Issues of Legal Groundwork for Hydrocarbons Production in the Republic of Kazakhstan

UDC 349.6

D.S. Smagulova

Kazakh National University named after Al-Farabi, Master of Law, Senior Lecturer of the Department of
Customs,Financial and Environmental law, Republic of Kazakhstan, Almaty
E-mail: smgdana@mail.ru

Issues of Legal Groundwork for Hydrocarbons Production in the
Republic of Kazakhstan

In this article the author consideres actual legal issues related to the environment in the extraction of hydrocarbons in
Kazakhstan. Also it provides an analysis of the current legislation, moreover, consideres Concept and Address to the
nation of Kazakhstan “Kazakhstan Strategy-2050”. Also the article sugests specific recommendations and proposals
that could be actually applied while implementing the Strategy 2050 of the President of the Republic of Kazakhstan.
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J1.C. Cmarynosa
IIpod.aembl npaBoBoro odecneyeHust 1006144 yrieBoaoponos B Pecnyoiinke Kazaxcran

B nanHO# cTaThe aBTOPOM paccMOTPEHBI KpaifHe aKkTya bHbIe Ha CerOAHSsIIHUIT IeHb IIPABOBbIC POOIEMBI, KacatoIH-
ecs OXpaHbl OKPYIKAIOMIEH Cperbl IpH T00bIUe YIIICBOJOPOIHOTO ChIphs B PecrryOnmke Kazaxcran. ABTOpoM maetcst
QHAJIN3 JICHCTBYIOIICTO 3aKOHO/ATEIBCTBA, KpoMe Toro, paccmorpesl Konueniums u ITocnanue Hapony Kaszaxcrana
«Crparerus «Kazaxcran-2050»». B cTarbe npeicTaBIeHbl KOHKPETHbIE PEKOMEHIAINH 1 TIPEIOKCHHUS, KOTOPbIE MO-
ryT OBITh peanbHO NpUMeHeHs! ipu peanuzanuu Crpareruu [Ipesunenta PK.

KiroueBbie cjioBa: mpaBoBasi OXpaHa OKPYXKarowleil cpesibl, HeAPOIONb30BaHNE, HE(TEra30BbIil KOMILIEKC, YITIEBOI0-
POJHOE CBIPbE, IPUPOIHBIC PECYPCHI.

J1.C. CmarynoBa
Ka3zakcran Pecny0iaukacbsinia kemipeyrerijiepai eHAipyai KYKbIKTBIK KAMTaMachI3 €Ty MaceJeepi

Maxkanana Kasakcran PecryGnukackinia kemipcyTeri MUKI3aThIH Oapiay jKoHe OHAIpy Ke3iHJe KOpIIaraH OpTaHbI
KOpFayIIbIH OYTiHT1 KYHT1 KOKEHKEeCTi KYKBIKTBIK MOCEIEeNIepi KapaCThIPhLUIFAaH. ABTOP KOJIaHBICTAFbI 3aHHAMAFA TaJ Ay
yKacaraH JKOHE COHbIMEH Karap ochl canana Kazakcran PecryOnukacsiabie [Ipesumenti Enbacer H.O.Ha3ap6aeBToix
«Kazaxctan-2050» Ctpareruscsl — KalblITaCKaH MEMJICKETTIH jKaHa cascH OarbIThD aTThl KazakcTan xanksiHa JKom-
JayblHaH TYBIHAANTBIH TYXKBIPHIMAAP MEH HAKThI YCHIHBICTAP/IBI KY3Ere aChIPy JKOJIAPbl KOPCETIIIEH.

Tyitin ce3mep: KopliiaraH OpTaHbl KYKBIKTBIK KOPFay, sKep KOWHAYBIH Malaaany, MyHaii )KoHe ra3 OpbIHIaPbIH UTEpY,

KOMipCyTeK MIMKi3aThl, Maiaansl Kazoanap.

Today, Kazakhstan is a tolerant dynamically
developing state with a booming economy, devel-
oping industry and production sector. The President
Nursultan Abishevich Nazarbayev has set a specific
and ambitious goal for our country to rank among
the most advanced and socio-economic countries of
the global community. Development and progress
in the production sector of our country’s economy is
clearly observed over the recent years of XXI cen-
tury.

The President of our country in his Address
to people of Kazakhstan has mentioned that many
countries all over the world are in need and will
further need raw materials and resources that are
available in large quantities in our country. In the
era of insatiable and expanding global economic
crisis the gap between cultural, social and economic
performance of the global community increases sig-
nificantly. To this extent, the Address of the Leader
of the nation of our country “Kazakhstan’s Strat-
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egy — 2050” was delivered right on time, in which
the provision on introduction of elements of green
economy to the industry and to the state — legal
controlling mechanism is deemed as extremely pro-
gressive. In fact, the strategy “Kazakhstan -2050” is
a timely response of the President of our country to
new global challenges which are faced by the global
community and our young sovereign state.

The issue on further preservation of minerals
takes on enormous significance. Our state is recog-
nized as a country with very rich natural resources.
Oil and gas are classified worldwide as one of the
largest energy resources but even they will deplete
in the course of nature, so it is necessary to look for
new resources for living. In this case, the fact that
Kazakhstan has good ecosystems, soil, water and
forest greatly enhances its position against other
countries [1]. This implies environmentally friendly
technologies, exhaustibility of natural resources, re-
sources efficiency improvement and etc.

Following the independence, our sovereign
Kazakhstan has managed not only to keep in hand
achievements of when it was a union’s republic but
also has greatly increased its resource and export
potential in the field of exploration and production
of raw hydrocarbons. Over these years, production
of oil has increased by 3 times, natural gas — by 5
times. Revenues from mineral resources have been
send to the National Fund [2].

It should be noted that in order to implement the
Republic of Kazakhstan Law On Subsoil and Sub-
soil Use dated June 24, 2010, the Government of the
Republic of Kazakhstan has approved the Unified
Rules for the Protection of Subsurface Resources
upon the Development of Solid Commercial Min-
erals, Oil, Gas and Ground Waters in the Republic
of Kazakhstan (URPS), which should be followed
by all subsoil users in the development of mineral
deposits in the Republic of Kazakhstan [3].

These Rules contain a set of requirements for
rational and comprehensive use of mineral resourc-
es and their protection at all stages of subsoil use.
Moreover, implementation of the rules is binding
for all legal and individual persons regardless of
forms of ownership, which are engaged in search
and exploration, design, drilling and operation of
wells, development, setting and construction relat-
ed of commercial facilities, preparation of process
fluid, energy sources and waste disposal. The Rules
also do not supersede the requirements of applicable
inter-sectoral and industry regulations in the field of
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subsoil protection to the extent that it does not con-
tradict them and the effective laws on subsoil use.
In general, the Rules establish basic standards and
requirements for all stages of development and in-
dustrial exploitation of oil and gas fields located in
the Republic of Kazakhstan to the geological study
of fields, calculations and recording of reserves, de-
sign and development of rational systems of devel-
opment, construction and operation of all categories
of wells and necessary field facilities, managing the
development, protection processes of subsoil and
environment.

As you know, a significant role in deterioration
of the environment plays contamination of nature
objects with oil products. Worldwide during the
production, transportation, processing and use near-
ly 2% of annually produced oil is lost, moreover, 7
million tonnes — only during its production. From
50 million tons of oil losses 25 million tons are lost
on land, 8 million tons in the ocean and 17 million
tons are released into the atmosphere (in the form of
gasoline vapor and other hydrocarbons). For com-
parison, natural flow of oil through the faults in the
oceans does not exceed 0.5 million tons per year.

According to estimations of scientists from the
world’s leading countries, Kazakhstan is ranked
sixth in the world in terms of mineral resources re-
serves. According to estimations of some scientists
the explored reserves of Kazakhstan subsoil is esti-
mated at approximately USD 10 trillions.

Raw hydrocarbon resources in the Republic of
Kazakhstan are estimated at 17 billion tons, of which
8 billion tons fall within the Kazakhstani sector of
the Caspian Sea (hereinafter — KSCS). According to
the proven oil reserves, Kazakhstan ranks among top
15 world’s leading countries. Kazakhstan has signifi-
cant raw hydrocarbons reserves — 3.3 % of the world
reserves. Large-scale exploration study of subsoil ar-
eas of the Caspian and Aral seas conducted by the
republic will facilitate further building of resources
potential of the oil and gas industry in Kazakhstan
[4]. Discovery of Kashagan field in the north of Cas-
pian in 2000 was called the most significant event
in the world practice for the last 30 years. Prospects
for oil and gas exploration are related to unexplored
deep-seated structures in the Caspian Basin, the Aral
Sea region and also with identified results of regional
seismic studies of objects in the Northern, Central
and Southern Kazakhstan.

There are real prospects for hydrocarbon reserves
increasing in Kazakhstan as the potential of Kazakh-
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stan’s subsoil still remains high. At the moment it is pri-
marily necessary to establish a system of environmental
requirements, within the frame of which it would be
possible to carry out economic activities without caus-
ing significant damage to the environment.

Thus, a database of statutes and regulations re-
quired for the organization of oil operations in the
Caspian Sea is mainly created in Kazakhstan. To-
day, the legal and regulatory system of the republic
has more than 20 statutes regulating issues of envi-
ronmental protection. In order to regulate the off-
shore oil operations a number of regulations were
adopted, including Special Environmental Condi-
tions for Geophysical Surveys in the Kazakhstani
sector of the North Caspian, special environmental
requirements in the conservation area of the Ka-
zakhstani sector of the Caspian Sea. Also there are
Instructions on Compliance with the Environmental
Safety Standards during Design and Run of Petro-
leum Operations in Water and Coastal Areas and In-
land Waters of Seas, the National Response Plan to
Oil Spills [5].

As you known, a hydrocarbons deposit — is one
or more deposits geographically confined to one
area and related with favorable tectonic structure or
with other types of traps. A reservoir is understood
as hydrocarbons accumulation in the natural unified
hydro-gas-dynamic reservoir confined to one reser-
voir bed, two or three and more connecting reser-
voir beds of the deposits section, in the geological
section of the deposit it may correspond to the num-
ber of productive formations or be less than it. If
to take into consideration that almost all minerals
deposits, particularly hydrocarbons deposits, are de-
veloped with participation of large foreign investors
(multinational energy corporations ExxonMobil,
Chevron, BP, BritishGaz, Lukoil, Total,Shell, China
National Oil and Gas Company CNPC and etc.),
which own considerable shares (stakes) in these
projects. Oil and gas regions of the republic, where
172 oil and 42 condensate field are located occupy
about 62% of the territory of Kazakhstan. Major oil
reserves in Kazakhstan (90%) are concentrated in
15 major fields — Tengiz, Kashagan, Karachaganak,
Uzen, Zhetybai, Zhanazhol, Kalamkas, Kenkiyak,
Karazhanbas, Kumkol, North Buzachi, Alibekmola,
Prorva Central and Eastern, Kenbai, Korolevskoye.

The fields are located in the area of six of the
fourteen regions of Kazakhstan. They are Aktobe,
Atyrau, West Kazakhstan, Karaganda, Kyzylorda
and Mangistau regions. Moreover, nearly 70% of

hydrocarbons reserves are concentrated in the west
of Kazakhstan.

Atyrau region has the most proven oil reserves,
more than 75 fields with commercial reserves of
930 million tons are discovered there. More that 15
hydrocarbon deposits are located in the territory of
West Kazakhstan region. Aktobe region is another
promising region in terms of oil and gas potential.
Nearly 25 fields have been discovered here. The
basis of oil industry of Kyzylorda and Karaganda
regions is Kumkol group of fields — the fifth oil and
gas province of Kazahstan in the order of signifi-
cance. Large-scale exploration study of subsoil ar-
eas of the Caspian and Aral seas conducted by the
republic will facilitate further building of resources
potential of the oil and gas industry in Kazakhstan.

Discovery of Kashagan field in the north of Cas-
pian in 2000 was called the most significant event
in the world practice for the last 30 years. Prospects
for oil and gas exploration are related with unex-
plored deep-seated structures in the Caspian Basin,
the Aral Sea region and also with identified results
of regional seismic studies of objects in the North-
ern, Central and Southern Kazakhstan.

According to experts’ projections, the recover-
able reserves of raw hydrocarbons in the Repub-
lic of Kazakhstan at the current production level
should last for about 60-70 years; however, given
the increasing production volumes at main oil and
gas fields, the specified time frame could be signifi-
cantly reduced. Therefore, further development of
oil and gas industry should be provided by discover-
ies additions. There are real prospects for increasing
hydrocarbon reserves in Kazakhstan as the potential
of Kazakhstan’s subsoil still remains high.

Despite large volumes of raw hydrocarbons pro-
duction, today there is no complete process cycle
of raw hydrocarbons deep conversion into products
with high added value in Kazakhstan.

Raw hydrocarbons conversion is limited to oil and
gas separation. There are three oil refineries and three
gas processing plants in the country which were built
in Soviet times and do not meet the modern standards.

In this regard, comprehensive programme for
introduction of new investment projects is imple-
mented, which provides for establishment of flex-
ible, integrated and complete process plan of raw
hydrocarbons (o0il/gas) conversion which meets the
international standards. It will enable to simultane-
ously solve several important objectives:

e to produce petroleum products in larger
volumes and of higher quality;
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e to receive basic petrochemical products
which are already products with added value and
demanded in the international market;

e to produce petrochemical feedstock for
subsequent processing and production of enhanced
selection of petrochemical products with high add-
ed value (construction, finishing and packaging ma-
terials, products of industrial and domestic purposes
and etc.);

e to ensure integrated conversion of raw hy-
drocarbons;

e to reduce negative effect on the environ-
ment;

e create conditions for development of small
and medium-sized businesses for production of pet-
rochemical feedstock of specific products.

Investment projects for establishment of new
petrochemical facilities and modernization and
technological upgrading of Oil Refineries are in-
cluded in the State Program on Forced Industrial-
Innovative Development of Kazakhstan for 2010 —
2014 and Map of Industrial Develop of Kazakhstan
for 2010 — 2014 [6].

Before moving directly to environmental issues
during oil production, we will focus on the proce-
dure of putting oil fields into the commercial devel-
opment which is permitted if:

e works on oil field exploration have been
completed, trial operation of deposits or pilot com-
mercial development of the field’s areas have been
made (if necessary) and in relation to gas field —
commercial test production of the field;

e state expert evaluation of oil, gas, conden-
sate and other associated components have been
carried out;

e there are mining and land allotments;

e licenses for oil production and respective
licenses for the types of operations have been ob-
tained by subsoil users;

e there are experts’ opinions of the Ministry
of Environment and Water Resources of the Repub-
lic of Kazakhstan and the Agency for Emergency
Situations of the Republic of Kazakhstan in relation
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to design documents for the development; process
design documents for commercial development
(flowsheets, project development), design estimates
for improvement have been approved in the estab-
lished procedure;

e contract for development of the field has been
entered into between the Agency for Investments of
the Republic of Kazakhstan and a subsoil user.

The Environmental Code of the Republic of Ka-
zakhstan states that “environment” means an aggregate
of natural and artificial objects, including atmospheric
air, ozone layer of the Earth, surface and underground
waters, fauna and flora, and also the climate in their
interaction. Environment protection means a system
of state and public measures aimed at the preservation
and restoration of environment, prevention of negative
impact of economic and other activity on the environ-
ment and liquidation of its consequences” [7].

In our opinion, the current environmental situ-
ation in the Republic of Kazakhstan raises serious
concerns. Industry and the extractive sector, in par-
ticular, are developing at a rapid pace. The Envi-
ronmental Code adequately covers public relations
related to exploration, production and transporta-
tion of oil and gas but at the same time increasing
production rates of minerals in solid, liquid and
gaseous state demands close attention and certain
adjustments and amendments to the national envi-
ronmental legislation. Therefore, there is a need to
develop and adopt a new model concept of environ-
mental security.

In general, we believe that it is necessary to
develop a system of governmental measures of
phased and steady implementation of the state
and public monitoring in the field of environmen-
tal protection during exploration, production and
transportation of oil and gas. In our view, it would
be possible to more closely pay attention to such
important issue by involving active citizens and
non-governmental organizations in issues related
to the environment in the process of producing and
service companies which operate in the oil and gas
sector of our economy.
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