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KAZAKHSTAN’S NEW TAX AND
SUBSOIL USE CODES: A BRIGHTER
FUTURE?

Kazakhstan's attractiveness as an inwestment destination,
particularty  for  exploration;  simplifying  administrative
processes; and improving the clarity and predictability of
regulation.
We evaluate five key questions sumounding the reforms,
which will help shape the long-term outlock for the Kazakh
upstream sector

What are the changes?

Tax Code introduces new profit-based terms

The new Tax Code is a positive step for upstream taxation.
The most notable reform is the optional Altemative Subssil

This long-awaited legislation has several ambitions: boosting

Tax (AST) for offshore (including shelf} and deep onshaore
fields that operate under the concession regime.

If the profit-based AST is selected at gualifying assets, it
will replace four components of standard concession terms
(Mineral Extraction Tax, Rent Tax on Exports, Excess Profit
Tax and payments to reimburse historical state costs).

Transition to AST is voluntary, But, if selected, its applica-
tion is permanent. AST will be applied according to a shding
scale that is linked to the average oil price. Other changes
ini the Tax Code — most notably the cancellation of commer-
cial discovery bonuses — apply to all operators.
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Owverview: alternative subsoil tax and standard concassion terms

The nearterm application of AST will be limited. All cur-
rent offshore discoveries are governed by Production Shar-
ing Contracts (PSCs) with stability dlauses, while the vast
majority of onshore production either does not qualify or
is under PSCs, We expect some operators of deep onshore
fields to apply for the new terms, although the deadline =
extremely tight.

But some fiscal issues are largely unaddressed
Kazakhstan's new Tax Code targets a rebound in explora-
tion and greenfield developments. It brings litthe dheer to
operators of onshore brownfields — a core source of current
government revenues and inflows into the National Fund.

For marginal fields (e.g. high-depletion or high-viscosity),
the process for receiving MET bresks has not improved.
Despite industry proposals, there will be no self-assessment
of eligibility for reduced MET. Standard concession terms
are unchanged for these assets.

Subsoil Use Code optimises legislation

The new Code replaces the 2010 Law on Subscil and Sub-
sail Use and brings more clarity to sector oversight. Simplifi-
cation of procedures and improvement of investment condi-
tions are at the heart of the Code's rationale. The deepest
changes are in the mining sector akthough oil and gas is
also affected.

However, previous reforms have not always had the desired
effect. Operators from across the enengy sector will there-
fore wait to s=e if the reality lives up to expectations.

Why did Kazakhstan need to improve its
terms?

Kazakhstan's upstream industry is ever more reliant on its
three megaprojects: Tengiz, Kashagan and Karachaganak.
Production and investment growth hinge on successful ex-
pansion at the super-giant fields. The megaprojects already
supply about 60% of cil and condensate. In our view, this
will rise to more than 80% by 2030.
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What are the changes?
Tax Code introduces new profit-based terms

The new Tax Code is a positive step for upstream taxation.
The most notable reform is the optional Altermative Subsoil

This long-awaited legislation has severzl ambitions: boosting

Tax (AST) for offshore (including shelf} and deep onshaore
fields that aperate under the concession regime.

If the profit-based AST is selected at qualifying assets, it
will replace four components of standard concession terms
(Mineral Extraction Tax, Rent Tax on Exports, Excess Profit
Tax and payments to reimburse historical state costs).

Transition o AST is voluntary, But, if selected, its applica-
tion is permanent, AST will be applied according to a shding
scale that is linked to the average oil price. Other changes
in the Tax Code — most notably the cancellation of commer-
cial discovery bonuses — apply to all operators.
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Overview: altarnative subsoil tax and standard concassion terms

The nearterm application of AST will be limited. All cur-
rent offshore discoveries are governed by Production Shar-
ing Contracts (PSCs) with stability clauses, while the vast
majority of onshore production either does not qualify or
is under PSCs. We expect some operators of desp onshaore
fields to apply for the new terms, although the deadline s
extremealy tight.

But some fiscal issues are largely unaddressed
Kazakhstans new Tax Code targets a rebound in explora-
tion and greenfield developments. It brings lithe cheer to
operators of onshore brownfields — a core source of current
government revenues and inflows into the National Fund.

For marginal fields (e.g. high-depletion or high-viscosity),
the process for receiving MET breaks has not improved.
Despite industry proposals, there will be no self-assessment
of eligibility for reduced MET. Standard concession terms
are unchanged for these assets.

Subsoil Use Code optimises legislation

The new Code replaces the 2010 Law on Subseil and Sub-
sail Use and brings more clarity to sector oversight. Simplifi-
cation of procedures and improvement of investment condi-
tions are at the heart of the Code's rationale. The deepest
changes are in the mining sectos, although oil and gas is
also affected.

However, previous reforms have not always had the desired
effect. Operators from across the energy sector will there-
fore wait to see if the reality lives up to expectations.

Why did Kazakhstan need to improve its
terms?

Kazakhstan's upstream industry is ever more reliant on its
three megaprojects: Tengiz, Kashagan and Karachaganak.
Production and investment growth hinge on successful ex-
pansion at the super-giant fields. The megaprojects already
supply about 60% of oil and condensate. In our view, this
will rise to more than 80% by 2030.
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