53.7 min tonnes/year. The commissioning of the new system will
mean that domestic oil pipelines will meet current export needs.

The “Gas Transportation and Marketing” sector saw a historic
agreement in 2017 to start exporting 5 bcm of Kazakhstan gas
per year to China, which, according to agreements between
the KMG subsidiary KazTransGas and PetroChina International,
should increase to 10 bcm.



Model and Business

KMG Business Transition to a New

Operating Model

Strategy

Geography

KMG has also implemented a major gas industry
upgrade programme and commissioned a
number of production facilities during the year
to ensure domestic natural gas can be supplied
from the deposits in the west to regions across
the country, improving living conditions for the
entire population. We have also increased gas
transit potential and diversified export routes.

Another key example of what we have achieved
over the past year is the implementation of the
programme to transition to a new operating
model. We are committed to our goals and to
that end we have been systematically reducing
the number of management levels in KMG. For
example, in 2017 KazMunayGas - Refining and
Marketing was reorganised and merged into
KMG. We have also formed business units for
core activities focusing on upstream operations.

In terms of KMG finances, we think it is safe

to say that the long period of intensive capital
investment has come to an end in 2017. We do
not expect further leverage growth. As such,
we have developed a number of measures
and programmes to increase dividends from
subsidiaries, raise loans for joint ventures,
optimise organisational structure, and refinance
short-term loans to distribute the debt burden
evenly. In addition, the option period was
extended from 2018-2020 until 2020-2022
under a supplementary agreement between
KMG and Samruk-Kazyna to purchase a 50%

Group Technology: Research Social and
performance and Development Environmental
Institute of Production Responsibility

and Drilling Technology

interest in KMG Kashagan B.V., a private
limited liability company owned by Samruk-
Kazyna. Given all of this, and the Group’s not
inconsiderable work to ensure financial stability,
we expect its financial position to stabilise in the
short and medium term.

Itis also worth mentioning the results of the
privatisation programme, which during 2017
covered 11 companies, of which 5 were sold,

4 were wound up and 2 were reorganised. One
of KMG’s major transactions over the past year
was the sale of Euro-Asia Air. Overall, during
2015-2017 covered 34 companies,, a total of 22
companies were sold, 8 were wound up and 4
were reorganised, which generated revenue of
28.7 bin. tenge.

All-in-all, the companies in the KMG Group have
already adapted to the permanent changes in the
oil market and pricing environment. In the near
future, our priority is to ensure the stability of

the Group’s financial position by reducing costs
and automating production, while maintaining oil

production rates and preserving jobs.

KMG confirms its commitment to the path of
development and achieving its strategic goals
set by shareholders to increase the Group’s
long-term value.

S. M. Mynbayev
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Chairman’s Market Trends and Key Events Production and
letter Challenges of 2017 financial highlights

MARKET TRENDS

The economy and oil industry of Kazakhstan

Since independence, Kazakhstan has Economic indicators of Kazakhstan:
achieved stable economic growth,
successfully completing several
development stages after just over two .. .
decades. The country has withstood Inflation in 2017:
a period of low oil prices, national (@v@

currency devaluation and a slowdown 7 lI

in relations with key trading partners, H u H A0V

[ |

helping the economy gradually adapt

to the “new” environment. In 2017, The inflation forecast for 2018
Kazakhstan’s GDP per capita was budgeting purposes was 6%
7,715 USD.

GROSS DOMESTIC PRODUCT

In 2017 GDP, created using the
production method (according to

current data), increased 4.0%' GDP growth in 2017:
in real terms year-on-year to
51,566,764.1 min. tenge. 4 U
J haA
The expectation is that GDP growth in D D
2018 will reach 3.1%-3.5%?, helped The GDP forecast for 2018 is
by higher global oil prices, increased 3.1-3.5%
oil production, continued financial

stimulation, and improved economic
relations with key trading partners.

=

INFLATION

Average exchange rate:
In 2017, inflation was at 7.1%, having
fallen from 8.5% in 2016. According 326 'I
to preliminary Kazakhstan National - TENGE PER USD
Bank forecasts, stable oil and grain
prices, and lower inflation expectations The exchange rate forecast for
2018 KMG budgeting purposes
was 340 tenge per USD

=l
)

! Statistics Committee of the Ministry of the
National Economy of the Republic of Kazakhstan
2 Ministry of the National Economy of the
Republic of Kazakhstan
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due to weak disinflationary pressure from
domestic demand will lead to inflation
within the target corridor of 5-7% in 2018.

KMG’s inflation forecast for 2018
budgeting purposes was 6%.

OIL PRICES

The average Brent crude oil price rose
23.5%in 2017 to 54.2 USD/barrel, which is
still 4% down on the 2015 price.

KMG used a forecast price of 55 USD/
barrel to make budget calculations for
2018.

USD-KZT EXCHANGE RATE

2017 saw a 4.5% or 15.66 point drop in
the value of the USD against the tenge to
326.1. In 2016, the average exchange rate
was 341.7.

KZT used a rate of 340 KZT/USD for 2018
budgeting purposes.

Group Technology: Research Social and
performance and Development Environmental
Institute of Production Responsibility

and Drilling Technology

GLOBAL TRENDS IN THE OIL AND GAS
INDUSTRY

One of the main factors behind global

oil demand has been the growth in the
global economy. According to the EIA,
GDP growth rates will remain positive until
2021. As the global population continues to
grow, so will its demand for energy. As oil
is expected to remain the most important
source of energy in the medium term, no
decline in demand is expected. Alongside
the growth in demand for oil, there has also
been an increase in supply mainly from
non-OPEC countries.

After the fall in oil prices in 2014, the
global oil and gas industry experienced

a general decline in capital exploration
and production expenditure from 706 bin
USD in 2014 to 495 bin USD in 2015 and
355 bln USD in 2016. In the medium term,
a moderate increase in exploration and
production costs is expected. However,
by 2021 exploration and production
investment expenditure in nominal terms
will be 19% less than in 2014 (571.86 bin
USD)3. The current trend of reducing
capital investment in additions to reserves
influences the medium-term decline in oil
production.

GLOBAL OIL PRICE PREDICTIONS FOR 2018

IHS ICE

57 USD/BARREL

53 USD/BARREL

WORLD BANK

56 USD/BARREL

Risk Corporate
Management Governance report

Brent oil price
in 2017:

94.2

USD PER BARREL

The forecast price for
2018 KMG budgeting
purposes was 55 USD
per barrel

3Source: IHS Market, Global
Upstream Spending: Market
Analysis, 15 February 2017

USD/BARREL
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KAZAKHSTAN’S POSITION IN THE OIL
AND GAS INDUSTRY

Kazakhstan has been producing oil since
1911 and is currently the second largest
country in hydrocarbon reserves and

oil production terms among the former
Soviet republics after Russia.

In 2017, oil production in Kazakhstan
reached 86.2 min tonnes, while growth to
2016 levels amounted to 10.5% (78 min
tonnes). Production was highest in Atyrau
and Mangistau regions.

Stable growth at the Kashagan (8.2 min
tonnes), Tengiz (28.7 min tonnes) and
Karachaganak (11.2 min tonnes) fields
was the main factor behind production
increases in 2017, allowing projections
of 87 min tonnes in 2018, with the main
increase expected from Kashagan,
which should be responsible for 11.3 min
tonnes.

At the same time, production at the
Kyzylorda and Aktobe group fields is
expected to decline due to development
maturity and natural depletion.

Chairman’s Market Trends and
letter Challenges

Gas production in 2017 increased 14% of
the year to 52.9 bcm. The plan for 2018 is
53.5 bcm.

SAMRUK-KAZYNA SOVEREIGN
WEALTH FUND

Samruk-Kazyna Sovereign Wealth

Fund, whose sole shareholder is the
Kazakhstan Government, was founded

in 2008 by Presidential Decree and is a
commercial structure in the form of an
investment holding. In 2018, it developed
anew 2018-2028 Strategy to increase
Kazakhstan national wealth and long-
term sustainability for future generations.
In this regards, KMG will update its
Development Strategy by the end of
August, 2018 in line with the Fund’s
2018-2028 Development Strategy.

Role in the Kazakhstan economy
Samruk-Kazyna fulfils its mission by
managing portfolio companies to
increase their long-term value and
sustainable development and by investing
in the development of priority sectors of
the economy.

Key Events Production and
of 2017 financial highlights

Oil production in
Kazakhstan in 2017:

86.2

MLN TONNES

The oil production plan
in Kazakhstan for 2018
is 87 min tonnes

Gas production in
Kazakhstan in 2017:

52.9

BLN M?

Kazakhstan’s gas
production plan for
2018is53.5 bIn m?

TH
panks 12
PLACE IN GLOBAL PLACE IN GLOBAL

oil and condensate oil and condensate
reserves production

RANKS 3UTH

PLACE IN GLOBAL

natural gas production

RANKS 25TH

PLACE IN GLOBAL

natural gas reserves

RANKS 15TH
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Samruk-Kazyna is working gradually
towards becoming a world-class fund, and
today, according to the Sovereign Wealth
Fund Institute, with its assets of 71.2 bin
USD*, it is one of the 30 largest sovereign
wealth funds in the world. According to

its Development Plan for 2017-2021,
Samruk-Kazyna aims to create an asset
pool of 81 bin USD.

Major Samruk-Kazyna assets

The Samruk-Kazyna group of companies
includes companies with operations

in the oil and gas, transportation and
logistics, chemical and nuclear, mining and
metallurgical, energy, engineering and real
estate sectors.

KMG accounts for 63% of the asset
structure and 72% of the net profit of
Samruk-Kazyna®.

Samruk-Kazyna expectations

According to the Fund’s shareholder
expectation letter, Samruk-Kazyna
expects that KMG will achieve its strategic
efficiency goals in 2018-2022 and increase
asset value as measured through a set of
strategic key performance indicators.

4 According to Samruk-Kazyna’s consolidated
financial statements, as at 30 September
2017, exchange rate - 341.19 KZT/USD

5 As at 30 June 2017, according to Samruk-
Kazyna’s consolidated financial statements:
https://sk.kz/investors/portfolio-companies/

and Drilling Technology

OVERVIEW OF THE KEY CHANGES IN
KAZAKHSTAN LAW*

Code On the Subsoil and Subsoil Use
(with respect to hydrocarbons)

On 27 December 2017, the President
signed the new Code On the Subsoil and
Subsoil Use” (the “Subsoil Code”) and
the related Law On the Introduction of
Amendments and Additions to Certain
Legislative Acts of the Republic of
Kazakhstan on Subsoil Use. The Code
enters into force 6 months after its official
publication, except for certain provisions.

The Code focuses on attracting investment
to exploration, and to that end access to
subsoil use has been simplified in both

the oil and gas sectors and with respect to
solid minerals.

Promotion of private investment in
exploration

The new Code makes it easier for investors
to access geological information, including
by making some of it free of charge.

It still retains the tender/auction-based
contractual system, but which now far
better protects investor interests than the
licensing system. Tender procedures have
also been simplified, so that all expert
reviews of draft contracts have been

KMG RATINGS AT THE END OF 2017

MOODY’S

BAA3

S&P

11

Risk
Management

Corporate
Governance report

*Kazakhstan Code On the Subsoil

and Subsoil Use and Kazakhstan
Code On Taxes and Other Budget
Payments (Tax Code)

FITCH
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eliminated; the competent authority signs
standard contracts with tender winners
within far shorter timeframes. Regulation
of the transfer of subsoil use rights and
related facilities has been simplified.

The Code allows combined exploration and
production contracts, which guarantee that
investors discovering new deposits during
exploration will be able to recover their
investment during the production stage.

Another advantage has been the
elimination of the existing “work
programmes” concept, transferring
volatile forecasts in project documents

to contracts. This significantly reduces
the risk of contract forfeit if indicators

are impaired and simplifies subsoil user
operations. Instead, work programmes
have been adapted so that they establish
the contractual scope and operations at
subsoil sites during the exploration period
in accordance with minimum requirements
specified in tender notification issued

by the competent authority. Work
programmes refer only to minimum
contractual requirements, thus providing
greater flexibility for subsoil users for
example, in resolving the existing problem
of dependent wells and others.

The new Code also considers the specifics
of the exploration of super-deep horizons
under the Eurasia project®, such as the
possibility of obtaining exclusive rights to
exploration sites and drilling parametric
wells.

Chairman’s

For new contracts, the Code abolishes

all exploration-stage “non-tax” payments
under the 2010 Law, such as subsoil

user obligations to finance the training of
employees and Kazakhstan nationals, fund
regional socio-economic development,

as well as research and development
activities. At the same time, transitional
provisions in the new Code allow subsoil
users with current exploration contracts to
transition to the new subsoil use conditions
it introduces.

The Code’s special rules for stimulating
investment in geological exploration
activities are accompanied by a set of
innovations in the new Tax Code (more of
which later in the document).

Preservation of the balance of interests
of subsoil users and the State

To establish longer exploration periods,
the Code has introduced a new concept

of “complex hydrocarbon exploration
projects.”

It also stipulates contractual penalties

for violating procurement regulations

and requirements for major projects,

such as production sharing agreements.
A number of issues around subsoil

user and contractor liability for violating
procurement regulations under previously
concluded contracts, including production
sharing agreements, are now covered.

Subsoil users are now legally obliged

to guarantee local light hydrocarbon
fraction processing. They are also obliged
by law to ensure local market security

Market Trends and
letter Challenges

Key Events Production and
of 2017 financial highlights

=

To investors:

The Code allows combined
exploration and production
contracts, which guarantee
that investors discovering new
deposits during exploration
will be able to recover

their investment during the
production stage

6 Detailed information on the Eurasia
project is provided in the “Reserves
and Geological Exploration
Operations” section
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through compliance with schedules
established by an authorised body.

The Code strengthens government
positions with respect to ensuring
subsoil users respond to the
consequences of subsoil use.

Finally, it also establishes basic
requirements for potential subsoil
users, such as for solvency and
offshore experience.

Tax Code (key developments in
subsoil user taxation)

The President signed a new Code

of the Republic of Kazakhstan On
Taxes and Other Compulsory Budget
Payments (Tax Code) (the “Tax Code”)
into law on 25 December 2017.

The new Tax Code prioritises

active geological exploration and

with its introduction, subsoil users
with simultaneous exploration and
production contracts in place are
entitled to compensate geological
exploration expenses incurred after
January 2018 through production
contract revenue by deducting
depreciable assets at a rate of up

to 25%. The new provision helps
redistribute the tax burden, reducing it
at the exploration stage and increasing
if after transition to production.

and Drilling Technology

All exploration-stage “non-tax”
payments due under the 2010 Subsoil
and Subsoil Use Law, such as the
obligation to finance the training of
employees and Kazakhstan nationals,
regional social and economic
development and fund research and
development, have been removed
from new contracts.

To avoid punishing subsoil users

for geological exploration results,
commercial discovery bonuses will be
abolished from 2019.

The Code introduces an alternative
tax for subsoil users with offshore
or super-deep operations. Eligible
subsoil users are now entitled to
choose to pay the alternative tax
instead of having to reimburse
historical costs, and pay mineral
extraction tax, rent export tax and
excess profit tax. The transfer to the
alternative tax is made once and is
irrevocable.

The mineral extract tax in a single
subsoil use contract should
correspond to total annual production
volume reported under the subsoil
use contract, irrespective of whether
subsoil use rights have been
transferred (transitioned).

For corporate income tax on
contractual activities, revenue from
the sale of hydrocarbons produced is
based on their sales price, but should
not be lower than their production
cost, except for oil export sales. If at
the date of sale, the global oil price

is lower than the production cost,
revenue should be based on the actual
selling price (previously, this exception
did not exist).

Since 1 January 2018, revenue from
gas sales is based on the selling price
without reference to prices approved
by an authorised body.

The Code has also introduced a step-
by-step procedure for calculating
excess profit tax.

All “non-tax” payments have been removed from new contracts during

the exploration stage. Commercial discovery bonuses will be abolished
from 2019.
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KEY EVENTS OF 2017

EXPLORATION GAS TRANSPORTATION
AND PRODUCTION AND MARKETING

m Production at Kashagan (one of m Asian Gas Pipeline expansion increased
@ the largest oil fields in the world) ]%[ capacity from 30 bcm to 52 becm per year. In
was resumed in 2016. In 2017, it 2017.
produced 686 thous. tonnes of oil,
of which KMG’s share was 8.44%. m Beineu-Shymkent gas pipeline capacity
reached 10 bcm per year.
m In December 2017, Eni and KMG

signed an agreement to transfer a m In October 2017, the project to expand CPC
50% interest in Isatay exploration throughput capacity in the Kazakhstan segment
block subsoil use rights to Eni. to 53.7 min tonnes per year was completed.

m In October 2017, KTG exported the first
Kazakhstan gas to China under a purchase
and sale agreement between KTG and
PetroChina International to supply up to 5 bcm
of Kazakhstan gas per calendar year.

m In September 2017, the Governments

of Uzbekistan and Kazakhstan signed

a Framework Agreement allowing the
transportation to Uzbekistan through
Kazakhstan of up to 5 min tonnes of oil per year
and to create the required pipeline capacity.
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Strategy

Modernisation work at the Pavlodar
Oil Chemistry Refinery was
completed.

The Atyrau Refinery began trial
commissioning at the end of the
year.

The first phase of the Shymkent
Refinery modernisation project
was completed. Completion of the
second phase is planned for the
second half of 2018.

Total capacity of the three main
Kazakhstan refineries is due to
be raised from 15.4 min tonnes to
16.6 mIn tonnes per year.

Group Technology: Research Social and Risk
performance and Development Environmental Management
Institute of Production Responsibility

and Drilling Technology

. 201/

il |

In April 2017, KMG issued 5, 10 and 30-year
Eurobonds for a total of 2.75 bin USD.

In August 2017, KMG Kashagan B.V. received
an additional prepayment of 600 min USD

to repay the second tranche of its deferred
obligation under the 2008 PSA.

In September 2017, KTG issued Eurobonds of
750 min USD. The funds were used to partially
repay the Beineu-Shymkent Gas Pipeline loan
of 400 min USD and repay an intra-group loan
in favour of NC KMG.

In October 2017, KMG obtained permission
to amend certain terms in its 2023 Bonds and
2044 Bonds to bring them into line with bonds
issued in April 2017.

In December 2017, KMG amended its supply
agreement for TCO crude oil by extending the
delivery date until March 2021 and increasing
the prepayment amount by 1 bin USD.

In December 2017, KMG and Samruk-Kazyna
signed the first addendum to the option
agreement to purchase a 50% interest in

KMG Kashagan B.V. from Samruk-Kazyna.

The option deadline under the supplementary
agreement was extended from 2018-2020 until
2020-2022.

Corporate
Governance report
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KazMunayGas
in figures

Chairman’s
letter

Brent, average price

354.2/BARREL

up 23.5%
on the average value for 2016

USD/KZT average exchange rate

326.1

the tenge strengthened 4.6%
on the 2016 average
exchange rate

Inflation:

11%

as opposed
t0 8.5% in 2016

Market Trends and
Challenges

Key Events
of 2017

Oil and condensate
production:

23,362 THOUS. TONNES

or 486 thous. barrels/day*

Natural and
associated gas
production:

7,997 THOUS. M

Production and
financial highlights
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and Drilling Technology

Reserves at the Qil Oil refining, factoring in the
end of 2017 transportation: ]%[ operating share:

683 MLN TONNES - 8bin 65,489 THOUS. TONNES

barrels of oil 18 207
of oil and gas condensate and eguivalent Gas y THUUS TUNNES

transportation:
of hydrocarbons
418.8 100,857 MLN I

of gas

Reserve
replenishment ratio:

'24%

* Production indicators taking into account the KMG operating share

** For information purposes only, the applicable conversion factor is 7.6 barrels of oil and
gas condensate per tonne of oil and condensate and 6.6 barrels per thous. m® of gas.
The actual number of barrels can vary from the crude oil barrel equivalents presented
here
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KazMunayGas
in figures

*Defined as debt less cash and deposits
**Excluding revenue from discontinued operations

Total
assets:

13,389 BLN TENGE

or 40.3 bln USD

Equity:

6,622 BLN TENGE

or 19.9 bin USD

Chairman’s
letter

Market Trends and

Key Events

Challenges of 2017

Net debt*:

1,344 BLN TENGE

or 4.0 bin USD

Revenue**:

2,459 BLN TENGE

or 7.5 bin USD

Net
profit:

520 BLN TENGE

or 1.6 bin USD

Production and
financial highlights
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Operating cash flows:

3999 BLN TENGE

or 1.2 bin USD

Share in the net profit

of subsidiaries and associates:

415 BLN TENGE

or 1.3 bin USD

EBITDA:

1,268 BLN TENGE

or 3.7 bin USD

and Drilling Technology

Capital expenditures (CAPEX):

637 BLN TENGE ( )

including monetary capital
costs — 464 bin tenge
( )

CAPEX allocation:

Total taxes and
payments:

1,027 BLN TENGE ( )

of which funds paid to the Kazakhstan
budget and National Fund
584 bin tenge ( )

Dividends paid to the
shareholder in 2017:

58 BLN TENGE

or 176 min USD
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Production and
financial highlights

Chairman’s Market Trends and Key Events
letter Challenges of 2017

OPERATING
RESULTS

In 2017, KMG’s consolidated production increased
3% to 23,362 thous. tonnes, which equates to
approximately 468 thous. barrels/day*. TCO, JSC
Ozenmunaigas, JSC Mangistaumunaigaz and

JSC Embamunaygas were responsible for 74%

of oil and gas condensate production. Oil exports
amounted to 17.2 mIn tonnes, with domestic oil
supplies reaching 6.1 min tonnes.

NCOC, TCO and Kazakhturkmunay LLP
demonstrated the greatest production increases

in 2017 compared to 2016 in absolute terms, with
KMG'’s share in those companies growing by +607
thous. tonnes in NCOC (+768% from 2016), +228
thous. tonnes in TCO (+4.1% from 2016) and +95
thous. tonnes in Kazakhturkmunay LLP (+33% from
2016).

Gas production increased 8% to 7,997 min m?. In
2017, Tengizchevroil, KPO and Amangeldy Gas
LLP (a KTG subsidiary) accounted for the greatest
share of gas production. The largest increase

in KMG’s share of gas production was seen in
NCOC - + 349 min m® and KPO — +127 mIn m?
(+7.2% from 2016).

GAS SALES

KMG'’s gas sales exceed production, because it
purchases gas to be sold on. Total gas purchased
from Kazakhstan subsoil users amounted to
13,421 mIn m?, while total gas sales amounted to
17,742 min m?, including 28% for export and 72%
for domestic sales.

OIL AND GAS CONDENSATE PRODUCTION, THOUS. TONNES,
+3%

2017
2016

2015

NATURAL AND ASSOCIATED GAS PRODUCTION, MLN M3 + 8%

2017 7,997
2016 1,365

2015 1,255

OIL TRANSPORTATION BY PIPELINE, THOUS. TONNES, +3.5%

2017 58,538

2016 56,575

2015 61,001

* Assuming 7.6 barrels equals one tonne of ail
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OIL AND GAS TRANSPORTATION

In 2017, 58,538 thous. tonnes of oil were
transported by pipeline and 6,951 thous. tonnes
by sea. KMG’s main pipeline transportation

asset is KTO. Of the total oil transported, exports
accounted for 47%, domestic supplies — 32% and
transit oil - 21%.

Oil transportation by marine fleet was mainly
carried out across the Black and Caspian Seas.

The volume of oil transported by marine fleet fell
insignificantly by 1.8% in 2017 compared to 2016
due to the redirection of oil supplies to different
routes.

Consolidated gas transportation amounted

to 100,857 min m?3, with international transit
accounting for about 65%, exports — 18% and
domestic supplies — 17%. The areas demonstrating
the greatest increase in gas supplies compared to
2016 were in international gas transit and exports.

HYDROCARBON REFINING

Hydrocarbon refining output at Kazakhstan plants,
taking into account the operating share, increased
by 3% in 2017 to 12,172 thous. tonnes. Of these,
the KMG net share amounts to 12,173 thous.
tonnes, which includes 4,724 thous. tonnes at

the Atyrau Refinery; 4,747 thous. tonnes at the
Pavlodar Oil Chemistry Refinery; KMG’s 50% share
of the processing volume at the Shymkent Refinery
amounts to 2,343 thous. tonnes; while its 50%
share in the processing volume at the Caspi Bitum
plant amounts to 359 thous. tonnes.

The KMG | (Petromidia and Vega) refining volume
amounted to 6,035 thous. tonnes of hydrocarbons.

and Drilling Technology

OIL TRANSPORTATION BY MARINE FLEET, THOUS. TONNES,
-1.8%

2017

2016 1,082

2015 7,033

GAS TRANSPORTATION, MLN M3, +15%

2017 100,857
2016 88,077

2015 102,750

HYDROCARBON REFINING TAKING INTO ACCOUNT THE
OPERATING SHARE’, THOUS. TONNES, +3%

2017 18 207
2016 17 675

2015 17 391

" The calculation methodology uses 100% of the processing volume to determine the
Atyrau Refinery, Pavlodar Oil Chemistry Refinery and Romanian refinery operating
shares and 50% for PKOP and Caspi Bitum.
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Production and
financial highlights

Chairman’s Market Trends and Key Events
letter Challenges of 2017

KMG BUSINESS MODEL
AND BUSINESS GEOGRAPHY

VERTICALLY INTEGRATED
HOLDING COMPANY

National Company KazMunayGas
is the Kazakhstan operator in
hydrocarbon exploration, production,
refining and transportation,
representing the state’s interests in
the oil and gas industry in Kazakhstan.

At the end of 2017, the KMG Group
incorporated 191 organisations.

The founder of KMG is the Kazakhstan
Government, represented by the State
Property and Privatisation Committee
of the Kazakhstan Ministry of Finance,
KMG shareholders — Samruk-Kazyna
Sovereign Wealth Fund (90%)

and Kazakhstan National Bank

(10% + 1 share).

191 ORGANISATIONS

incorporated the KMG
Group at the end of
2017

b2 —

GOVERNMENT OF THE
REPUBLIC OF KAZAKHSTAN

100%

g,
. § Ea i
7\

7

CAMPYK
K A3 bl HA
NATIONAL BANK OF THE SAMRUK-KAZYNA
REPUBLIC OF KAZAKHSTAN SOVEREIGN WEALTH FUND
10% : : 90%

(@ KazNMynanlas

¥ATTHK KOMNAHMACSH




KMG Business
Model and Business
Geography

Strategy

Transition to a New
Operating Model

Group

A

Exploration and production

Increase in oil and

gas reserves and the
development of resource
potential through onshore
and offshore geological
exploration

GEOLOGICAL
EXPLORATION

Liquid hydrocarbon
reserves — 683 min tonnes
(5.19 bin barrels)

KMG’s share — 20% of
Kazakhstan’s total oil
reserves as at the end of
2016

Detailed information is provided in the
“Reserves and exploration” section

Sales

Development of onshore
and offshore deposits and
hydrocarbon production

OIL AND GAS
PRODUCTION

Oil and condensate
production — 23.4 min
tonnes or 27% of total oil
and condensate production
in Kazakhstan (2017)

Natural and associated gas
production — 8.0 bln m® or
15% of total natural and
associated gas production in
Kazakhstan (2017)

SALES: RETAIL AND WHOLESALE

KMG-branded filling
stations in Kazakhstan and
Rompetrol-branded filling
stations in Europe

14% of retail petroleum
product sales in Kazakhstan
in 2016

Total petroleum product
sales of 3.6 min tonnes,
wholesale — 2.4 min tonnes,
and retail — 1.2 min tonnes

Detailed information is provided in the
“Refining” section

In 2017, a new vehicle
compressed gas filling
station was put into
operation in Aktobe

performance

Technology: Research Social and

and Development Environmental
Institute of Production Responsibility
and Drilling Technology

OIL TRANSPORTATION

Total length of main oil
pipelines — 7,585 km

66.7* mIn tonnes or 57% of
oil transported in Kazakhstan
in 2017 was transported by
KMG oil pipelines

Eight oil tankers (vessels) are
used to transport oil by sea.
Sea transportation — 7.0 min
tonnes

*KMG operating share incl. 100% KTO,
50% KCP, 51% MT, 20.75% CPC

Detailed information is provided in the
“Transportation” section

HYDROCARBON REFINING

Qil refining depth is up to
80%

Total hydrocarbon refining
volume, inclusive of the
operating share, and
including international
assets — 18.2 min tonnes

Total hydrocarbon refining
volume at the Kazakhstan
refineries, inclusive of the
operating share — 12.2 min

Transportation and storage

Risk
Management

Corporate
Governance report

GAS TRANSPORTATION
AND STORAGE

Total length of gas pipelines —
18,960 km and gas
distribution networks — over
45,000 km

The 3 largest underground
gas storage facilities in
Kazakhstan with a total active
storage capacity of 4.6 bcm

100.9* bcm or 82%** of gas
transported by Kazakhstan

in 2017 was transported by
KMG main gas pipelines

*The KMG operating share includes
transported gas — 100 % ICA, 100%
KTGA, 50% AGP, 50% BSGP.

** KMG partners AGP and BSGP
accounted for 18%

tonnes or 82% of oil refined
in Kazakhstan

Total product output,
inclusive of KMG’s
operating share, and
including foreign assets —
17.2 min tonnes

Total Kazakhstan refinery
output — 11.3 min tonnes

25
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Chairman’s Market Trends and Key Events Production and
letter Challenges of 2017 financial highlights

Structure of the KMG Group

@ Exploration and production

Relationship to the parent

company (subsidiary, Ownership
dependent entity or jointly interest,%
controlled organisation)

JSC EP KazMunayGas Subsidiary 63.00%
Offshore Oil Company KazMunayTeniz LLP Subsidiary 100%
Kazakhoil-Aktobe LLP Subsidiary 50%
Kazakhturkmunay LLP Subsidiary 100%
Cooperative KazMunaiGaz U.A. Subsidiary 100%
Caspian Oil and Gas Company LLC Joint venture 50%
Tengizchevroil LLP Joint venture 20%
N Block B.V. Subsidiary 100%
N Operating Company LLP Subsidiary 100%
Urikhtau Operating LLP Subsidiary 100%
PSA LLP Subsidiary 100%
Satpayev Operating LLP Subsidiary 100%
KMG Karachaganak LLP Subsidiary 100%
Central Oil and Gas Company LLC Joint venture 50%
KMG-Eurasia LLP Subsidiary 100%
KMG - Ustyurt LLP Subsidiary 100%
Bekturly Energy Operating LLP Subsidiary 50%

Organisation

]%[ Transportation and storage

Relationship to the parent

company (subsidiary, Ownership
dependent entity or jointly interest,%
controlled organisation)

Organisation

National Maritime Shipping Company Kazmortransflot Subsidiary 100%
JSC KazTransGas Subsidiary 100%

JSC KazTransQil Subsidiary 90%

Kazakhstan Pipeline Ventures LLP Joint venture 49.90%
JSC CPC-K Joint stock company 19%
CJSC CPC-R Joint stock company 19%

KazRosGas LLP Jointly controlled 50%
organisation
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Geography

and Drilling Technology

Refining and marketing

&

Relationship to the parent
company (subsidiary,
dependent entity or jointly
controlled organisation)

Organisation

KazMunayGas Onimderi LLP
Atyrau Refinery LLP

TH KazMunayGas N.V.
KazMunayGas - Aero LLP

Subsidiary
Subsidiary
Subsidiary
Subsidiary

Ownership
interest,%

100%
99.53%
100%
100%

Strategy Transition to a New Group Technology: Research Social and Risk
Operating Model performance and Development Environmental Management
Institute of Production Responsibility

POCR LLP
JV Caspi Bitum LLP

Karagandy CCI LLP

Air Liquid Munay Tech Gazy LLP
KMG International N.V.
KMG-Retail LLP

Subsidiary

organisation

Subsidiary

Subsidiary
Subsidiary

Jointly controlled

Dependent entity

100%
50%

25%
25%
100%
100%

Services

05

Organisation

Relationship to the parent
company (subsidiary,
dependent entity or jointly
controlled organisation)

JSC Kaskor-Transservice Joint stock company

Ownership
interest,%

12.87%

JSC Kazakhstan British Technical University
KazMunayGas-Service LLP

KMG - Security LLP

Teniz Service LLP

KMG Kumkol LLP
KMG Systems & Services LLP
KMG Drilling and Services LLP

KazMunayGas Production and Drilling Technology
Research and Development Institute LLP

AktauQilMash LLP
KazOilMash LLP
Professional Geo Solutions Kazakhstan LLP

Oil Transport Corporation LLP
Munaitelecom LLP
Mangistauenergomunai LLP
Oil Construction Company LLP
Oil Service Company LLP

Subsidiary
Subsidiary
Subsidiary

organisation
Subsidiary
Subsidiary
Subsidiary
Subsidiary

Subsidiary
Subsidiary
Joint venture
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary

Jointly controlled

100%

95.30%

100%

49.00%

100%
100%
100%
100%

25%
100%

50%
100%
100%
100%
100%
100%

Corporate
Governance report
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GEOGRAPHY OF KMG ASSETS

ATYRAU °
REFINERY

®
CASPIBITUM
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Oil pipelines o Atyrau-Samara Pipeline (KTO)

o Kazakhstan China Pipeline

o CPC oil-pipeleine

Upstream assets
© «rooi-pipeiine

o MunaiTas oil-pipeline

Gas pipelines

° Intergas Central Asia gas pipeline
e Beineu-Bozoi-Shymkent Gas Pipeline

e Asia Gas Pipeline

PAVLODAR
REFINERY

SHYMKENT REFINERY °

(PKOP)

EXPLORATION AND REFINING AND
PRODUCTION MARKETING

29
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STRATEGY

KMG mission

As the oil and gas operator in Kazakhstan,
KMG confirms its commitment to the
development and achievement of its goals
to increase the long-term value of KMG
assets and promote the modernisation
and diversification of the economy of
Kazakhstan.

KMG’s mission is to ensure maximum
benefit for Kazakhstan from participating in
the development of the national oil and gas
industry by:

Strategic priorities

To realise its mission and ensure
sustainable development, KMG will focus
on three key strategic priorities:

& strengthening its financial position in the
short and medium term through capital
constraints and improving operational
efficiency;

Strategic objectives

In accordance with the key priorities, the
Group’s main objectives are to:

& increase production volumes and
reserve levels;

& ensure investment returns;

Chairman’s

¢ increasing KMG’s value and ensuring
returns on its investments;

& focusing on the activities of the oil
and gas market in Kazakhstan with
due consideration of the potential
opportunities for business expansion in
neighbouring countries;

& ensuring a high level of financial
sustainability

& ensuring sustainable development.

é creating a target business model that
takes into account the privatisation
programme;

& strengthening its role as a key player in
the oil and gas industry in Kazakhstan.

& create value and improve financial
sustainability.

Achieving its objectives within the
framework of its priorities will increase
overall business efficiency and
improve KMG'’s operating and financial
performance.

Market Trends and
letter Challenges

Key Events

Key strategical
results

In 2017, KMG demonstrated
the following results for its
key strategical results:

Oil and condensate
production

234

MLN TONNES

Reserves (A+B+C1)

683

MLN TONNES

ROACES:

91%

8 ROACE = (profit for the year +
interest expenses adjusted for

tax payments)/average capital
employed excluding cash and bank
deposits

Production and
of 2017 financial highlights
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and Drilling Technology

Strategy implementation measures

KMG holds periodic strategic sessions with top
management to review strategy implementation status
and update strategic initiatives, taking into account the
challenges of global trends and external environmental
changes.

@

& Developing the resource base to ensure sustainable
medium-term development (until 2025) and long-
term development (after 2025).

6 Ensuring hydrocarbon production growth to a
greater extent through organic growth

é Increasing production operating efficiency:
increasing the period between overhauls;

increasing the efficiency of water injection
systems;

EXPLORATION AND PRODUCTION

improving drilling programmes;

increasing the efficiency of geological and
technical measures;

increasing employee productivity.

OIL TRANSPORTATION

& Increasing pipeline transportation efficiency.

¢ Increasing oil transportation using existing domestic
capacity.

& Increasing the loading capacity of oil tankers.

To ensure effective implementation of the strategy and
achieve strategic objectives, the Group focuses on the
following strategic initiatives:

=)

& Improving the profitability of gas transportation and
marketing.

6 Developing transit potential and developing export
potential to China.

& Using liquefied hydrocarbon gas to supply gas to
small population centres.

GAS TRANSPORTATION AND MARKETING

() rermne

& The modernisation of Kazakhstan refineries, which is
due to be completed shortly, will ensure the domestic
supply of petroleum products by the end of 2018.

It will also ensure the transition to the production of
K4 and K5 standard vehicle fuel in accordance with
EurAsEC Customs Union Technical Regulations.

6 Another important factor has been the increase in
added value on account of comprehensive oil refining
into light oil and petrochemical products.

OILFIELD SERVICES

6 Improving and developing a target portfolio of oilfield
services.

33






TRANSITION
TOANEW
OPERATING MODEL




36 Annual report

Chairman’s

Transition to a new operating model:

TRANSFORMATION AND PRIVATISATION

In the current market conditions of low
hydrocarbon prices and rapidly changing
conditions, KMG is facing new business
development challenges. Its task is to
move to a new business management
operating model — from a strategic holding
company to operational involvement in the
management of its subsidiaries. The model
aims to improve operational efficiency,
increase productivity and focus on the
profile business, strategic assets and the
disposal of non-core assets. To solve its
challenges, KMG is implementing business
programmes to transform and privatise its
non-core assets.

BUSINESS TRANSFORMATION

KMG transformation involves a series

of systemic measures, initiatives and
processes that affect the whole vertically
integrated holding company, covering
processes from production to retail

sales. Emphasis is placed on improving
business process efficiency, eliminating
duplication and bureaucracy; simplifying
and automating processes; speeding

up decision-making processes; and
helping the Group adapt to difficult market
conditions. The Group analyses and
implements advanced global best business
practices, including best IT practices.

RESULTS OF THE KMG
TRANSFORMATION PROGRAMME IN
2017

In 2017, the Transformation Programme
entered Stage 3 — “Implementation,”
during which the objective was to
introduce previously developed initiatives

that take into account the production,
financial and organisational specifics of
each KMG Group company. Business
process owners were involved to ensure
the successful implementation of the
various transformation projects, and

who introduced a transformation team to
the corporate centre. Project managers
were chosen from function leaders in all
business areas. Transformation initiatives
were implemented under the supervision
of parent company and subsidiary senior
managers. Another objective was to ensure
transformation block experts at the KMG
enterprises transfer their accumulated
experience and knowledge.

In 2017, KMG continued implementing

its new operating model, allowing it to
transition from the holding company
system to the more active management

of production assets. Under the new
operating model, a single corporate centre
remains at the first level, and subsidiaries
and dependent entities are at the second
level. The corporate centre is responsible
for developing strategy, planning and
providing full innovative support, while

the subsidiaries focus exclusively on
implementing production plans, all of
which allows the Group to make effective
decisions, minimise bureaucracy and
simplify procedures. In 2017, KMG
completed the process to wind up the sub-
holding JSC KazMunayGas — Refining and
Marketing, which was part of the corporate
centre as the Oil Transportation, Refining
and Marketing (TRM) division.

Market Trends and
letter Challenges

Key Events Production and
of 2017 financial highlights

New operating model:
Active management of
production assets

LEVEL1

Integrated
corporate centre

LEVEL2

Subsidiaries and
dependent entities
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TRANSFORMATION PROGRAMME
PROJECT PORTFOLIO

The Transformation Programme
portfolio includes 21 so-called “quick
wins” to improve KMG production
activity and 12 projects introducing
system and methodological changes in
management and support processes,
with subsequent automation.

Specifically, 2017 saw the launch of
the “Transformation of Core Business
Functions and ERP Introduction”
project covering the corporate

centre and 13 KMG subsidiaries and
dependent entities. The first project
stage covers key business processes
in detail such as bookkeeping and tax
accounting, management accounting,
project management, treasury

and corporate finance, production
management, maintenance and

and Drilling Technology

repair (MRO) management, as well
as support management for goods,
work and services. The second stage
involves automation of the above
business functions based on the
ERP system'°. Project deliverables
include integrated standards and
methodologies; detailed processes in
specific areas and effective internal
control mechanisms. Extensive
automation will help reduce costs,
improve staff productivity and
performance.

Last year, “quick wins” led to the:

é introduction of a new MRO
management model in JSC
Embamunaygas and JSC
Mangistaumunaigaz

é introduction of the “Intellectual
Field — SanaField” concept

TRANSFORMATION PROGRAMME PROJECT PORTFOLIO

B System and methodological change projects

B Quick wins

& increased periods between refinery
overhauls (including MRO system
automation)

& introduction of Lean 6 Sigma/Lean
Production Programmes in TRM
division companies and others

Implementation of the above projects
is continuing and the planis to
replicate (if it has not already been
started) the most successful initiatives
to improve production processes at
other KMG core assets.

ESTABLISHMENT OF COMMON
SERVICE CENTRES (CSS)

In 2017, KMG launched its IT and HR
(HR Qyzmet) CSS. The IT CSS, which
is a separate legal entity, employs a
number of IT specialists taken from
several KMG subsidiaries to perform

10 ERP - enterprise resource planning system
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routine IT service operations. It already
serves the KMG corporate centre, TRM
division, and the KazMunayGas Production
and Drilling Technology Research and
Development Institute LLP as a “one-stop-
shop”. In 2018, the IT CSS operational
model will be replicated for the remaining
subsidiaries of the TRM division.

HR Qyzmet, which is based on the
Samruk-Kazyna Corporate University, is
responsible for personnel management
issues and serves 3.5 thous. employees
from 9 Samruk-Kazyna group companies.
By the end of 2018, it is expected to cover
28 thous. people.

The creation of a financial function CSS
will involve the relocation of routine
bookkeeping, tax accounting and treasury
operation personnel from companies

in the pilot TRM division to a separate
legal entity. Work on the initiative
continues, incorporating the preparation
of a methodology in line with the related
“Transformation of Core Business
Functions and ERP Introduction” project.

Overall, CSS offer a number of benefits

for KMG subsidiaries. For example, they
reduce the cost of maintaining non-core
support functions, improve service quality,
help implement business processes

based on integrated standards and
methodologies, and increase access to the

Chairman’s

information needed to improve decision-
making processes.

TRANSFORMATION OF PROCUREMENT
ACTIVITIES

The methodological part of improving
procurement systems and introducing
category management was completed
in 2017, which led to the creation of

a Competence Centre for category
management, whose objective is to
reduce procurement function costs and
procurement periods, and improve the
quality of procured goods, work and
services.

In 2017, KMG developed and approved six
procurement strategies in “Production and
Drilling Pipes”, “Oil Pumps”, “Procurement
of Vehicle Services for the KMG Group”,
“Diesel”, “Catalytic Cracking Catalysts”
and “Technical Gases”. Agreements in

the “Procurement of Vehicle Services”
category were concluded for a group of
companies in Astana, resulting in a saving
of 546 min. tenge. Work is being carried
out in collaboration with Samruk-Kazyna
for the new “Electricity” and “Medical
Insurance” procurement category
strategies.

Market Trends and
letter Challenges

Key Events Production and
of 2017 financial highlights

it

Economic effect from
the implementation of
procurement category
strategies:

946

MLN TENGE

Proceeds from the
sale of subsidiaries
under privatisation
programme is

28.1

BLN TENGE
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and Drilling Technology

FINANCIAL BENEFITS FROM FINANCIAL BENEFITS FROM TRANSFORMATION PROGRAMME
TRANSFORMATION PROGRAMME IMPLEMENTATION
IMPLEMENTATION

Since the launch of the Transformation
Programme in 2015-2017, the Group expects
net savings of 62.8 bin tenge.

2015

PRIVATISATION PROGRAMME

Another equally important process within the
framework of the Business Transformation
and Structure Optimisation programmes has 2016
been asset privatisation, primarily non-core
assets. As early as 2014, the Group began to
implement a comprehensive privatisation plan, -32
which at that time included only 27 assets for
sale.

2017

In December 2015, the Kazakhstan
Government approved a comprehensive

privatisation plan for 2016-2020, which Investment, bin tenge
included 73 KazMunayGas companies, many B Benefits, bin tenge
of which were recognised as priority sales. An B Net benefits, bin tenge

independent consultant was engaged, resulting
in 64 companies being put up for sale, closure
or reorganisation. In an effort to increase the
efficiency of its operating model, KMG has PRIVATISATION PROGRAMME
started to work on this initiative in earnest, and
to date has disposed of a number of assets.

By the end of 2017, a total of 34 assets worth

approximately 28.7 bin tenge had either

been sold (22) or restructured or closed (12).
11.9 bin tenge of the proceeds came from the
sale of JSC Euro-Asia Air.

All assets included in the privatisation plan
are subject to pre-sales preparation work and
evaluation by independent appraisers. After
this has been completed, the appropriate sale
method is identified.

B Assets sold, reorganised or closed

B Assets planned for privatisation in 2018-2019
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letter Challenges of 2017

RESERVES AND EXPLORATION

RESERVES

In recent years, KMG has significantly
reduced its exploration expenses.
However, its portfolio consists mainly

of mature oil fields, which results in a
gradual depletion of the resource base,
triggering new challenges, improving
work quality and efficiency, prioritising
the search for approaches to replenishing
resources, preparing new reserves

and developing them both at new and
mature fields based on the results of
supplementary exploration. The Group is
actively searching for promising geological
exploration ideas.

KMG is also working with KazMunayGas
Production and Drilling Technology
Research and Development Institute LLP
to study the Caspian, Ustyurt-Bozashin
and Mangyshlak basins at a regional level
to help it prepare a portfolio of promising
blocks for subsoil use.

As at 31 December 2017, according to the
Kazakhstan State Commission for Mineral
Reserves, KMG’s liquid hydrocarbon

reserves (taking into account participatory
shares) amounted to 683 mIn tonnes
(5,190 min barrels) or including natural
gas 1,047 min tonnes of oil equivalent
(7,954 min barrels of oil equivalent).

Liquid hydrocarbon reserves should last
for about another 30 years and natural gas
reserves — about 40 years.

KMG'’s proved hydrocarbon reserves
decreased by 4% or 29.2 min tonnes

(222 mIn barrels) or including natural gas
39.5 miIn tonnes of oil equivalent (300 min
barrels of oil equivalent) from the previous
year mainly due to annual production

and the revaluation of Karachaganak

field reserves (-9.8 min tonnes). The
revaluation recorded gains of 4 min
tonnes at the mature JSC Embamunaygas
(Novobogatinsk SE, Zaburunye, Akingen
and Gran), JSC PetroKazakhstan

Inc. (Kumkol, SW Karabulak, Western
Tuzkol and North Ketekazgan) and JV
Kazgermunai LLP (Akshabulak) fields.
With that in mind, the overall decrease in
reserves for all companies amounted to
5.8 min tonnes

KMG’S PROVED A, B AND C1 CATEGORY HYDROCARBON RESERVES'®

31 December 31 December

Increase /

2016 2017 decrease (-)
Gas condensate, min tonnes 44.9 43.2 -1.7
Qil, mIn tonnes 667.2 639.7 -27.5
tT(;Jr'][:rj:Ie(SOiI and gas condensate), min 7121 682.9 _o59.2
Natural gas, bcm 430.7 418.8 -11.9
Total, min barrels of oil equivalent! 8,255 7,954 -300

'© KMG Kashagan B.V. reserves were
recorded inclusive of 8.44% share in
KMG consolidated reserves volume.
NC KMG share of KMG Kashagan
B.V. reserves in consolidated
reserves was accounted for 16.88%
(incl. Samruk-Kazyna share) in
previous KMG annual reports for
2015-2016.

For reference: In October 2015,

the Fund acquired a 50% stake in
KMG Kashagan B.V. from NC KMG,
leaving NC KMG with the right to buy
back the above shares in accordance
with the terms of the Share Option
Agreement. NC KMG and the JSC
Samruk-Kazyna own 8.44% in

North Caspian Operating Company
(NCOC), which comprise 16.88% in
total. In December 2017, the Option
to buy back 50% in the project
Kashagan was extended from period
2018-2020 until 2020-2022.

"On the assumption that 1 thous.m?
of gas = 6.6 barrels of oil equivalent,
1 tonne = 7.6 barrels.

STRUCTURE OF ONSHORE
AND OFFSHORE RESERVES

80

Onshore reserves,
min tonnes

Offshore reserves,
min tonnes
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STRUCTURE OF KMG PROVED A, B AND C1 CATEGORY HYDROCARBON
RESERVES (INCLUSIVE OF KMG’S OPERATING SHARE) AS AT 31
DECEMBER 2017 IN %

TCO

OMG

MMG
Kashagan B.V.
EMG
Karachaganak
KOA
Karazhanbas
Others

RECOVERY OF OIL AND CONDENSATE RESERVES (INCLUSIVE OF
KMG’S SHARE), MLN TONNES

B Oiland
condensate
production

B Increase
in proved
recoverable oil
and condensate
reserves

Oil and condensate reserves

replacement ratio:

32%

IN 2016

-24%

IN 2017

24%

IN 2018 (PLAN)

In 2017, exploration results showed no
increase in reserves, while revaluation of the
Karachaganak field revealed a reduction in
reserves, which is why the Group’s oil and
condensate reserve replacement ratio as a
whole is negative.

EXPLORATION

In 2015, JSC Embamunaygas opened its
Central Novobogatinsk deposit, whose
recoverable oil reserves amount to 1,435
thous. tonnes, of which 391 thous. tonnes
are C1 category and 1,044 thous. tonnes -
C2. The exploration/production contract for
the deposit is valid until 2030.

Overview of exploration projects

In 2017, KMG capital exploration costs
increased to cover expanding exploration
activities in all of the main subsoil use
regions, such as exploration sites in Atyrau,
Mangistau and Kyzylorda regions at Urikhtau
Operating LLP, JSC Mangistaumunaigaz,
Kazakhoil Aktobe LLP, Bekturly Energy LLP,
Amangeldy Gas LLP, JSC Ozenmunaigas,
JSC Embamunaygas and PetroKazakhstan,
and also at the Satpayev Operating and
Dzhambul Petroleum offshore facilities.

KMG has introduced new exploration
technology at many of its facilities, such
as new low-frequency vibrators and high-
resolution wide-azimuth seismic survey
datain 2017. The technology was tested
at the Zhetybai, Bekturly East and Ozen-
Karamandybas facilities and returned
impressive results, allowing KMG to better
locate exploratory drilling locations, in the
long term, significantly improving exploration
and production drilling success ratios.
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Since 2016, KMG has been performing
geological and geophysical analyses and
preparing portfolios for promising blocks
in the Caspian, Ustyurt-Bozashin and
Mangyshlak basins.

In 2016-2017, this involved interpreting
primary reflecting horizons, creating
structural-tectonic models, analysing
borehole data and then identifying tectonic
traps. 2017 also saw a chronostratigraphic
analysis, a sedimentation model, and 1D,
2D and 3D basin models at the Mangyshlak
basin, enabling a portfolio of 5and 7

sites to be prepared for further study and
subsequent inclusion in the KMG investment
portfolio.

In 2018, similar work will be carried out at the
Caspian and Ustyurt-Bozashin sedimentary
basins.

3D-CDPM seismic operations were carried
out at the Ozen-Karamandybas (exploration
block) and Bekturly East onshore sites

and the Zhetybai-Bekturly-Pridorozhnoye
fields, including seismic data processing
and interpretation to better understand
subsoil use prospects (block N, Amangeldy,
Dzhambul and Bekturly East).

In 2017, JSC EMG drilled a well at the
Satpayev block along with 27 exploratory
wells, 12 of which revealed indications of
hydrocarbons and influx, with the remainder
still in the drilling/testing stage.

KMG also introduced a resource,
hydrocarbon reserve and cost monitoring
database as well as a centralised bank of
geological, geophysical and field data,
which should allow the Group to monitor the
movement of reserves and resources within
the KMG Group and analyse and forecast
reserve growth.

Chairman’s

Market Trends and
letter Challenges

Production and
financial highlights

Key Events
of 2017

CAPITAL EXPLORATION COSTS, BLN. TENGE

Geologic exploration 2016 2017 2018
Number of exploration wells, pcs. 28 50 46
2D seismic survey, thous. linear km 2,000 - 1,620
3D seismic survey, thous. km? 2,097 4,299 1,850

Operational fields

* 2D seismic survey was not conducted in 2017

In 2016, KMG developed a detailed
supplementary exploration
programme for 2017-2021, which
involved preparing type, scope and
timing proposals for supplementary
field exploration identified by

the programme, including 3D
seismic surveying and drilling new
wells to assess the possibility of
recommissioning wells previously
decommissioned due to water cut,
accidents, low yields and for other
reasons. The expected increment under
the programme is 60.7 mIn tonnes of
oil.

The most important exploration areas
for KMG are to:

6 Develop existing projectsin
accordance with subsoil use
contract obligations

¢ Identify additional potential in
existing fields to increase reserves

é Acquire new assets based on the
results of regional studies and
identify promising areas
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As part of its risk-sharing (carry the Caspian Sea. In early 2018, both KMG continues to implement
financing) policy, in December 2017, companies will start exploratory work procedures to select a strategic

KMG and Eni (ltaly) entered into a on the contract territory through a joint partner for the Abai project, which is
transaction to transfer a 50% interest operating company. an offshore block in the Kazakhstan

in the Isatay project, an offshore sector of the Caspian Sea, from ENI,
block of the Kazakhstan sector of Exxon Mobil and Shell.

EURASIA PROJECT

21.06.2017 OBJECTIVE 1 OBJECTIVE 2
oo o o P

On 21 June 2017, The Eurasia project’s studying the tectonics,

a memorandum of main objectives are to stratigraphy and
understanding was study deep geological sedimentology,

signed between the structures in the Caspian paleogeography,
Ministry of Energy, the region with the aim of paleoclimate and
Ministry of Investment and discovering new major geochemistry of the
Development’s Geology hydrocarbon deposits earth’s crust in the region

and Subsoil Use Committee
as one party, and a group
interested in working on
the Eurasia international
project represented of
KMG-Eurasia LLP, Agip
Caspian Sea B.V., CNPC
International Ltd., SOCAR,
NEOS Geosolutions and RN
Exploration LLC.

and establishing
regularity in their
distribution at great
depths

Agip N=0S

obtaining a spatial-time
model of the Caspian
region to target oil
exploration operations
and assess potential
hydrocarbon resources
in the Caspian basin.

The parties to the memorandum programme, and basic state geological including drilling deep subsoil horizons
discussed geophysical and drilling exploration contract provisions. in the Caspian depression, some of
studies of the Caspian depression, the which up to 15 km.

procedure for obtaining geological The creation of the international

and physical data, the project work consortium will promote exploration,
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Chairman’s Market Trends and
letter Challenges

Exploration activities of major
projects in 2017

Project type

(offshore/onshore) (= S

Partner Rosneft

Block Kurmangazy N

Acquisition date % 06.07.2005 29.12.2007
(2]

s )

Drilling period « 2006-2009 S 2010, 2012,
© 1 2014-2015

Project status as at KMG worked with

31 December 2017 its Russian party to

increase the contract
area, establish a six-year
exploration period with

the option to extend for In 2017, 2D seismic
an additional four years materials were
processed

Key Events Production and
of 2017 financial highlights

Dzhambul

21.04.2008

PAVEES

2013-2014

In December 2017,

400 m? of seismic data
was interpreted for the
Dzhambul site to prepare
for appraisal well drilling
in2018
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PAVEES

ONGC Videsh
Limited

Satpayev
15.06.2010

2015-2017

On 1 July 2017, an
addendum to the
Contract between the
Ministry of Energy,
KMG and ONGC Videsh
Limited was signed.
In2017,a 3,505 m
exploratory well was
drilled

Kokel
Munai LLP

Bekturly East area

17.06.2015

3D seismic exploration
operations were
performed using the
common depth point
method at the Bekturly
East area, together
with the processing
and integrated
interpretation of 354 m?
of 3D seismic data

Eni S.p.A.

Isatay

26.06.2015

On 21 December 2017,
the Ministry of Energy,

KMG and Eni Isatay B.V.
concluded a transaction

to transfer a 50% interest

in the Isatay project and

operating company to Eni

Isatay B.V.

Union Field
Group

Ustyurt

26.06.2015

On 27 October 2017,
KMG and the UnionField
Group signed a contract
to sell a 50% interest in
KMG Ustyurt LLP to the
UnionField Group
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Chairman’s
letter

OIL AND GAS PRODUCTION

OIL PRODUCTION

KMG oil and condensate
production

KMG produces oil and gas condensate
through operating assets in which

it directly manages production
processes, and non-operating assets
in which KMG has a share but is

not directly involved in production
processes

KMG operating assets include:
& JSC Ozenmunaigas (100%)
6 JSC Mangistaumunaigaz (50%)

& JSC Embamunaygas (100%)

& Kazgermunai (66.5%)
& Kazakhturkmunay LLP (100%)
& Other operating subsoil users

KMG has non-operating shares in the
three largest oil production enterprises
in Kazakhstan — Tengiz, Karachaganak
and Kashagan, amounting to 20%,
10% and 8.44%, respectively. KMG
partners some of the world’s largest
oil companies such as Chevron,
ExxonMobil, Shell, Eni, Total, Inpex,
China National Petroleum Corporation
(CNPC) and Lukoil in its non-operating
activities.

Market Trends and

Production and
financial highlights

Key Events

Challenges of 2017

KMG met its consolidated oil and
condensate production targets in
2017, producing 23.4 min tonnes

(178 miIn barrels) or 486 thous.
barrels/day. At the same time,
operating assets accounted for

15.8 min tonnes (120 min barrels)

or 68% of total oil and condensate
produced. Accordingly, non-operating
assets produced 7.6 min tonnes of oil
(57 miIn barrels) or 32% of the total. In
2018, oil and condensate production is
expected to remain at the 2017 level.

KMG oil and condensate production
increased by 724 thous. tonnes or
3.2% from 22.6 min tonnes in 2016.
The main growth drivers were mainly
major non-operational projects, which

OIL AND GAS CONDENSATE PRODUCTION, INCLUSIVE OF THE KMG SHARE (THOUS. TONNES)'?

TCO OMG MMG EMG KGM KPO KBM NCOC PKKR KTM Others Total

52
1,071 686

4 378 471 23,362

2KMG production assets
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increased cumulative production, inclusive COMPARISON OF OIL AND CONDENSATE PRODUCTION IN 2016 AND
of the KMG share, by 913 thous. tonnes as 2017 (THOUS. TONNES)'?
follows:

& NCOC (KMG share — 8.44%): +607 thous. Production in 2017 23,362 thous. tonnes
tonnes due to a gradual increase in
production levels during 2017 Production in 2016 22,638 thous. tonnes

& TCO (KMG share — 20%): +4% or REDUCTION
+228 thous. tonnes due to smooth
production plant operations and
successful planned overhaul

6 KTM (KMG share — 100%): + 33% or
95 thous. tonnes due to the introduction
of improved geological and technical

measures at the various fields 724

thous.
tonnes

6 KPO (KMG share — —-10%): + 7%
or 78 thous. tonnes due to stable
and reliable process unit operations

and successful overhaul, and the = oMG (75)
commissioning of new production wells W KGM (90)
ahead of schedule B PKKR (116)
B Others (50)
At the same time, oil and condensate B 7TCO 228 KBM 7
production decreased for specific assets: B MMG 33 B NCOC 607
B EMG 8 KTM 95
6 PKKR (KMG share — 33%), KGM (KMG W KPO 78
share — 66.5%): —8% or 206 thous.
tonnes due to the natural decline in field
roduction. In particular, KMG’s share in Short name Fullname
P L ’ TCO Tengizchevroil LLP (20%)
production at PKKR decreased by 18% or :
116 thous. tonnes OMG JSC Ozenmunaigas
MMG JSC Mangistaumunaigaz (50%)
¢ OMG (KMG share — 100%): —1% or EMG JSCEmbamunaygas
75 thous. tonnes due to a decrease in the KGM JV Kazgermunai LLP (66.5%) _
number of newly introduced wells along KPO Karachaganak Petroleum Operating B.V. (10%)
with a decrease in production at current KBM JSC Karazhanbasmunai (50%)
wells NCOC North Caspian Operating Company N.V. (8.44%)
PKKR JSC PetroKazakhstan Kumkol Resources (33%)
KTM Kazakhturkmunay LLP (100%)
Others:
AG Amangeldy Gas LLP (100%) (condensate)
KOA Kazakhoil Aktobe LLP (50%)
TP JSC Turgai Petroleum (16.5%)

KazGPZ KazGPZ LLP (condensate) (100%)
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Characteristics of operating assets
KMG’s operating production assets are
mainly represented by mature fields where

NUMBER OF WELLS — KMG OPERATING ASSETS

. . . Number of wells, units 2015 2016 2017
industrial operations began decades ago.

In 2017, total well stock under operational New wells 593 464 541
management amounted to 16,622 units, of Current declining well stock 11,598 11,841 11,796
which 11,796 represented current deol_ining Non-operating wells 480 456 631
well stock. A decrease of less than 1% in o

well stock was observed on the 2016 level. Injection wells 3,546 3,627 3,654
However, there has been a 198 unitor + 2% Total KMG operating assets 16,217 16,388 16,622
increase in current declining well stock since

2015.

Over the past three years, current declining

well stock accounted for 90% of oil and

condensate production.

Deposits are found in the west and the

south of the country, with the technical DISTRIBUTION OF OIL PRODUCTION ACCORDING TO KMG
characteristics of the oil varying significantly OPERATING ASSETS, THOUS. TONNES

from region to region. The heaviest oil
comes from the Karazhanbasmunai field
with a tonne-to-barrel factor of 6.69 barrels/
tonne. The lightest oil is produced at the
Kazgermunai field with a tonne-to-barrel
factor of 7.7 barrels/tonne. Qil produced

at KMG’s major non-operational projects is
even lighter, registering a tonne-to-barrel
factor of nearly 8 barrels/tonne.

B Production from current declining well stock
B Production from geological and technical measures
B Production from new wells
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Oil and condensate sales (export and
domestic)
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Domestic oil supplies
In 2017, of the 23.4 miIn tonnes of oil
produced, 6.1 min tonnes or 26% of it were

Risk

Management

Corporate
Governance report

REFINERY SUPPLIES
OF KMG RAW
HYDROCARBONS,
THOUS. TONNES

Oil exports supplied domestically for refining at the
During 2017, KMG exported 17.2 min country’s main refineries. Thisis a 9% or Main 2016 2017
tonnes of oil or 74% of total oil production. 594 thous. tonnes drop from 2016 levels. refineries fact fact
This is an 8% increase compared to _ _ _ _ Atyrau 3,058 2,560
2016 and was caused by an increase in Since April 2016, KMG has been applying a Refinery
exports from Kashagan, as well as output new oil refining business model, according
. ; . Lo . . . PKOP 598 555
increases from JSC Ozenmunaigas and to which refineries provide oil refining
JSC Embamunaygas. services at fixed tariffs, while oil suppliers, POCR 2,755 2,655
who own the oil and derivative petroleum Caspi Bitum 312 359
W|.th an average annual Brent crude oil . products, sell petroleum products TOTAL 6,723 6,129
price of 54 USD per barrel, the average oil themselves.
selling price in 2017 was 49.34 USD per
barrel due to an adjustment for KMG oil
quality.
CHARACTERISTICS OF KMG OPERATING ASSETS IN 2017
> —
o 58 £T
o c @ cz
5 R s s2» -
2 £ 8 S5 SEs  BE
o 2 © S~ S g a 589
< 5 = o » °o 2 oc g
c o o Qo o e c C') o9
> = o 5 o 3 ] TP
= £ 2 kel g3 ¢ 29073
5 5 s E g2 $38 c£2¢
g a @ z z% 5% 288
JSC Ozenmunaigas 0.14-0.38 0.836-0.885 0.1-0.2 2 12 4.4 7.23
JSC Embamunaygas 15-33 32.6 0.5-1.5 34 (in 10.5 3.7 7.27
operation)
JSC Karazhanbasmunai 0.15-0.41 18-20 1.49-1.64 1 3.7 2.3 6.69
JV Kazgermunai LLP 0.10-0.266 663-799.5 0.07-0.37 (%) 5 63.97 41.37 7.7
(unit fraction) (kg/cm?®)
JSC Mangistaumunaigaz 9-29% 20-39 0.02-2.19 15 18 5.8 7.23
Kazakhoil Aktobe LLP 0.077-0.0775 0.824-0.827 0.93-1.19 2 - 17.6-22.7 7.5
Kazakhturkmunay LLP 10-18% 39 - - 921 7.5

51
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GAS PRODUCTION KMG GAS PRODUCTION (MLN M?3)
KMG gas production 1y 298 7.997
KMG produced 8 min m® of natural and 01 9 175 3-
associated gas in 2017, of which 2.54 miIn 397 )
m? was generated by KMG operating assets. a7 200 18 122 gy
378 320 -
Gas production values include actual gas 1,892

produced and do not include gas reinjected
into reservoirs. Gas re-injection is used to

maintain reservoir pressure, which in turn 3171
ensures a high level of oil production.

Gas production increased in 2016 by 8.1%
(+ 602 min m?®) mainly due to production
growth in major non-operational projects.

Commercial gas production

In 2017, commercial gas production
amounted to 1,475.5 min m?, excluding
major non-operational project production.
Only 5 of KMG’s operating assets produce COMPARISON OF GAS PRODUCTION IN 2016 AND 2017 (MLN M?3)
commercial gas. Importantly, KazGPZ, in
addition to refining its own raw materials,
produces commercial gas using raw Production in 2017 7,997 min m®
materials from other KMG operating assets
that do not produce commercial gas at Production in 2016 7,395 min m?
their own facilities. For that reason, gas
production at KazGPZ in 2017 amounted to
298 min m® and commercial gas production
amounted to 612 min m®.

TCO KPO MMG OMG KGM EMG KBM PKKR NCOC KOA TP KTM AG KazGR Total

REDUCTION

Commercial gas production at KMG
operating assets increased cumulatively
by 27 min m?, or 2%. Production increased
significantly at KazGPZ due to increased
sour gas supplies from other operational
subsoil users, while gas production
decreased slightly. Only commercial gas

H KGM (26) B TP (2)
W KBM (1) W KM  (12)
B PKKR (10) KazGPZ (15)
W KOA (6) W MMG (1) TCO 156 M EMG 8
W KPO 127 MW NCOC 349
m OMG 19 E AG 17
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production decreased at Kazgermunai COMMERCIAL GAS PRODUCTION AT KMG OPERATING ASSETS IN
due to a decline in oil production at the 2017 (MLN M?3)

field. Commercial gas production at other
operating assets increased.

Gas and gas product sales
In the reporting year, operational subsoil

users sold 1,372.5 thous. m? of commercial B KazGPZ 612
gas, which is slightly more than in the B AG 338
previous year. Sour gas, liquefied gas KGM 313
and sulphur were also sold together with B KOA 203
EMG 9

commercial gas. Operating asset production
was mainly sold domestically. Production
sales do not include commercial gas used
by subsoil users for own production needs.
Depending on technical characteristics,
5%-20% of commodity gas produced is
used for own needs.

COMPARISON OF COMMERCIAL GAS PRODUCTION AT KMG
OPERATING ASSETS IN 2016 AND 2017 (MLN M?)

ction in 2017 1,475 min m?3

Production in 2016 1,448 min m®

REDUCTION

GAS AND GAS PRODUCT SALES

Name unit of Index
measurement
Drygas minm?®  1,372.5
(commercial gas)
Sour gas min m? 679.2
KGM (31
Liquefied gas thous. tonnes 419.1 u (31)
Sulphur thous. tonnes 7.0

B KazGPZ 33 W KOA 6
AG 15 W EMG 3
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MAJOR OPERATING PRODUCTION
ASSETS

KMG’s major operating assets,
including JSC Exploration
Production KazMunayGas and JSC
Mangistaumunaigaz are responsible
for 68% of all oil and condensate
produced by the KMG Group.

JSC Exploration Production
KazMunayGas (KMG EP)

Production
KMG EP, a KMG subsidiary, is one
of the leaders in Kazakhstan in oil
production terms and incorporates the
following assets:
& JSC Ozenmunaigas (100%)
6 JSC Embamunaygas
& Kazakhturkmunay LLP (100%)
& JSC Karazhanbasmunai (50%)
6 JV Kazgermunai LLP (66.5%)

& JSC PetroKazakhstan Kumkol
Resources (33%)

& JSC Turgai Petroleum (16.5%)

Chairman’s
letter

In 2017, EP KMG production levels,
taking into account shares in KGM,
KBM and PetroKazakhstan Inc.,
amounted to 11,867 thous. tonnes of
oil (240 thous. barrels/day), which is
2% less than in 2016. The decline in
oil production was mainly caused by a
decrease in production from current
declining well stock and a natural
decline in PKI and KGM oil production.

Crude oil supplies and petroleum
product sales
OMG and EMG sales in 2017
amounted to 8,233 thous. tonnes of
crude oil (163 thous. barrels/day),
of which 5,700 thous. tonnes (113
thous. barrels/day) were exported and
2,533 thous. tonnes (50 thous. barrel/
day) were sold domestically, which is
31% of total sales. In 2016, the same
figures were at 8,404 thous. tonnes
of crude oil, including 4,946 thous.
tonnes for export and 3,458 thous.
tonnes sold domestically, which is
41% of total sales.

Petroleum product sales in 2017, in
accordance with the KMG oil refining
business model, amounted to 2,388
thous. tonnes.

KMG EP’s share in KGM, KZhM and
PKI sales amounted to 3,414 thous.

Market Trends and

Production and
financial highlights

Key Events

Challenges of 2017

tonnes of oil (70 thous. barrels/day),
including 1,443 thous. tonnes of oil
(28 thous. barrels/day) for export

and 1,971 thous. tonnes (42 thous.
barrels/day) for domestic sales, which
is 58% of total sales.

The structure of EP KMG oil supplies in
terms of the shares of KGM, CCEL and
PKI changed in 2017 from 2016. For
example, the share of exports in total
sales fell from 50% to 42%, while the
share of domestic supplies increased
from 50% to 58%.

MMG

Production
JSC Mangistaumunaigaz is one of the
five largest oil and gas companies in
Kazakhstan. In 2017, it exceeded its
geological and technical measures
(GTM) plan, producing 6,356 thous.
tonnes of oil, which was 1% more than
in 2016.

Oil sales
MMG sales in 2017 amounted to 6,311
thous. tonnes of crude oil, including
4,463 thous. tonnes (88 thous.
barrels/day) for export and 1,847
thous. tonnes (37 thous. barrels/day)
for domestic sales, which is 29.3% of
total sales. In 2016, the same figure
was 23.4%.

Share of operating assets, including those of JSC KazMunayGas Exploration
and Production and JSC Mangistaumunaigaz, in total oil and condensate

produced by the KMG Group
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MAJOR NON-OPERATING PRODUCTION The estimated cost of the FGP/ The FGP/WPMP has already

ASSETS

Tengiz Project

The Tengizchevroil LLP agreement was
signed on 2 April 1993 by Kazakhstan

and Chevron, with a 40-year hydrocarbon
exploration and production license issued to
TCOin 1993.

TCO’s main activities include the exploration,
production and sale of hydrocarbons from
the Tengiz and Korolevskoye fields in Atyrau
region.

The current TCO partners are Chevron
(50%), ExxonMobil (25%), KMG (20%) and
LukArco (5%).

TCO production and financial
activities
In 2017, TCO oil production reached a
record level of 28.697 mIn tonnes, which
is 1.127 mIn tonnes higher than the annual
plan and 1.141 min tonnes more than in
2016. The recorded production was helped
by the stable and reliable operation of the
Sour Gas Reinjection Plant/Integrated
Process Line/Second Generation Plant and
successful scheduled overhauls.

Projects in progress
On 5 July 2016, TCO partners took a final
decision to finance the Future Growth
Project/Wellhead Pressure Management
Project (FGP/WPMP) to build a new 12 min
tonne/year refinery and crude gas re-
injection facilities with capacity of 9.4 bcm;
build a new well-stream gathering system,
pressure-boosting facilities, as well as
infrastructure and auxiliary facilities.

WPMP is 36.8 bin USD, with
commissioning planned for
June 2022. The projected
local content in FGP/WPMP
implementation is 32%.

TCO PRODUCTION VOLUME

created more than 30 thousand
jobs in Kazakhstan. The project
incorporates personnel training
and the creation of around 700
permanent operating jobs at the

new FGP/WPMP facilities.

2016 2017
Qil production, min tonnes 27.5 28.7
Gas production, bcm 15.1 15.9
Dry gas production, bcm 8.8 9.2
Gas reinjection, bcm 3.0 3.1
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Chairman’s Market Trends and Key Events Production and
letter Challenges of 2017 financial highlights
North Caspian Project December 2017, the Operator had
The North Caspian Production Sharing managed to stabilise production, continue
Agreement (NC PSA) was signed on start-up operations and commission
18th of November 1997. The parties technological equipment at offshore and
(contractors) of NC PSA are KMG onshore facilities.
Kashagan B.V. (16.88%), Eni, Total,
ExxonMobil and Shell (16.81% each), Projects in progress
CNPC (8.33%) and Inpex (7.56%). A project involving expanding gas re-
injection capacity has been launched Kashagan oil
North Caspian Operating Company N.V. to increase oil production to 450 thous. production:
acts as the operator on behalf of the North barrels/day. The project will be in two
Caspian Production Sharing Agreement stages, with the first stage involving the
contractors. upgrade of two existing gas reinjection y
compressors, and the second stage - the
The North Caspian Production Sharing installation of an additional gas reinjection MI-N TONNES
Agreement contract territory includes the compressor at one of the existing drilling
Kashagan, Kalamkas-Sea, Aktoty, Kairan islands. A selection panel is currently
and Kashagan South-West fields. reviewing concepts for the project.
H

Kashagan
2017 saw the continuation at Kashagan of
work to stabilise and increase production,
with a focus on safety, environmental
protection and equipment reliability.

For 2017, actual oil production amounted
to 8,286 thous. tonnes or 107.3% of

a plan of 7,722 thous. tonnes (+564
thous. tonnes). Production targets were
exceeded due to the commissioning

of a crude gas re-injection system in
August 2017. Gas production amounted
to 4,799 min m® or 97.2% of the 4,937 min
m? (=138 mIn m?) plan, due to a decrease
in the actual gas-oil ratio. Sulphur exports
were launched in November 2017.

Average oil production in 2017 was 22.8
thous. tonnes/day, with a maximum
36.8 thous. tonnes/day. As at 31

KMG Kashagan B.V. share buy-back
According to the terms of the addendum
to the Option Agreement between
Cooperatieve KazMunayGas U.A. (98.88%
owned by KMG) and Samruk-Kazyna,
the option period for buying back a 50%
interest in KMG Kashagan B.V. has been
extended from 2018-2020 to 2020-2022.

NORTH CASPIAN PROJECT PRODUCTION

©

Kashagan
production plan
execution is at

107.3%

2016 2017
Oil production, min tonnes 1.0 8.3
Gas production, bcm 0.6 4.8
Gas reinjection, bcm 0 0.3
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Karachaganak Project

The Karachaganak Project is part of the 40-
year Final Production Sharing Agreement
signed on 18th of November 1997 and is in
effect from 27th of January 1998.

The contractors are Shell (29.25%), Agip
(29.25%), Chevron (18%), Lukoil (13.5%)
and KMG (10%), with Shell and Agip acting
as the single Project Operator.

Production performance
In 2017, liquid hydrocarbon production
hit the record figure of 11.247 min tonnes
(104.6%), exceeding the annual plan by
0.492 min tonnes and 2016 production
levels by 0.781 min tonnes.

In 2017, actual liquid hydrocarbon and
gas production significantly exceeded
projected figures thanks to stable and
reliable process unit operations after
preventive maintenance in 2016, and the
commissioning of production wells ahead
of schedule.

Further development projects
The Karachaganak Growth Project, which
is currently at the concept selection stage, Indicators 2016 5017
is due to be launched over several stages

KARACHAGANAK PRODUCTION PERFORMANCE

to further increase oil production. The Liquid hydrocarbon production, min tonnes 10.5 11.2
project’s first stage envisages drilling new Gas production, bcm 17.7 18.9
and upgrading existing wells, constructing Gas reinjection, bcm 8.0 93
gas treatment facilities and installing
additional compressors to increase reverse
gas reinjection, construct the required
auxiliary facilities and others. Karachaganak oil Karachaganak

production production plan

execution is at

11,2471 104.6%

MLN TONNES
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GTM AND UPSTREAM CAPITAL
EXPENDITURES

A number of geological and technical
measures (GTM) have been planned for
2018-2022 to combat natural decline in
field production and meet production plans.

Thus, in 2016, as part of plan to improve
geological and technical measures,
Kazakhturkmunay LLP developed and
introduced a pilot programme to stabilise
and increase oil production using effective
geological and technical measures as well
as international standards and equipment
available in Kazakhstan. The project was
developed by KMG in collaboration with
the Research and Development Institute

of Production and Drilling Technology and
Kazakhturkmunay LLP. Operations include
improving field development systems and
launching electrical centrifugal pumps
installed at 14 wells. Subsequent operations
involve hydraulic fracturing, which also
helps activate oil and gas well performance
and increase well injection capacity.

Hydraulic fracturing and the well installation
of electric centrifugal pumps led to an
increase in oil production from 663 to 1,060
tonnes per day. In 2017, Kazakhturkmunay
LLP organised a series of detailed field
studies and actively studied global
experience in implementing innovative

oil production technologies, focusing on
personnel development. In the future, it
plans to improve development systems to
ensure stable production within five years of
357-360 thous. tonnes.

Chairman’s Market Trends and Key Events Production and
letter Challenges of 2017 financial highlights
NUMBER OF WELLS FOR GTM

EFFECT OF GTM ON OIL PRODUCTION, THOUS. TONNES

2018 JEFY 519 1501
ZUEH 817 479 1296

2020 g 476 1230

AVl 753 479 1233

V28 668 462 1130

B GTM for the existing well stock
W New borehole drilling

UPSTREAM CAPITAL EXPENDITURE,
BLN TENGE

2015
6

NN
[ (e
-
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As a result of the above programme,
oil production at Kazakhturkmunay
LLP in 2017 increased by 60% from
242 tonnes to 387 tonnes.

The positive experience will be
replicated at other KMG operating
assets and tailored for each field.

During 2018-2022, KMG is

planning geological and technical
measures to slow down the natural
drop in production and meet JSC
Ozenmunaigas, JSC Embamunaygas,
Karazhanbasmunai, Kazgermunai,
JSC Mangistaumunaigaz,
Kazakhturkmunay LLP and Kazakhoil
Aktobe LLP oil production targets. The
operations include:

¢ Drilling new production wells

& The following geological and
technical measures for the current
well stock:
6 deposit numbering
¢ hydraulic fracturing

6 hydrochloric acid treatment

é upstream/downstream
transitions — recumbent horizons

é blasting operations
é side-tracking

6 perforation, initiation and
shooting

and Drilling Technology

Total investment in drilling and
geological and technical measures in
2017 for KMG oil and gas production
assets to maintain and expand oil and
condensate production amounted to
140 bin tenge, which is 20 bin tenge or
16% higher than for the previous year.

Social and Risk Corporate
Environmental Management Governance report
Responsibility

KMG’s capital investment in oil and
gas production in 2017 amounted
to 135.2 bin tenge, which is 10%
less than in 2016 and almost half
the level in 2015. Capital costs fell
in accordance with a cost reduction
strategy to improve KMG’s financial
sustainability.

The plan is to replicate the positive experience at other KMG

operating assets, taking into account specifics of each field.
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TRANSPORTATION

Oil transportation

Ensuring the country’s energy
security depends to a large

extent on the development of oil
transportation infrastructure. Existing
transport infrastructure provides oil
transportation to the refineries of
Kazakhstan and for export, and also
has transit capabilities.

OIL TRANSPORTATION SYSTEM

Kenkiyak POPS

Alibekmola POPS

Kalamkas POPS

Aktau POPS
Uzen POPS

POPS (Principal oil pumping
station)

OPS (Oil pumping station)

KMG oil is transported by one of two
means — main oil pipeline (operated by
the subsidiary JSC KazTransQil - KTO)
and transportation by marine fleet

(the subsidiary NMTC Kazmortransflot
LLP).

Market Trends and Key Events Production and
Challenges of 2017 financial highlights

OIL PIPELINE TRANSPORTATION
KTO (90%) operates the majority
of the 7,585 km crude oil pipeline
network in Kazakhstan:

6 KTO -5,377 km

Pavlodar POPS
Atasu POPS
Kumkol POPS .
POPS named after B.Dzhumagaliyev

Chulak Kurgan POPS

Shymkent POPS
Operating oil . JSC North-West Pipeline Compan

perating JSC KazTransOil 3 . P pany

pipelines MunaiTas

Kazakhstan-China Pipeline LLP Caspian Pipeline Consortium
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BREAKDOWN OF OIL PIPELINE LENGTH BY OPERATING PERIOD (AS

i - E=no
& Kazakhstan-China Pipeline (KTO — 50%, OF 31 DECEMBER 2017), THOUS. KM

CNODC - 50%) — 1,759 km

& MunaiTas (KTO - 51%, CNPC E&DC Up to 10 years (inclusive) 19

Ltd — 49%) — 449 km From 11 to 20 years (inclusive) 2.4

From 21 to 30 years (inclusive) 0.7

In 2017, oil pipeline transportation was From 31 to 40 years (inclusive) 29
supported by 40 oil pumping stations, 67 oil

heating furnaces and a 1,391 thous. m? oil More than 40 years 0.4

storage tank farm. Total 7.6

In 2017, total oil transportation increased by
3.5% (1.96 mIn tonnes) to 58.5 min tonnes,
mainly due to an increase in the transit of
Russian oil to China and an increase in oil
supplies from Kashagan.

OIL TRANSPORTATION VOLUME (KMG SHARE), MLN TONNES

Oil exports in 2017 decreased by 4% LY
(0.9 min tonnes) due to a decrease in oil 2.4
o . 2016 3.4
deliveries by upstream companies. Em—
o o 46.8
Domestic oil supplies increased by 3% 8.3
(0.4 mIn tonnes) following an increase in 1
local oil refinery output. 0017 2 1
The volume of transit oil increased in 2017 44.9
by 44% (3.1 min tonnes) due to an increase 8.1
in Russian oil supplied to China under a 1.7
contract between KTO and PJSC Rosneft. 2018P 2 6
Oil transportation at the Batumi Qil Terminal H KTO | KCP MT BOT
fell by 38% (1.3 min tonnes) due to shippers
decreasing hydrocarbon supplies. CHANGES IN AND THE STRUCTURE OF OIL TRANSPORTATION
_ o BY KTO ROUTE
In 2018, total oil transportation is expected
to fall by 2% (1.2 min tonnes) mainly 529%
because of a decrease in oil deliveries by 16%
upstream companies. 2016 32%
47%
22%
2017 32%
43%
22%
20180 35%
B Export B Transit Domestic (Kazakhstan

refineries)
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Planned activities for 2018

6 Negotiations between Russia,
Kazakhstan and Uzbekistan are due to
continue regarding crude oil supplies to
Uzbekistan.

é Issues surrounding the launch of the
Kenkiyak-Atyrau oil pipeline reverse
project are due to be discussed
within the framework of the project to
expand Kazakhstan-China oil pipeline
and supply West Kazakhstan oil to
Kazakhstan refineries.

OVERVIEW OF CAPITAL PROJECTS

Capital investment in new production
projects has been used predominantly to
reconstruct and expand the N. Shmanov oil
pumping station, reconstruct the Kenkiyak
principal oil pumping station and build
unstaffed automated communication
centres.

The majority of capital investment to
maintain current production levels was
spent replacing sections of the Ozen-
Atyrau-Samara oil pipeline; reconstructing
the Astrakhan-Mangyshlak water pipeline
WPS-5 water pump station; overhauling
the Tuymazy-Omsk-Novosibirsk—2 oil
pipeline; upgrading the oil quantity and
quality measurement system at the
Pavlodar head oil pumping station and
the Shymkent transfer and acceptance
point; and upgrading the Kalamkas-
Karazhanbas-Aktau oil pipeline. The work
should help maintain and improve the
technical condition of existing oil pipeline

Chairman’s Market Trends and
letter Challenges

systems; mitigate the risk of downtime,
failures and unscheduled repairs, and
improve the reliability and quality of
services provided.

Caspian Pipeline Consortium

KMG owns 20.75% of the Caspian Pipeline
Consortium (CPC), which is one of the
priority export pipelines for Kazakhstan

oil. The CPC pipeline, which stretches for
1,510 km (including a 452 km Kazakhstan
segment) links the Tengiz oil field in
Kazakhstan with the Ozereyevka South oil
terminal in the Black Sea (near the port of
Novorossiysk).

In 2017, CPC pipeline transported 55.1 min
tonnes of oil, including 49.6 min tonnes of
Kazakhstan oil.

One of the most significant oil
transportation infrastructure events of
2017 was the completion of the project to
increase CPC throughput capacity in the
Kazakhstan sector to 53.7 min tonnes per
year, which will allow Kazakhstan to export
greater volumes of oil to global markets.

Marine oil transportation

Kazakhstan’s main options for transporting
oil by sea are the Caspian, Black and
Mediterranean Sea routes.

At the end of 2017, KMTF production
assets included 6 oil tankers with a
deadweight of between 12,000 and
13,000 tonnes in the Caspian Sea and two
Aframax-type oil tankers in the Black Sea.

Key Events Production and
of 2017 financial highlights

Total oil pipeline
length of

1,989 w



Model and Business

Transition to a New
Operating Model

KMG Business Strategy

Geography

2017 saw a slight decrease in oil
transportation by sea of 2% (130 thous.
tonnes) and a change in oil tanker
routes to Makhachkala-Baku and
Turkmenbashi-Baku-Makhachkala.

In 2018, marine oil transportation is
expected to decrease by 5% (320 thous.
tonnes) from 2017 levels due to a lack of
guaranteed oil and contracts for the Aktau-
Baku and Makhachkala-Baku routes.

Overview of capital projects
“Construction of three tug boats for
the Tengizchevroil Future Growth
Project”

The project has been commissioned to help

establish a marine transportation system for

the TCO Future Growth Project and Wellhead

Pressure Management Project. Tug boats

will help navigate vessels in the cargo

transport route shipping channels.

KMTF is one of the main TCO FGP vessel
navigation contractors in the cargo transport
route shipping channel around the port of
Prorva.

In July 2017, as part of the FGP, KMTF
signed contracts with Damen, a leading
shipyard, to build three tug boats.

In September 2017, KMTF accepted two tug
boats — "Emba” and “Talas” — which were
completed ahead of schedule. Construction
of the third tug boat, “Irgiz”, is due to be
completed in the first half of 2018.

Group Technology: Research Social and Risk
performance and Development Environmental Management
Institute of Production Responsibility

and Drilling Technology

MARINE OIL TRANSPORTATION,
MLN TONNES

2016

2017

2018P

4,471
2,480

B Caspian Sea
B Open seas (Black Sea, Mediterranean Sea)

CAPITAL OIL TRANSPORTATION COSTS,
BLN TENGE

Corporate
Governance report
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“Construction of three Caspian-

class barges (MCV) for the TCO

Future Growth Project”
The project has also been commissioned
to help establish a marine transportation
system for the FGP/WPMP. Self-propelled
barges will be used to transport all
production modules manufactured in
Kazakhstan.

In July 2016, KMTF signed contracts with
Vard, a leading shipyard, to build three
self-propelled barges.

Chairman’s

In August 2017, KMTF accepted two
barges — “Barys” and “Berkut”. Completion
of construction of the third barge,
“Sunkar”, is expected in January 2018.

Replenishment of the fleet with these six
vessels allows KMTF to strengthen its
market positions, supporting offshore oil
and gas operations. Moreover, the vessels
will be in demand during further field
development in the Kazakhstan sector of
the Caspian Sea.

Gas transportation and marketing

Gas export route diversification is one

of the Group’s priorities. In the past few
years, KMG has made active improvements
to the gas pipeline system and significant
investment in projects to build gas
pipelines, expand and upgrade gas
distribution networks, which has allowed it
to supply natural gas to more regions of the
country, remove dependence on imported
gas and open new export routes.

The gas transportation system of the
KazTransGas group of companies and
underground gas storage facilities ensure
gas supply reliability and flexibility.

The Central Asian gas pipeline is the
shortest route from the Central Asian gas
producing regions (mainly Turkmenistan

and Uzbekistan) to China and Europe (via
Russia).

KTG operates the largest network of main
gas pipelines in Kazakhstan, stretching
for more than 18,960 km and with an
annual throughput capacity of up to 160
bcm and gas distribution networks of
more than 45,000 km. KTG operates 3
major underground gas storage facilities
in Kazakhstan with total active storage
capacity of 4.6 bcm.

In 2017, gas transportation by main gas
pipelines was supported by 38 compressor
stations and 342 gas pumping units with
total capacity of 2,157,264 MW.

Market Trends and
letter Challenges

Key Events Production and
of 2017 financial highlights

18,360

Total gas pipeline
length

45

THOUS. KM

Length of KTG gas
distribution networks
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GAS TRANSPORTATION SYSTEM

KARTALY-RUDNII-KOSTANAI MG
SOUYZ-ORENBURG-NOVOPSKOV MG

Social and Risk Corporate
Environmental Management Governance report
Responsibility

CENTRAL ASIA-CENTER MG SARYARKA MG

MAKAT-NORTH CAUCASUS MG
OKAREM-BEINEU MG

( TURKMENISTAN - UZBEKISTAN - KAZAKHSTAN-CHINA MG )

BREAKDOWN OF KTG GAS PIPELINE BY LENGTH AND OPERATING PERIOD
(AS OF 31 DECEMBER 2017), THOUS. KM

Up to 10 years (inclusive) 6,948
From 11 to 40 years (inclusive) 5,225
More than 40 years 6,787

Total 18,960

65

KAZAKHSTAN-CHINA MG

BGR-TBA MG

Beineu-Shymkent Gas Pipeline LLP

JSC Intergas Central Asia

Asian Gas Pipeline LLP

Gas pipeline link

® ® Gas Compressor station

Gas fields

Gas processing plant
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Gas transportation volume (KMG share),
bcm

In 2017, gas transportation increased by
14.7% (9.8 bcm) due to a 5.7 bcm growth
in transit gas belonging to PJSC Gazprom
through Central Asia, and gas exports.

In 2017, Kazakhstan began to export gas
to China, the largest and most promising
sales market in Asia, as a result of which
gas exports in 2017 increased by 3.4 bcm
(34%). The majority of gas exports came
from Tengiz and Kashagan.

OVERVIEW OF CAPITAL PROJECTS

In 2017, KMG completed a number of
investment projects:

é connect population centres to the gas
network and upgrade gas distribution
networks in the Aktobe region;

é build the Karaozek compressor station in
Kyzylorda region;

¢ Dbuild a vehicle gas filling compressor
station in Aktobe;

¢ build a high-pressure main gas pipeline
“Facilities to treat gas from the Kozhasai
field to the Bukhara-Ural main gas
pipeline in Aktobe region.”

During the year, four powerful high-tech
compressor stations were commissioned
in a short period at the transnational

Chairman’s Market Trends and Key Events
letter Challenges of 2017

GAS TRANSPORTATION VOLUME (KMG SHARE), BCM

2016 3
2
2017 3
4
2018P 3
W /ICA B AGP BSGP KTGA

CHANGES IN AND STRUCTURE OF GAS TRANSPORTATION

15%
19%

2016
18%
17%
2017
22%
17%
2018P

W Export B Domestic Transit

CAPITAL COSTS, BLN. TENGE

2017

2016

Production and
financial highlights
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Kazakhstan-China and Beineu-
Bozoi-Shymkent main gas pipelines,
providing export capacity and
increasing transit and domestic gas
transportation to 52 bcm per year
for the Kazakhstan-China main gas
pipeline, and 10 bcm per year for

the Beineu-Bozoi-Shymkent main
gas pipeline. By reaching capacity

in its Beineu-Bozoi-Shymkent main
gas pipeline, KTG has resolved two
important objectives — guaranteeing
stable gas supplies to the south of
the country and launching exports

to China, which due to a contract
signed between KTG and PetroChina
International Company Limited, should
reach 5 bcm per year.

The Akyr-Tobe booster compressor
station, with capacity to supply up

to 2 bcm of gas per year from the
BGR-TBA main gas pipeline to the
Kazakhstan-China main gas pipeline,
has been put into operation.

The most powerful automated gas
distribution station in Kazakhstan was
commissioned in Aktobe. and has
capacity to supply gas to half of the
region.

Continued work is planned on long-
term investment projects to upgrade
gas distribution networks in Taraz and
provide a gas supply to Mangistau and
Kostanai regions.

and Drilling Technology

At the same time, to supply gas to
northern and central regions of the
country, in 2017 KTG concluded a
contract for design and estimate
documentation to build the Saryarka
main gas pipeline.

DEVELOPMENT PLANS FOR
CAPITAL PROJECTS

To gradually increase and guarantee
stable supplies of Kazakhstan gas for
export to China of up to 10 bcm per
year, by 2019, KTG intends to:

& Expand the capacity of the Beineu-
Bozoi-Shymkent main gas pipeline
to 15 bcm per year

& Increase the capacity of the
Kazakhstan-China main gas
pipeline (A and B lines) to 40 bcm
per year through the construction
of additional compressor stations
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REGIONAL GASIFICATION

Within the framework of its regional
gasification programme, KTG
continues its efforts to supply gas
and upgrade gas connections for
population centres in Kazakhstan.

In 2017, ten populations centres and
a total of 3,202 subscribers were
connected to the gas supply as KTG
completed its project to provide a
gas supply to population centres and
upgrade gas distribution networks in
Aktobe region.

Work is currently continuing on the
implementation of projects to:

Chairman’s
letter

& “Upgrade the Taraz gas distribution
network

é “Upgrade, reconstruct and
construct new gas distribution
networks in Mangistau region
population centres”. At the
beginning of 2018, five such
centres and 1,577 subscribers had
been connected to the gas supply

é “Expand the gasification of Kostanai
region population centres”. At the
beginning of 2018, six such centres
and 403 new subscribers had been
connected to the gas supply

Market Trends and

Production and
financial highlights

Key Events
Challenges of 2017

GAS-MOTOR INFRASTRUCTURE
DEVELOPMENT

PJSC Gazprom together with CNPC
and KMG are studying issues around
the construction of liquefied and
compressed natural gas filling stations
on the international transportation
route passing through Russia,
Kazakhstan and China.

Once the project has been
implemented, the road transportation
of goods and passengers between the
project countries and the European
Union will become economically
viable. If travel time by sea and the
Transib route is currently 45 days and
14 days, a journey using the Europe-
China corridor from Lianyungang
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port to the European border will take about 10 days. The project
will also ensure the transfer of LNG production, transportation

and regasification technology to Kazakhstan, give an impetus to
develop the CNG market further and make it possible to connect
population centres located far from main gas pipelines in the north
and east of the country using the “virtual gas pipeline” method.

In 2017, a new vehicle gas filling compressor station with capacity
to provide compressed gas (compressed methane) to up to 300
buses and more than 2,000 cars per day was opened in Aktobe.

KTG is overseeing a significant volume of work across the
country as part of the “Concept to transition Kazakhstan to a
Green Economy” to improve the environment by transitioning
vehicles to more environmentally friendly and cost-efficient
fuel types instead of traditional motor fuels, such as gasoline
or diesel.

The main consumers for compressed natural gas will

be bus fleets, private passenger vehicles, freight and
passenger vehicles belonging to regional branches of
KTG subsidiaries, and private vehicles. KTG has ensured
that stations are being built in conjunction with the
establishment of CNG-operated bus fleets.

Initially, 70 buses will be fuelled by CNG in Aktobe, with
that number due to rise to 200 by 2020. At the same
time, gas filling stations can serve up to 400 vehicles a
day.

To promote the use of natural gas as a motor fuel,
KTG is planning to develop a regional action plan
to transition municipal and public transport to
compressed natural gas and build a network of
vehicle gas filling compressor stations.

Social and
Environmental
Responsibility

Risk
Management

Corporate
Governance report
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REFINING

Hydrocarbon refining

KMG REFINING ASSETS

Within the framework of KMG assets, liquid
hydrocarbons (mainly oil) are refined

by four refineries in Kazakhstan and

two plants in Romania. The Kazakhstan
refineries, except the Caspi Bitum plant,
were built during the Soviet era in different
parts of the country, in the west, south and
north.

The first refinery in Kazakhstan was built in
Atyrau in 1945. The Pavlodar Oil Chemistry
Refinery (POCR) was built several decades
later, in the seventies. The Shymkent
Refinery (PKOP) is the youngest of the
major Kazakhstan refineries and was
commissioned in the mid-eighties. The
Caspi Bitum plant was commissioned in
2013 as part of the development of the
modern petroleum refining industry of
Kazakhstan.

The Romanian refineries were acquired
with the aim of diversifying KMG’s
operations and developing foreign

Chairman’s

markets. In 2007, KMG acquired the
Rompetrol Group, which incorporates
Petromidia Refinery, the largest refinery
in Romania, and Vega Refinery (the only
producer of extraction naphtha in Central
and Eastern Europe). Later, the company
was renamed KMG International (KMG 1).

POCR modernisation was completed in
2017. The Atyrau Refinery had installed all
new equipment and machinery and began
testing and commissioning works by the
end of the year. The first phase of PKOP
modernisation work is complete. Phase
two is due to be completed in the second
half of 2018.

To transition to a more organisational and
management structure, the sub-holding
company JSC KazMunayGas - Refining
and Marketing was merged with KMG.

8 KMG is currently considering an opportunity to sell 51% of KMG | (100% KMG SDE), which owns the Petromidia

and Vega plants and a network of filling stations in Europe
4 Refining capacity covers only oil refining and no other hydrocarbons which counts additional 1 min tonnes per year

CHARACTERISTICS OF KMG’S REFINING ASSETS

Market Trends and
letter Challenges

Key Events
of 2017

Production and
financial highlights

Atyrau POCR PKOP  CaspiBitum  Petromidia " Vega'
Refinery

Location Atyrau, Pavlodar, Shymkent, Aktau, Navodari, Ploiesti,
Kazakhstan Kazakhstan Kazakhstan Kazakhstan Romania Romania
Commissioned 1945 1978 1985 2013 1979 1905
Refining capacity, min 5.5 5.1 5.25 1.0 5.0 0.5

tonnes
KMG ownership interest, % 99.53% 100% 49.73% 50% 54.63% 54.63%
Refinery co-owners - - CNPC CITIC Romanian Romanian
Government Government




71

KMG Business Strategy Transition to a New
Model and Business Operating Model
Geography

HYDROCARBON REFINING OUTPUT

KMG hydrocarbon refining output

In 2017, KMG’s cumulative hydrocarbon
refining output, taking into account its
operating share, amounted to 18.2 min
tonnes or 379 thous. barrels per day.'

Hydrocarbon processing increased by 532
thous. tonnes or 3% from 2016 (17.7 min
tonnes). Refining output increased at all
refineries, except for the Atyrau Refinery,
due to the:

& increase in raw material supplies to
POCR, PKOP and Caspi Bitum

¢ the 256 tonne growth in the refining of
other raw materials at Petromidia. Crude
oil refining output remained more or less
at the 2016 level

& growth of supplies to Vega plant of 19
thous. tonnes of raw materials

Actual refining output at the Atyrau Refinery
fell due to plant modernisation work during
the year.

Raw material suppliers for the
Kazakhstan refineries

During the year, the Atyrau Refinery received
2.6 min tonnes of hydrocarbons (55%) from
KMG subsoil users. In addition, the majority
of supplies to POCR of 2.6 min tonnes of
raw materials (56%) also came from KMG
subsoil users. KMG’s share in supplies

to the Shymkent Refinery amounted to
12%, while the CNPC group of companies
accounted for approximately 56%. Caspi
Bitum received its feedstock from its two

Group Technology: Research Social and Risk Corporate
performance and Development Environmental Management Governance report
Institute of Production Responsibility

and Drilling Technology

KMG HYDROCARBON REFINING OUTPUT

Total 18,207 thous. tonnes

W POCR 4,747
Atyrau Refinery 4,724
PKOP 2,343

W Caspi Bitum 358

B KMG | (Romanian refineries) 6,035

COMPARISON OF KMG HYDROCARBON REFINING
IN 2016 AND 2017 (THOUS. TONNES)

Production outputin 2017 18,207 thous. tonnes

Production outputin 2016

REDUCTION

17,675 thous. tonnes

W Atyrau Refinery (37)
POCR 157
PKOP 92

W Caspi Bitum 46

B KMG I (Romanian refineries) 273

% Includes 100% of the refining volume to identify the operating shares of Atyrau Refinery, POCR,
the Romanian refineries and 50% for PKOP and Caspi Bitum



72 Annual report

Chairman’s Market Trends and Key Events Production and
letter Challenges of 2017 financial highlights

shareholders, KMG and the CITIC group of
companies — 50% each.

As aresult, KMG’s share of hydrocarbons in
the total sent to the 4 Kazakhstan refineries
for refining amounted to 6.1 min tonnes
(41%) in 2017.In 2016, that figure was

6.7 min tonnes (46%), which is almost 600
thous. tonnes higher than in 2017.

Raw material suppliers for the Romanian
Petromidia and Vega plants

Total refining output at the Petromidia plant
of 5.7 min tonnes includes 4.7 min tonnes
of oil and 1 mIn tonnes of other alternative
feedstock, such as naphtha, methanol, fuel
oil, gases and others.

The majority of hydrocarbon supplies of

4.7 min tonnes for refining at the Petromidia
plant came from KMG companies, such as
JSC Ozenmunaigas (1.5 min tonnes), JSC
Embamunaygas (0.7 min tonnes) and third
parties (2.5 min tonnes) such as Glencore
Energy UK Ltd, Litasco, Petroineos Trading
Limited, Socar Trading S.A., Tenergy

Trading SA and Vitol S.A.).
KMG HYDROCARBON SUPPLIES TO REFINERIES, THOUS. TONNES

The feedstock for the Vega plant came 2016 fact 2017 fact
exclusively from the Petromidia plant. Atyrau Refinery 3,058 2,560
PKOP 598 555
POCR 2,755 2,655
Caspi Bitum 312 359
TOTAL 6,723 6,129

KMG REFINERY PRODUCTION CAPACITY UTILISATION

A‘_[yrau POCR Shymkent Caspi Bitum  Petromidia* Vega* Total

Refinery Refinery
Design refining capacity, thous. tonnes 5,500 5,100 5,250 1,000 6,000 500 22,350
Hydrocarbon refining output (100%), 4,724 4,747 4,686 718 5,662 373 20,910

thous. tonnes
Refinery capacity utilisation in 2017, % 94% 93% 89% 2% 94% 75% 90%
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KMG refinery production capacity
utilisation

In 2017, the refineries worked to 90% of
their design capacity, which corresponds
to global averages.

REFINERY BUSINESS MODEL

Tariff-based refining at the Kazakhstan
refineries

Since April 2016, the main Kazakhstan
refineries (Atyrau Refinery, POCR, PKOP
and Caspi Bitum) have been operating on
the basis of a new refining business model,
whereby they provide oil refining services
according to fixed tariffs, do not purchase
oil for refining and do not sell finished oil
products, all of which are the r