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INDEPENDENT AUDITORS' REPORT

To the shareholder of KMK Munai JSC:

We have audited the accompanying financial statements of KMK Munai JSC (“the Company™), which
comprise the balance sheet as at 31 December 200% and the statement of comprehensive income,
statement of changes in equity and statement of cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory notes.

Managemeni’s Responsibiiity for the Financial Statemenis

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and presentation of financial
statements that are free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable in the
circums{ances.

Auditors’ Responsibifity

Our responsibility is to express an opinian on these financial statements based on our audit. Except for the
matter described in the Basis for Qualified Opinion paragraph, we conducted our audit in accordance with
international Standards on Auditing. Those standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance whether the financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procadures selecied depend on the auditors’ judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers infernal coniral relevant to the entity’s preparation and
oresentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but nct for the purpose of expressing an opinion ¢n the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have oblained is sufficient and appropriate to provide a basls for gur
audit opinion.

Basis for Qualified Opinion

For the purposes of calculation of depreciation of its oil and gas properties under the unit of production
method the Company used proved developed reserve estimates that were based on the reserve appraisal
prepared by independent engineering consuitants as of 30 June 2006. However, proved developed
reserves may have change significantly since 30 June 2006. In the absence of updated reserve appraisal
we were unable to satisfy ourselves zs to the correciness of the depreciation charge on property, plant and
eguipment for 2009 and the balance of accumuiated depreciation as of 31 December 2009 as well as the
related current and deferred tax effecis.
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Quaiified Cpinion

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had we been able to satisfy ourselves as to the matter described in the Basis for Qualified
Opinion paragraph, the financial statements present fairly, in all material respects, the financial position of
the Company as at 31 December 2009, and its financial performance and its cash flows for the year then
ended in accordance with International Financizal Reporting Standards.

Afsulu Narbayeva
Auditor / Acting Generai D
Ernst & Young LLP

State Audit License for audit acfivities on Auditor Quailification Certificate No. 0000137
the territory of the Republic of Kazakhstan: dated 21 Ocicber 1994

series MOID-2, No. 0000003 issued by the

Ministry of Finance of the Republic of

Kazakhstan on 15 July 2002

28 June 2010
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JSC KMK Mugpai Financial Statements

STATEMENT OF FINANCIAL POSITION

As at December 31, 20090
In thousands of Tenge Notes 2009 2008
ASSETS
Non-current assets
intangible asseis 63,282 67,388
Property, plant and equipment 6 5,380,736 5,568,246
Cther non-current assats 7 322,658 481,015
Deferred fax assels _25 33,881 =
Total non-current asseis 5,808,557 6,126,649
Current assets
Inveniories 8 331,374 441,201
Trade receivables g 479,881 128
Due from related parties 27 - 1,793,044
Advances paid 10 135,841 287,868
Prepayment for corporate income tax 48 54,164
Excess profit tax recoverable 25 541,071 -
Other cumrent assets 11 380,371 632,572
Bank deposits 12 485 1,201
Cash and cash eguivalents 13 1,122,835 188,929
Total current assets 2,982,107 3,389,208
Assets of disposal group classified as held for sale 8 4,639,751

TOTAL ASSETS

8,788,664

14,165,609




JSC KMK Munai

STATEMENT OF FINANCIAL POSITION (continued)

Financial Statements

As at December 31, 2009

In thousands of Tenge Notes 2008 2008
Equity
Charter capital 14 1,500,000 1,500,000
Treasury shares 14 {185,437) {150,000}
Retained samings 4,838,814 4334514
Total equity 6,144477 5684514
Liabilities
Non-current liabllities
Abandonment and sile restoration liabilities 15 756,355 189,848
Deferred tax liability 25 s 88,035
Total non-current lizhilities 756,355 278,883
Current liabilifles
Short-term financial obligations i6 1,261,918 -
Shorkterm interest-bearing loans 16 - 3,810,787
Trade payables 17 130,377 601,333
Corporate income tax payable 25 32,811 —
Excess profils tax payable 25 - 440,378
Other iaxes payables 18 371,449 384
Other current ligbilities 18 101,278 68,950
Total current liabilities 1,897,832 4,922.840
Lizbiliies directly associated with the assets classified as

held for sale 5 = 3,278,372
Total liabillties 2,654,187 8,481,085
TOTAL SHAREHOLDER'S EQUITY AND LIABILITIES 8,798,664 14,165,608

The accounting policies and explanatory notes on pages 7 through 32 form an integral part of these financial

President

Chief Accountant




JSC KMK Munai

STATEMENT OF COMPREHENSIVE INCOME

For the year ended December 31, 2009

Financial Statements

In thousands of Tenge Notes 20C8 2008
Revenue from sale of crude oil 5,865,138 8,237,228
Cost of sales 20 {2,207 135} (1,884,408)
Gross profit 3,658,003 6,252,820
Dry hols expense {93,435) {1,078,347)
Gedological and gecphysical expenses 21 {49,767} {90,284)
Genera! and administrative expenses 22 (938,303) {1,383,515)
Selling expenses 23 {1,568,431} {1,366,889)
Loss on disposal of property, plant and equipment {7,745} (105,739)
Gain on disposal of North Karpovskiy 5 520,703 -
Other operating {inccme) / loss 2,207 {43,563)
Profit from operating activities 1,523,232 2,184,473
Finance income 24 15 3,326
Finance costs 24 {328,598} {484,039)
Foreign exchange loss {810,117} {35,889)
Profit before income tax 383,532 1.657.871
Income {ax expense 25 {198,660} {611,997)
Excess profit tax beneiit / (expenses) 25 981,448 {486,652)
Profit for the year from continuing cperations 1,166,320 558,222
Loss from discontinued operations, net of tax 5 {660,920} -
Net profit for the year 505,400 558,222
Other comprehensive income - =
Total comprehensive income for the year 505,400 559,222
Earnings per share _26
Basic and diluted eamings per share (thousands of Tenge

per share) 0.38 0.41
Earnings per share for continuing operations
Basic and diluted eamings per share {thousands of Tenge

per sharg) 0.38 0.41

The accounting policies and explanatory notes on pages 7 through 32 form an integral part of these financial

President

Chief Accountant




JSC KMX Munai Financial Statements
STATEMENT OF CASH FLOWS
For the year ended December 31, 2009
In thousands of tenge Nofes 2008 2008
Cash flows from operating activities:
Profit before income tax from continuing operations 383,532 1,657,871
Loss income tax from discontinued operations {826.074) -
Adiustments for
Depreciation and amortization 20,22 817,461 614,559
Dry hele expense ] 83,435 1.078,347
Provision charge 22 165,285 18,038
Usage of the liquidation fund 15 {14,437) {77,885)
Provision for obsolete inventories 8 - {5,547)
Finance costs, net 24 329,583 480,713
Impairment of properiy, plant and equipment 22 28,359 —
Loss en disposal of property, plant and equipment 6 7,745 105,739
Gain on disposal of North Karpovskyl 5 {520,703} -
Unrealized foreign exchange gain, net 1,678,610 25,124
Operating profit before working capital changes 2,143,786 3.807,158
{fncrease} / decrease in operating assels:
Inventories 108,827 (216,759)
Trade receivables {479,752) 720,881
Advances paid - {80,347}
Due from related parties {201,487) {426,910)
Other current assets 72,622 {213,482)
Other non-gurrent assets 168,357 {157,738)
Increase / (decrease) in opersting liabifities:
Due to related parties - {26,418)
Trade and other payables {470,856) 59,088
Other current liabilities 787,791 {115,508)
Cash generated from operations 2,140,188 3,470,080
Interest paid {628,242) {824,268}
Interest received - 3,028
Income {2x paid {164,080} {1,466,879)
Net cash flows provided by operating activitles 1,347,876 1,081,961
Cash flows from investing activities:
Purchase of property, plant and equipment (414,820) {2.072,538)
Purchase of intangible assels - {33,415)
Proceeds from sale of intangible assets 827 -
Placement of bank deposits - {477.126)
Withdrawal of bank deposit 228 537,406
Other - 2,536
Net cash used In invesiing activities {413,765} {2.043,138)
Cash flows from financing activifles:
Proceeds from loans received 53,068 3,415,802
Dividends paid - {362,887}
_Repayment of loans (53,173) (1,952,723}
Net cash provided by financing activities {105) 1,100,082
Netincrease In cash and cash equivalents 934,006 138,915
Cash and cash equivaients at the beginning of the year 188,929 50,014
Cash and cash egulvalents at the end of the year 1,122,935 188,929




JSC KMK Munai : Financial Statemésnts ' =~ .

STATEMENT OF CASH FLOWS (continued)
For the year ended December 31, 2009

NON-CASH TRANSACTIONS - SUPPLEMENTAL DISCLOSURE: -
Nozn—cash transactions, including the following, have been excluded from the statement of cash flows:

Capitalization of interest charge

During 2008 the Company capitalized borrowing costs of KZT 490,445 thousand related to the capital expendmlrcs
of North Karpovskiy field. No such non-cash transaction occurred in 2009,

Transfer of corporate income tax prepayment to other tax assets

In 2009, the Company has transferred KZT 63,398 thousand of prepayment for corporate income tax for scttlemmt
of liabilities under other taxes (2008: KZT 159,860 thousand).

Transfer of VAT refund to prepayment for corporate income tax

In 2009, the Company was ellglblc to receive VAT refund from tax authoritics in amount of KZT 113,251
thousand, however, instead of receiving cash the Company decided to transfer this refund receivable to prepayment -
for corporate income tax (2008: KZT 61,337 thousand). Also, the company offset VAT recoverable agamst to the -
other Taxes for the amount of KZT 28,051 thousands.

Dividends
Dividends of KZT 1,199,971 thousand were declared on April 30, 2008. Shareholders agreed to offset a pcmon cf
dividends payable net of withholding tax against related party receivables. No such offset occurred in 2009. s
Advances paid for non-current assets

In 2008, the additions to property, plant and equipment of KZT 20,171 thousand were financed by adVancc
payments made in 2007, No such non-cash transaction occurred in 2009.

Return of damaged equipment
In 2009, the Company has retumed certain damaged property items to a supplier costing KZT 1,150 lhousand and
decreased the payable for that amount {2008; KZT 25,965 thousand).

Discharge of borrowing to Lancaster Energy PTE Ltd. and North Karpovskiy JSC

In 2009, the Company discharged liabilities in the amount of KZT 5,505,123 thousand and XZT 3267931

thousand nnder the KKB Credit Facility to North Karpovskiy ISC and Lancaster Energy PTE Ltd., respectively, -

Transfer of receivable from Lancaster Group Kazakhstan JSC te Lancaster Energy PTE Lid.

In 2008, the Company transferred receivables in the amount of KZT 1,802,385 thousand from I.anmster Group
Kazakhstan JSC to Lancaster Energy PTE Ltd.

The accounting policies and explanatory notes on pages 7 through 32 form an integral part of z&ese fma:zcza!
statements.

Signed and authorized for release on behalf of the Board of Directors gf

President

Chief Accountant




JSC KMK Munat Financial Statements
STATEMENT OF CHANGES IN EQUITY
For the year ended December 31, 2669
Retalned Total

In thousends of tenge Charter capital Treasury shares earnings Equity
As at December 31, 2007 1,500,000 {150,000} 5,360,014 5,710,014
Net profit for the year — - 559,222 558,222
Tetal comprehensive Income

for the period - - 559,222 §58,222
Dividends (Note 14} - - {1,584,722) (1,684,722}
As at December 31, 2068 1,500,000 {150,000} 4,334,514 5,684,514
Net profit for tha year — - 505,400 505,400
Totzal comprehensive Income

for the period - - 505,400 505,400
Acquisition of treasury shares - {45,437} - {45,437)
As at December 31, 2009 1,500,000 {195,437} 4,839,914 6,144,477

The accounting policies and explanatory notes on pages 7 through 32 form an integral part of these financial

President

Chief Accountant

Siatemenis.




JSC KMK Munai Financizl statements

NOTES TO THE FINANCIAL STATEMENTS
For the year ended December 21, 2099

L CORPORATE INFORMATION

JSC Lancaster Petroleum was renamed on September 2, 2007 as an assignee of JSC KKM Operating Company,
which was established on April 4, 2004 as a joint stock company through merger of Kumsai Munay LLP, Morwk
Munay LLP and Kokzhide Munay LLP, which were fully owned by JSC KKM Holding at the date of the merger.
The Company is engaged in exploration and production of oil from properties within the Republic of Kazakhstan,

JSC Lancaster Petroleum was renamed to JSC KMK Munai (the “Company™) on March 10, 2010.

The Company signed a subsoil use contract with the Government of Kazakhstan on December 235, 1995 and helds
licenses for hydrocarbon exploration and production (the “Licenses™) on Kokzhide, Kumsai and Mortuk Selds;
along with these Licenses the Company concluded agreements with the Government of Kazakhstan on exploration
and development of these oil fields (the “Agreements™). These Agreements were amended in December 2004, April
2005 and July 2007, and as the result, the rights to explore and produce oil for the Mortuk Seld were extended till
mid 2026, and for Kokzhide and Kumsai felds till mid 2027. On December 29, 2006 the Company signed a subsoil
use contract with the Government of Kazakhstan on North Karpovsky field.

During 2009 the Company signed the following addendums to the subsurface use contracts with the Ministry of
Energy and Mineral Resources:

* On 8 April 2009, the Company signed Addendum Ne.6 to the Kokzhide subsurface use contract and
Addendum No.4 to the Martuk subsurface use contract;

¢ (Cn 30 September 2009, the Company signed Addendum No.§ to the Kumsai subsurface use contract;
» On 2 October 2009, the Company signed Addendum No.7 to the Kokzhide subsurface use contract;
s 0On9 December 2009, the Company signed Addeadum No.8 to the Kokzhide subsurface use contract.

On 2 March 2009, Lancaster Energy PTE Ltd purchased its entire 0.5% interest of the total issued common shares
of the Company from Oman CPC, becoming a sole shareholder of the Company.

On 27 August, 2009, Lancaster Energy PTE Ltd sold 160% of the total cutstanding common shares of the Company
to Yukon Energy Holding S.A.

Yukon Energy Holding S.A. is 2 wholly owned subsidiary of Xingjiang Zhongxin Resources Co. Ltd, a joint
venture entity held 50%:50% by CITIC Guoan Group and Suntime Imternational Economic and Techno
Cooperation (“Suntime Group”). Suntime Group is a state owned company incorporated the Pecple’s Republic of
China (*PRC”)}. CITIC Guoan Group is owned by CITIC Group, a state owned corporation in the PRC.

The Company’s registered legal address is: 4A Levitan Street, Aktobe, Republic of Kazakhstan.

The financial statements of the Company for the year ended December 31, 2005 were authorized for issue by the
Board of Directors of the Company on Juze 28, 2010,

Political and economic environment

The Republic of Kazakhstan costinues economic reformns and development of its legal, tax and regulatory
frameworks as required by a market economy. The future stability of the Kazakhstan economy is largely dependent
upon these reforms and developments and the effectiveness of economic, financial and monetary measures
undertaken by the government.

The Kazakhsian economy is vulnerable to market downturns and economic slowdowns elsewhere in the world. The
global financial crisis has resulted in a decline in the gross domestic product, capital markets instability, significant
deterioration of liguidity in the banking sector, and tighter credit conditions within Kazakhstan. While the
Kazakhstan Government has introduced a range of stabilization measures aimed at providing liquidity to
Kazakhstan banks and companies, there cantinues to be uncertainty regarding the access to capital and cost of

Capital for the Partnership and its counterparties, which could affect the Partnership’s financial position, results of
operations and business prospects.

‘While Management believes it is taking appropriate measures to support the sustainability of the Company’s
business in the cumrent circumstances, unexpected further deterioration in the arcas described above could
negatively affect the Partnership’s results and financial position in a manner not currently determinable.
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NOTES TO THE FINANCIAL STATEMENTS {continued)
For the year ended December 31, 2089

2.  BASIS OF PREPARATION

The financial statements have been prepared under the historical cost convention, except as described in the
accounting policies and the notes to these financial statements. The Company maintains its accounting records in
Kazakhstan Tenge (“Tenge” or “KZT"). All values in these fimancial statements are rounded to the nearest
thousand, except when otherwise indicated.

Statement of compliance

These financial statements have been prepared in accordance with International Financial Reporting Standards
(“IFRS"} as issued by International Accounting Standard Board (“JASB™).

Functional currency

Based on the economic substance of the underlying events and circumstances relevant to the Company the
functional currency of the Company has been determined to be Tenge. Transactions in other currencies are treated
as transactions in foreign currencics.

Foreign currency

The Company maintains its accounting records and prepares its financial statements in Tenge. Tenge is not a fully
convertible currency cutside the Republic of Kazakhstan. Transactions in foreign currencies are recorded at the
rates ruling at the date of the transaction, fixed by the National Bank of Kazakhstan/Kazakhstan Stock Exchange
(“KASE").

Monetary assets and liabilities denominated in foreign currencies are translated at the rate of exchange ruling at the
reporting date. All differences arising from a change in exchange rates subsequent to the date of a transaction are
taken to the statement of comprehensive income.

The following table summarizes the foreign cumrency exchange rates for the Tenge at:
Juna 28, 2010 December 31, 2009 December 31, 2008

US doilar 147.30 148.36 120.77
Euro 180.88 212.84 170.89

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting palicies applicd in the preparation of these financial statements are sct out below. These
policies have been consistently applied to all the years presented, unless otherwise stated.

Adopted accounting standards and interpretations

The Company has adopted the following new and amended IFRS and International Financial Reporting
Interpretations Committee (“IFRIC™) interpretations during the year. Adoption of these revised standards and
interpretations did not have any significant effect on financial performance or position of the Company. They did,
however, give rise to additional disclosures.

* IFRS 2 “Share-based Payments — Vesting Conditions and Cancellations™;
= IFRS 7 “Finencial Instruments: Disclosures™;

= [FRS 8 “Operating Segments™;

= IAS IR and Amendment “Presentation of Financial Statements™;

» IAS 23 Revised “Borrowing Costs™;

¢ IAS 32 “Financial Instruments: Presentation” and IAS 1 “Presentation of Financial Statements™ — Puttable
Financial Instruments and Obligations Arising on Liguidation - amendments;

e IFRIC § “Remeasurement of Embedded Derivatives and IAS 39 Financial Instruments: Recognition and
Measurement”;

s [FRIC 13 “Customer Loyalty Programmes"™;



JSC KMK Munai Financial staiements

NOTES TO THE FINANCIAL STATEMENTS {continued)
For the year ended December 31, 2609

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Adopted accounting standards and interpretations (continued)
s [FRIC 16 “Hedges of a Net Investment in a Foreign Operation™; and
e Imprevements to IFRSs (May 2008)

The principal effects of these changes are as follows:

IAS 1 Presentation of Financial Statements

The revised standard separates owner and non-owner changes in equity. The statement of changes in equity
includes only delails of transactions with owners, with non-owner changes in equity presented in 2 reconciliation of
each component of equity. In addition, the standard introduces the statement of comprehensive income: it presents
all items of recognised income and expense, either in one single statement, or in two linked statements. The
Company has elected to present one single statement.

Improvements 10 IFRSs

IAS 1 Presentation of Financial Statements: Assets and Liabilities classified as held for trading in accordance with
IAS 39 Financial Instruments: Recognition and Measurement are not automatically classified as current in the
statement of fnancial position. The Company analysed whether the expected period of realisation of financial
assets and liabilities differed from the classification of the instrument. This did not result in any reclassification of
financial instruments between current and non-current in the statement of financial position.

IAS 16 Property, Plant and Equipment: Replaces the term “net selling price” with “fair value less costs to sell™.
This amendment had no immediate impact on the consclidated financial statements of the Company because the
recoverabie amount of its cash generating units is currently estimated using “value in use”.

IAS 36 Impairment of Assets: When discounted cash flows are used to estimate “fair value less cost to sell”
additional disclosure is required about the discount rate, consistent with disclosures required when the discounted
cash flows are used to estimate “value in uvse”, This amendment had no immediate impact on the consolidated
financial statements of the Company because the recoverable amount of its cash generating units is cumently
estimated using “value in use”. The amendment clarified that the largest unit permitted for allocating goodwili,
acqguired in a business combination, is the operating segment as defined in IFRS 8 before aggregation for reporting
purposes. The amendment has no impact on the Company as it has one single reportable segment,

IAS 38 Intangible Assets: Expenditure on advertising and promotional activities is recognised as an expense when
the Company either has the right to access the goods or has received the service, This amendment has no impact on
the Company because it does not enter into such promotional activities.

Other amendments resulting from Improvements to [FRSs to the standards did not have any impact on the
accounting policies, financial position or performance of the Company.
New accounting developments

The foliowing IFRS, IFRIC interpretations and improvements to IFRS are not yet in effect for the year ended
December 31, 20009:

e IFRS3R “Business Combinations™;

s IAS27R Consolidated and Separate Financial Statements - amendment

= [FRIC17 Distributions of Non-cash Assets to Owners

« JFRIC 14,IAS 19 The Limit on & Defined Benefit Asset, Minimum Funding Requircments
= [FRICI9 Extinguishing Financial Liabilitics with Equity Instruments
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2009

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

New accounting developments (continued)

s [FRS9 Financial Instruments

s IAS24 Related Party Disclosures — amendment

= IFRS1 First-time Adoption of International Financial Reporting Standards -
Additional Exemptions for First-time Adopters

e« IFRS2 Group cash-settled share-based payments transactions

» IAS39 Eligible hedged items

s [FRIC 13 “Transfers of Assets from Customers™;

s [AS32 Classifications of rights issues

=  Improvements ic IFRSs {April 2005)

Management dees not expect the above standards and interpretations to have a material impact on the Group's
financial position or results of operations,

In May 2008 and April 2009 the Board issued omnibus of amendments to its standards, primarily with a view to
removing inconsistencies and clarifying wording. There are separate transitional provisions for each standard. The
Company adopted those amendments and improvements to IFRSs which are applicable to its operating activities in
2009.

Intangible assets

Intangible assets include licenses for subsurface use and computer sofiware recorded at initial cost less accumulated
amortization and impairment loss. Licenses are amortized on a unit of production basis. Amortization of other
intangible assets are calculated on a straight-line basis over the estimated useful lives of the assets, within a range of
1 to 10 years.

Intangible assets with indefinite useful lives are tested for impairment annually either individually or at the cash-
generating unit level. Such intangibles are not amortised. The useful life of an intangible asset with an indefinite life
is reviewed annually to determine whether indefinite life assessment continues to be supportable. If not, the change
in the useful life assessment from indefinite to definite is made on a prospective basis,

Licenses

License expenses associated with exploration, development and production of oil and gas reserves are capitalized as
intangible assets and amortized on a umit of production basis from the date the relevant feld commences
commercial production stage.

Oil and Gas assets

Exploration expenditure

Geological and geophysical exploration costs are writien-off against income as incurred, except for seismic works,
which are capitalized. Other exploration expenditures directly associated with an exploration well are capitalized
within property, plant and equipment as construction work-in-progress, until the drlling of the well is complete and
the resulis have been evaluated, These costs include materials and fuel used, rig costs and payments made to
contractors. If hydrocarbons are not found, the exploration expenditures are expensed. If hydrocarbons are found
and, subject to further appraisal activity, which may include the drilling of further wells (exploration or exploratory-
type stratigraphic test wells}, are likely to be capable of commercial development, the costs continue to be carried
as an asset. All such carried costs are subject to technical, commercial and management review at least once a year
to confirm the continued intent to develop or otherwise extract value from the discovery. When this is no longer the
case, the costs are written off.

When proved reserves of cil and natural gas are determined and develepment is sanctioned, the relevant
expenditure is transferred to property, plant and equipment (cil and gas properties).

H
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2060

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Oil and Gas assefs (continned)

Development expenditure

Expenditure on the construction, installation or completion of infrastructure facilities such as platforms, pipelines
and the drilling of development wells is capitalized within oil and gas properties.

Qil and Gas Properties

Oil and gas properties are initially stated at cost less accumulated depreciation, depletion and impairment. The cost
of self~constructed assets includes the cost of materials, direct labor and an appropriate propertion of overheads
directly related to construction,

The initial cost of an asset comprises its purchase price or construction cost, any costs directly atiributable to
bringing the asset into operation and the initial estimate of any decommissioning obligation, if any, The purchase
price or construction cost is the aggregate amount paid and the fair value of any other consideration given to acquire
the asset.

Oil and natural gas properties are depreciated using a unit-of-production method over proved developed reserves.

Other Properiy, Plant and Equipment

Property, plant and equipment are initially stated at cost and subsequently accounted at this cost less accumuiated
depreciation, depletion and impairment. The cost of seif-constructed assets includes the cost of materials, direct
iabor and an appropriate proportion of overheads directly related to construction.

The initial cost of an asset comprises its purchase price or construction cost, any costs directly attributable to
bringing the asset into operation and the initial estimate of any decommissioning obligation, if any. The purchase
price or construction cost is the aggregate amount paid and the fair value of any other consideration given to acquire
the asset.

Property, plant and equipment, other than oil and gas propertics, are carried at cost less accumulated depreciation
and depreciated on a straight-line basis over the estimated useful lives set out in the following table:

Buildings and constructions 10-50 years
Machinery and equipment 15-30 years
Vehicles 7-11 years
Other 3-10 years

The asset’s residual values, useful lives and methods are reviewed, and adjusted as appropriate, at each financial
year-end.

Repair and maintenance expenditures are expensed as incurred. Major rencwals and improvements are capitalised,
and the assets replaced are retired. Gains and losses arising from the retirement of property, plant and equipment are
included in the statement of comprehensive income as incurred.

When each major repair is performed, its cost is recognised as a component in the carrying amount of the plant and
equipment as a replacement if the recogaition criteria are satisfied.

All assets under construction are classified as “Capital Work in Progress” and are not depreciated. Once projects are
completed and put into use they are transferred to in service assets and become subject for depreciation.

Inventories

Inventories are stated at the lower of cost and net realizable value on a weighted average basis. Cost includes all
costs incurred in the normal course of business in bringing each item to its present location and condition. The cost
of crude oil is the cost of production, including the appropriate proportion of depreciation, depletion and
amortization and overheads based on normal capacity. Net realizable value of crude oil is based on estimated
sclling price in the ordinary course of business less any costs expecied to be incurred to complete the sale.
Materials and supplies inveatories are carried at amounts that do not exceed the expected amounts recoverable in
the normal course of business.
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JSC KMK Munai Financial statements

NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2609

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of non-financial assets

The Company assesses assets or groups of assets for impairment whenever events or changes in circumstances
indicate that the carrying value of an asset may not be recoverable, Individual assets are grouped for impairment
assessment purposes at the lowest level at which there are identifiable cash flows that are largely independent of the
cash flows of other groups of assets. If any such indication of impairment exists or when annual impairment testing
for an asset group is required, the Company makes an estimate of its recoverable amount. An asset group’s
recoverable amount is the higher of its fair value less costs to sell and its value in use. Where the carrying amount
of an asset group exceeds its recoverable amount, the asset group is considered impaired and is written down to its
recoverable amount. In assessing value in use, the estimated future cash flows are adjusted for the risks specific to
the asset group and are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money.

An assessment is made at each reporting date as to whether there is any indication that previously recognized
impairment losses may no longer exist or may have decreased. If such indication exists, the recoverable amount is
estimated. A previcusly recognized impairment loss is reversed only if there has been a change in the estimates
used to determine the asset’s recoverable amount since the last impairment loss was recognized. If that is the case,
the carrying amount of the asset is increased to its recoverable amount. That increased amount cannot exceed the
carrying amount that would have been determined, net of depreciation, had no impairment loss been recognized for
the asset in prior years. Such reversal is recognized in profit or loss.

After such a reversal, the depreciation charge is adjusted in future periods to allocate the asset’s revised carrying
amount, less any residual value, on a systematic basis over its remaining useful life.

Financial assets

Financial assets within the scope of IAS 39 are classified as financial assets zt fair value through profit or loss, keld
to maturity investments, or available-for-sale financial assets, as appropriate. When financial assets are recognised
initially, they are measured at fair value, plus, in the case of investments not at fair value through profit or loss,
directly attributable transaction costs.

The Company determines the classification of its financial assets on initial recognition and, where allowed and
appropriate, re-evaluates this designation at each financial year end.

All regular way purchases and sales of financial assets are recognized on the trade date, which is the date that the
Company commits to purchase the asset. Regular way purchases or sales are purchases or sales of financial assets
that require delivery of assets within the period geperally established by regulation or comvention in the
marketplace.

Held-to-maturity investmenis

Non-derivative financial assets with fixed or determinable payments and fixed maturities are classified as held-to-
maturity when the Company has the positive intention and ability to kold to maturity. Afier initial measurement
held-to-maturity investments are measured at amortized cost using the effective interest method.

Trade and other receivables

Trade and other receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market, Trade accounts receivable are generally have a short-term and are recognized and
carried at original invoice amount less an allowance for any uncollectible amounts, An estimate for doubtful debts
is made when collection of the full amount is no longer probable. Bad debts are wriiten off when identified.
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JSC KMK Munai Financial statements

NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2609

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Impairment of financial assets

The Company assesses at each reporting date whether a financial asset or group of financial assets is impaired.

Assels carried at amortised ecost

If there js objective evidence that an impairment loss on assets carried at amortised cost has been incurred, the
amonnt of the loss is measured as the difference between the asset’s carrying amount and the present value of
estimated future cash flows (excluding future expected credit losses that have not been incurred) discounted at the
financial asset’s original effective interest rate (i.c. the effective interest rate computed at initial recognition). The
carrying amouat of the asset is reduced throngh use of an allowance account. The amount of the ioss shall be
recognised in profit or loss.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related cbjectively
to an event occurring after the impairment was recognised, the previously recognised impairment loss is reversed,
to the extent that the carrying value of the assct does not exceed its amortised cost at the reversal date. Any
subsequent reversal of an impairment loss is recognized in profit or loss.

In refation to trade receivables, a provision for impairment is made when there is objective evidence (such s the
probability of insolvency or significant financial difficuities of the debtor) that the Company will not be able to
collect all of the amounts due under the original terms of the invoice. The carrying amount of the receivable is
reduced through use of an allowance account. Impaired debis are derecognised when they are assessed as
uncollectible.

Derecognition of financial assets and liabilities

Financial asset

A financial assct (or, where applicable 2 part of 2 financial asset or part of 2 group of similar financial assets) is
derecognised when:

» the rights to receive cash flows from the asset have expired;

» the Company retains the right to receive cash flows from the asset, but has assumed an obligation to pay
them in full without material delay to a third party under a “pass through’ amrangement; or

* the Company has transferred its rights to receive cash flows from the asset and either (a) has transferred
substantially all the risks and rewards of the asset, or (b) has neither transferred nor retained substantiaily all
the risks and rewards of the asset, but has transferred coatrol of the asset.

Financial Habilities

A financial liability is derccognised when the obligation under the liability is discharged or cancelied or expires.
When an existing financial Hability is replaced by another from the same lender on substantially different terms, or
the terms of an existing Hability are substantially modified, such an exchange or modification is treated as a
derecognition of the original Hability and the recognition of a new liability, and the difference in the respective
carrying amounts is recognised in profit or loss.

Cash and cash equivalents

Cash and cash equivalents are defined as cash on hand, demand deposits and shor-term and highly liguid
investments with original maturity of not more than three months readily convertible to known amounts of cash, are
subject to insignificant risk of change in value and are carried at cost.

13



JSC KMK Munai Financial statements

NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2009

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Nor-current assets classified as held for sale and discontinued operations

Non-current assets and disposal groups classified as held for sale are measured at the lower of carrying amount and
fair value less costs to sell. Non-current assets and disposal groups are classified as held for sale if their carrying
amounts will be recovered through = sale transaction rather than through the continuing use. This condition is
regarded as met only when the sale is highly probable and the asset or disposal group is available for immediate
sale in its present condition. Management must be committed to the sale, which should be expected to qualify for
recognition as a completed sale within one year from the date of classification.

Property, plant and equipment once classified as held for sale are not depreciated/amortized.

In the statement of comprehensive income of the reporting period, and of the comparable period of the previous
year, incomes and expeases from discontinued operations are reported separate from normal income and expenses
down to the level of profit after taxes, even when the Company retains a non-controlling interest in the subsidiary
after the sale. The resulting profit or loss (after taxes) is reported separately in the statement of comprehensive
mcome.

Interest bearing loans and borrowings

All loans and borrowings are initially recognized at the fair value of the consideration received less directly
attributable transaction costs.

After initial recognition, interest bearing loans and borrowings are subsequently measured at amortized cost using
the effective interest method,

Gains and losses are recognized in net profit or loss when the liabilities are derecognized as well as through the
amortization process.

Interest relating to qualifying assets is capitalised to that asset. All other interest is expensed as finance costs in the
statement of comprehensive income,

Treasury shares

Own equity instruments which are reacquired (treasury shares) are deducted from equity. No gain or loss is
recognized in profit or loss on the purchase, sale, issue or cancelation of the Company’s own equity instruments,

Deferred income tax

Deferred income tax is provided, using the liability method, on all temporary differences at the reporting date
between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred income tax liabilities are recognized for all taxable temporary differences:

= except where the deferred income tax liability arises from goodwill amortization or the initial recognition of
ar asset or liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss; and

= in respect of taxable temporary differences associated with investments in subsidiaries, associates and
interests in joint ventures, except where the timing of the reversal of the temporary differences can be
controlled and it is probable that the temporary difference will not reverse in the foreseeable future.

Deferred income tax assets are recognized for all deductible temporary differences, carry-forward of unused tax
assets and unused tax losses, to the extent that it is probable that taxable profit will be available against which the
deductible temporary differences, carry-forward of unused tax assets and unused tax losses can be utilized:

® except where the deferred income tax asset relating to the deductible temporary difference arises from the
initial recognition of an asset or liability in 2 transaction that is not 2 business combination and, at the time of
the {ransaction, affects neither the accounting profit nor taxable profit or loss; and

¢ in respect of deductible temporary differences associated with investments in subsidiaries, associates and
interests in joint ventures, deferred tax assets are only recognized to the extent that it is probable that the
temporary differences will reverse in the foreseeable fiuture and taxable profit will be available against which
the temporary difference can be utilized,
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JSC KMK Munai Financial statements

NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2009

3. SUMMIARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Deferred income tax {continued)

The carrying amount of deferred income tax assets is reviewed at each reporting date and reduced to the extent that
it is no longer probable that sufficient taxable profit will be available to aliow all or part of the deferred income tax
asset to be utilized.

Deferred income tax assets and labilities are measured at the tax rates that are expected to apply to the period when
the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been enacted or
substantially enacted at the balance shest date.

Other taxes

Kazakhstan also has various taxes that are assessed on a Company’s activities. These taxes are included as a
component of cost of sales and general and administrative expenses in the statement of comprehensive income.

Trade and other payables

Liabilities for trade and other amounts payable are carried at cost which is the fair value of the consideration to be
paid in the future for goods and services received, whather or not billed to the Company.

Provisions

Provisions are recognized when the Company has a present obligation (legal or constructive) as a result of a past
event, it is probable that an ontflow of resources embodying economic benefits will be required to settle the
obligation and a reliable estimate can be made of the amount of the obligation.,

Abandonmment and Site Restoration (decommissioning)

Provision for decommissioning is recognized in furil, on a discounted basis, at the commencement of oil and natural
gas production. The amount recognized is the present value of the estimated future expenditure determined in
accordance with local conditions and requirements, A corresponding tangible fixed asset of an amount equivalent to
the provision is also created. This asset is subsequently depreciated as part of the capital costs of the production and
transportation facilities on a unit-of-production basis.

Changes in the measurement of an existing decommissioning liability that results from changes in the estimated
timing or amount of the outflow of resources embodying economic benefits required settling the obligation, or
change in the discount rate is reflected as an adjustmeant to the provision and the fixed asset.

The long-term inflation and discount rates used to determine the balance sheet obligation at December 31, 2008
were 5.2% and 7.46%, respectively (2008: 5% and 16%). Movements in the provision for asset retirement
obligations are disclosed in Note 15.

Revenue recognition

Revenue is recognized when it is probable that the economic benefits associated with the transaction will flow to
the Company and the amount of revenue can be reliably measured. Revenue from sale of crude oil is recognized
when delivery has taken place and risks and rewards of ownership of the goods have passed to the customer. Crude
oil shipped but not yet delivered to the customer is recorded as inventory in the reporting date,

Expense recogaition

Expenses are accounted for at the time the actual flow of the related goods or services occur, regardiess of when
cash or its equivalent is paid, and are reported in the financial statements in the period to which they relate.
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JSC KMK Munai Financial statements

NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2000

4. SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES

The preparation of the financial statements in conformity with IFRS Tequires management to make estimates and
assumptions that affect the reported amounts of assels and liabilities and disclosure of contingent asseils and
liabilities at the date of the financial statements and the reported amounts of assets, liabilitics, revenues and
expenses, and the disclosure of contingent assets and liabilities during the reporting period. The most significant
estimates are discussed below:

Oil and gas reserves

The cost of oil and gas properties is amortized at the field level using the unit-of-production method using proved
developed reserves. Unit of production rates are based on oil and gas reserves estimated to be recoverable from
existing facilities based on expected terms of the respective production agreements. The Company’s reserve
estimates include only crude oil and natural gas which management believes can be reasonably produced within the
expected terms of the respective production agreements., The Company uses reserve estimates provided by
internationally recognized petroleum engineers to assess the oil and gas reserves of its cilfields. In interim periods
between extemal evaluations, the Company uses its in house petroleum engineers to estimate 1o asses the oil and
gas reserves of it oil fields.

Proved oil and gas reserves cannot be measured exactly, Reserves estimates are based on many factors related to
reservoir performance that requires evaluation by the engineers interpreting the available data, as well as price and
other economic factors. The reliability of these estimates at any point in time depends on both the quality and
quantity of the technical and economic data, and the production performance of the reservoirs as well as
engineering judgment. Consequently, reserve estimates are subject to revision as additional data become available
during the producing life of reservoir.

When a commercial reservoir is discovered, proved reserves are initially determnined based on limited data from the
first well or wells. Subsequent data may better define the cxtent of the reservoir and additional production
performance, well tests and engineering studies will likely improve the relizbility of the reserve estimate. The
evolution of technology may also result in the application of improved recovery techniques such as supplemental or
enhanced recovery projects, or both, which bave the potential to increase the reserves beyond those envisioned
during the early years of reservoir’s producing life.

Proved oil and gas are the estimated quantities of crude oil, natural gas and natural gas liquids, which geological
and engineering data demonstrate with reasonable certainty to be recoverable in the future years from known
reservoirs under existing economic and operating conditions, ie., prices and costs as of the date the estimate is
made. Prices include consideration of changes in existing prices provided only by contractual arrangements, but not
on escalations based npon future conditions. Proved developed reserves are those reserves, which can be expected
to be recovered through existing wells with existing equipment and operating methods. Proved undeveloped
reserves are those reserves, which are expected to be recovered from new wells on undrilled acreages or from
existing wells where relatively major expenditure is required.

When determining cil and gas reserves, assumptions that where valid at the time of estimation may change when
new information becomes available. Any changes could affect prospective depreciation and depletion rates and
assets carrying values.

The calculation of the units of production rate of depreciation and depletion could be impacted to the extent that
actual production in the firture is different from current forecast production based on proved developed mineral
reserves, which would generally arise as a result of significant changes in any of factors or assumptions used in
estimating oil reserves.

These factors could include:
. Changes to proved developed oil reserves;
. The grade of oil reserves varying significantly from time to time;

. Differences between actual commedity prices and commodity price assumptions used in the estimation of oil
reserves;

® Unforeseen operational issues at oil fields; and

® Changes in capital, operating oil producing, processing and reclamation costs, discounts rates and foreign
exchange rates possibly adversely affecting the economic viability of oil reserves.
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NOTES TO THE FINANCIAL STATEMENTS {continued)
For the year ended December 31, 2009

4, SIGNIFICANT ACCOUNTING JUDGMENTS AND ESTIMATES {continued}
Oil and gas reserves (continued)

The majority of other property, plant and equipment are depreciated on straight line basis over their useful
cconomic lives, Management reviews the appropriateness of assets useful economic lives at least annually; any
changes could affect prospective depreciation and depletion rates and asset carrying values.

Abandonment and Site Restoration (decommissioning)

The Company estimates future dismantlement and site restoration cost for oil and gas properties with reference to
the estimates provided from either internal or external engineers after taking into consideration the anticipated
method of dismantlement and the extent of site restoration required in accordance with current legislation and
industry practice. The amount of the obligation is the present value of the estimated expenditures expected to be
required to settle the obligation adjusted for expected inflation and discounted using average long-term risk-free
interest rates for emerging market sovereign debt adjusted for risks specific to the Kazakhstan market. The
Company reviews site restoration provisions at each balance sheet date and adjusts it to reflect the current best
estimate in accordance with IFRIC I “Changes in Existing Decommissicning, Restoration and Similar Liabilities”,

Allowances

The Company makes allowances for doubtful accounts receivable, advances paid and other assets. In estimating
doubtfil accounts historical and anticipated customer performance are considered. Changes in the economy,
industry, or specific customer conditions may require adjustments to the allowance for doubtful accounts recorded
in the financial statements. As of 31 December 2009 and 31 December 2008 allowances for doubtful accounts have
been created for the amount of 165,285 thousand Tenge and 18,038 thousand Tenge, respectively (Notes 10, 17
and 22).

Deferred tax assets

Deferred tax assets are recognized for all provisions for doubtful debts, allowances for slow-moving inventories 2nd
other liabilities to the extent that it is probable that taxable temporary differences and business nature of such
expenses will be proved, as well as on the successful implementation of tax planning strategies, The amount of
recognized deferred tax assets as of 31 December 2009 was 33,881 thousand Tenge (deferred tax labilities as of 31
December 2008 was 89,035 thousand Tenge) (Note 25).

Tax Provisions

In assessing tax risks, management considers to be probable obligations the known areas of tax positions which the
Company would not appeal or does not believe it could successfully appeal, if assessed by tax authorities, Such
determinations inherently involve significant judgment and are subject to change as a result of changes in tax laws
and regulations, amendments to the taxation terms of the Company, the determination of expected outcomes from
pending tax proceedings and current outcome of ongoing compliance andits by tax authorities.

Significant management judgment is required to estimate the amount the Company may be kable for and the
amount is subject o change depending on the outcome of the legal proceedings.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year eaded December 31, 2009

5. DISPOSAL GROUP

On December 23, 2008 the previous sharcholder of the Company made 2 decision to separate the subsoil use
contract on North Karpovskiy field (“North Karpovskiy™) and all related assets and liabilities (the portion of its
borrowings from Kazkommertsbank directly associated with the North Karpovskiy contract) to North Karpovskiy
JSC. The disposal was completed on June 4, 2009:

Properdy, plant and equipment 4,889,038
Taxes recoverable 165,154
Cther cumrent assets 5,926
Borrowings {4.030,778)
Gther cument liabilities {30,261)
Carrying amount of net assefs disposed 959,079

In copsideration for the disposal the Company acquired 45,437 of own common shares held by Lancaster Energy
PTE L1d. and transferred to North Karpovskiy JSC the portion of its borrowings from Kazkommertsbank not
asscciated with the North Karpovskiy contract . Disposal consideration was as follows:

Fair value of transferred liability 1,474,345
Nominal value of treasury shares acquired 45,437
Total consideration 1,519,782

The Company has recognized a gain on disposal of 520,703 thousand Tenge.
The results of North Karpovsky for the pericd from January 1, 2009 till the disposal date are as follows:

General and administrative expenses (28,852)
Other cperating income 1864
Foreign exchange loss {796,346)
Income tax benefit 185,154
Loss from discontinued operations, net of tax 660,920

The net cash flows incurred by North Karpovsky for the period from January 1, 2009 till the disposal date are as
follows:

Operating {297)
Financing 287
Net cash flows s
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NOTES TO THE FINANCIAL STATEMENTS (continued)

For the vear ended December 31, 2009

Financial statements

6. PROPERTY, PLANT AND EQUIPMENT
The movement on property, plant, and equipment for the years ended December 3 1, 2009 and 2008 was as follows:

Machine- Construc-
Oll and gas Buildings and ry and Other tlonin
properties constructions eguipment Vehicles assels progress Total
Cost
31-Dec07 3,672,648 263,384 56,665 478,137 88,918 6,893,071 11,458,829
Additions 42,883 12,114 28,748 37,507 10,439 2,455,863 2,588,655
Transferto
Disposal
group {5.272) - {2,184) (7.359) {859} (4,623,008} (4,638,682)
Transfers 1,862,748 - 3,840 - 3,221 (1,888.810) -
isposals 94,630 146,081 10,506 43,314 40.246) (1,078.006) {1,418.783)
31-Dec-08 5478376 135,427 77,684 459,971 61,471 1,777,110 7,890,018
Additions 557,342 - - -~ - 205,889 763,211
Transfers 454,521 5,348 4,664 - 5977 {470,510) -
Transferto
Intangibles - - - - - {14.070) (14,070)
Disposals {54,062} - {1,347} (24,193) {5,210} {76,401} {161,213)
31-Dec-09 6,436,177 140,778 80,981 435,778 52,238 1,421,988 8,577,947
Accumulated
depreciation
and
impairment:
31-Dec-07 {1.588,392) {26,557) {18,327) {219,067) (24,566} ~  {1,876,808)
Charge {504,453) (9,773) {22,361) {56,080) (12.510) - {605,187)
Transfer to
disposal
group 140 — 833 5,894 158 - 7,028
Disposals 1,585 10,185 B.411 17,773 15,373 — 53,297
31-Dec-08 {2.091,150) {28,145) (31,444) {251,490} (21,544} - (2,421,773}
Charge {723,191) {7.833) {15,337) {51,599) {8,148} - (808,112)
Disposals 34,604 - 734 22,407 2,288 = 60,033
Impairment — - o = e {29,359} {28,358)
31-Dec-038 {2,779,737) {33,984) {46,047} {280,682) {27,402} {29,359}  (3,197,211)
Net book =
value:
31-Dec-08 3,387,226 109,282 46,220 208,481 38,927 1,777,110 5,568,246
31-Dec-09 3,656,440 106,791 34,834 155,086 34,836 1,392,638 5,380,736

As at December 31, 2008 the Company pledged the property, plant and equipment with net book value of KZT
1,234,059 thousand to secure borrowings. No such collateral occurred as at December 31, 2009.

During 2009 the Company capitalized borrowing costs of KZT 265,275 thousand related to the capital expenditures
of North Karpovskiy field (2008: KZT 490,445 thousand), The weighted average rate used to determine the amount
of borrowing costs eligible for capitalization was 16% (2008: 16%).

Write-off of dry exploratory wells and other exploration costs during the period amounted to KZT 93,435 thousand

(2008: KZT 1,078,347 thousand).
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2609

p £ CTHER NON-CURRENT ASSETS
As at December 31, other non-current assets consisted of the following:

2008 2008

Production spare paris 236,410 220,158
Technological crude cil 50,125 235,644
Advances to vendors for property, plant and equipment, net 36,123 35,213
322,653 491,015

As at December 31, 2009 technological crude oil represents oil in MunaiTas and KTO pipelines (2008: CPC and
KTO pipelines}.

Advances to vendors represent advances given for capital construction works.

8. INVENTORIES
As at December 31, inventories comprised:

2009 2008
Spare parls 287,247 271,555
Crude off 25,586 101,505
Fusl 16,291 18,100
Construction materials 3,382 2,085
Cther materials 53,751 82,839
Total inventory 386,257 476,084
Less: provision for obsolescence and impairment {34,883} {34,883)
Total Inventory net of provisions 331,374 441,201

No inventory was pledged as at December 31, 2009 and 2008 against bank loans.
The movements io cbsolescence and impairment provision for the years ended December 31, were as follows:

2009 2008

Provision as at January 1 34,883 73,447
Reverse - (44,111)
Additional provision for the year - 5,547
Provislon as at December 31 34,883 34,883
o, TRADE RECEIVABLES
Trade and other receivables comprised the following at December 31:
in thousands of Yenge 2008 2008
Trade receivables in US dollars 479,881 -
Trade receivables in Tenge - 128

479,881 129

As at December 31, the aging analysis of trade and other receivables, except for related party receivable, is as
foliows:

Past due, but not impaired

Neither past

dus nor
impaired (0 - 30-180 180-270 270days~1
In thousands of Tenge Total 30 days) days days year
2008 129 - 128 - =
2008 479,881 479,881 - - -
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NOTES TO THE FINANCIAL STATEMENTS (continued)

For the year ended December 31, 2009

Financial statemenis

S. TRADE RECEIVABLES (continued)

Trade receivables are interest free and normally receivable within 30 days. All trade receivables are current as at
December 31, 2009 and 2008 and represent amounts due from sales of crude oil.

As at December 31, 2009 trade receivables denominated in US dollars include 479,881 thousand Tenge due from

Titan Oil Trading GmbH for December 2009 crude oil sales.

19. ADVANCES PAID
As at December 31, advances paid comprised:

2008 _20c8
Advances for raw materials 168,082 170,217
Advances for services 93,725 127.424
_Less: provision for non-performance {123,876} {9.672)
135,841 287,869
Movements in the provision for non-performance were as follows:
ia thousands of Tenge 2003 2008
Provisien as at January 1 9,872 8,872
Charge 120,204 -
Provision as at December 31 128,876 9.672
11. OTHER CURRENT ASSETS
As at December 31, other current assets comprised:
2009 2008
VAT recoverable 216,148 491,036
Receivable from North Karpovskiy 145,008 -
Properly {ax prepaid 4,667 15,148
Customs duty prepaid 4,025 81,815
Other 55,604 44 573
Less: Provision for non-recoverabie VAT and other
receivables {45,081) -
380,371 632,572

As at December 31, 2009 and 2008 VAT recoverable consists of Tenge denominated VAT paid on local services

provided and goods supplied by Kazakhstani suppliers.

12. BANK DEPOSITS

Bank deposits represent short-term deposits with original maturities greater than 3 months. The deposits with banks
as at December 31, 2009 and 2008 had an interest rate of 1% and 6.5%, respectively. All deposits were

denominated in Tenge,

13. CASH AND CASH EQUIVALENTS

As at December 31, cash and cash equivalents comprised the following:

2009 2008

US doilar bank account 1,119,256 187,521
EUR bank account 2,099 -
KZT bank account 1,493 1379
Cash on hand 87 29
1,122,935 188,929

As at December 31, 2009 and 2008 current accounts with banks were interest free.
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NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2009

14. EQUITY

At December 31, 2009 the Company’s authorized, issued and paid-in share capital comprised 1,304,563 common
shares with a par value of 1,000 Tenge per share (2008: 1,350,000 common shares).

At December 31, 2009 treasury shares comprise 150,000 own shares purchased back from KKM Holding JSC in
December 2005 and 45,437 common shares acquired in consideration for disposal of North Karpovskiy in April
2009 (Note 5).

Following is a list of shareholders:

2008 2008

Number of Number of
Share Shares Share Shares

Yukon Energy Holding S.A. 87% 1,304,563
Lancasier Energy Pie. Lid. - = 89.5% 1,342,500
Oman CPC Company - - 0.5% 7,500
Treasury shares 13% 195,437 10% 150,000
100% 1,500,000 100% 1.500.000

In 2008 the Company declared dividends of KZT 1,199,972 thousand for 2007 and KZT 384,750 thousand for first
kalf of 2008. No dividends were declared in 2009.
i15. ABANDONMENT AND SITE RESTORATION LIABILITY

The abandonment and sile restoration liability has been recorded in the financial statements to reflect the cost of
restoring well sites to their original condition. The cost has been estimated based on management’s best estimates
and available historical data.

The movements in the abandonment and site restoration liability for the years ended December 31, were as follows:

2003 2008
Abandonment and site restoration liability as at January 1 189,848 241,048
Unwinding of discount {Note 24) 13,816 20,985
Revision of estimates 571,780 (7.023}
Disposal to Narth Karpovskyi {Note 5} {4,652) -
Used during the year {14.437) {77,685)
Additional provision for the year = 12,523
Abandonment and site restoration liability as at December 31 756,355 183,848

During 2009 the Company adopted site restoration program for Kokzhide field and revised its abandonment and
restoration Hability,

As Kazakh laws and regulations concerning environmental assessments and cleanups evolve, the Company may
incur future costs the amount of which is currently indeterminable, Such costs, when known, will be provided for as
new information, legislation and estimates evolve,

16. SHORT-TERM FINANCIAL OBLIGATIONS AND INTEREST-BEARING LOANS

At December 31, interest-bearing foans comprised:

Original Dafeof Maturity Frequency of
Currency  Issue Date Interest rate payments 2009 2008
till March 3,

2008 - 14%: interest - monthly;
July, April, fram March 3, principal - at

KazKommerisBank usb 2006 2003 2008 -18% mnaturity - 3,810,797
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16. SHORT-TERM FINANCIAL OBLIGATIONS AND INTEREST-BEARING LOANS (continned)

Kazkommertsbank

On July 17, 2006 the Company opened a credit line of USD 80,000 thousand with Kazkommertsbank for two years.
Usnder this credit line Kazkommertsbank provided a number of short-term and long-term loans to the Company for
capital investments and to replenish its working capital. Original interest on the loans was 10.7% per anmum.
Interest rate was increased by the bank in March 2008 from 14% to 16%. As at December 31, 2008 the Company

pledged the movable and real property and right for subsurface usage on North Karpovskiy for the total amount of
KXZT 1,234,059 thousand.

On Jume 4, 2009 along with disposal of North Karpovskiy, the Company disposed portion of liabilities to
Kazkommetrsbank in the amount of KKZT 1,474,345 thousand North Karpovsky JSC (Note 5). The remaining
portion of liabilities to Kazkommertsbank was transferred to Lancaster Energy PTE Ltd., a previous shareholder,
prior to sales of the Company out of the previous shareholder’s group. Accordingly, as of December 31, 2009 the
Company’s liability to Lancaster Energy PTE Ltd. totalled to KKZT 1,261,919 thousand. Amount due to Lancaster
Energy PTE Ltd. Was fully repaid in 2010 (Note 33).

17. TRADE PAYABLES
Trade payables comprised the following at December 31:

in thousands of Tenge 2008 2008
Due to third parties 128,831 601,333
Due to related pariies 1,548 -

130,377 601,333

Trade payables are mainly due for repair and maintenance services. Accounts payable are non-interest bearing,
normally settled on 30-day terms and denominated in Tenge.

18. OTHER TAXES PAYABLE

2003 2008
Rent tax 284,682 -
Mineral extraction tax 79,038 -
Other Taxes payable 7,731 384
371,449 384

1. OTHER CURRENT LIABILITIES
2069 2008
Accounis payable reserve €6,589 -
Accrued vacation reserve 48,750 18,080
Dividends payzable 8,249 7.529
_Other 6,678 44331
101,276 £9,850
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20. COST OF SALES
The composition of cost of sales for the years ended December 31, was as follows:

2009 2008
Depreciation and amortization 770,202 568,348
Salaries and related cosis 388,088 546,672
Mineral extraction tax 281,301 -
Repair and maintenance 85,603 55,469
Services 67,982 163,138
Fuel and electricity 66,987 72,333
Security 66,186 204,276
Taxes and fees 61,117 32,602
Materials 47,178 48,685
Royalty - 231,622
Transportation expenses - 16,845
Other 108,031 185,191
Total 1,962,675 2,124,581
Change in work in progress, finished goods and technological cil:
Work in progress, finished goods and technological oil at 1 January 320,171 196,976
Work in progress, finished goods and technological oil at 31 December {75,711} {337,149)
Net changes in work in progress and finished goods 244,450 {140,173}
Total cost of sales 2,207,135 1.884.408

21. GEOLOGICAL AND GEOPHYSICAL EXPENSES

Geological and geophysical expenses for the year ended December 31, were divided between fields as foliows:

2009 2008

Kumsai field 32,352 -
Mortuk field 10,178 2,400
Kokzhide field 7,237 87.894
48,767 80,294

Geglogical and geophysical expenses for the years ended December 31, 2009 and 2008 represent costs related to

exploration, except for seismic works and drilling,

22. GENERAL AND ADMINISTRATIVE EXPENSES

The compasition of general and administrative expenses for the year ended December 31, was as follows:

2009 2008
Salaries and relaied costs 306,217 520,142
Provision charge 165,285 18,038
Operating taxes 86,186 34,979
Charity 67,951 4,469
Professional services 64,285 333,011
Depreciation and amoriization 47,259 46,211
Business trips 32,564 43,852
Impairment reserve 29,358 -
Communication 26,368 44 974
Operational expenses 21,792 21,500
Rent and office maintenance 15,088 74,482
Bank commissions 43,032 30,117
Fines and penaities 12,233 31,604
Training 7.968 22,315
Insurance 813 51,847
Reverse of provision for inventory obsclescence - (38,564}
Other expenses 41,902 144,438
Total 938,303 1,383,515
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23. SELLING EXPENSES
The composition of selling expenses for the year ended December 31, was as follows:

2008 2008
Rent tax 775,107 -
Transportation 678,214 725,857
Custom duties 78,057 625,532
Salaries and related expenses 18,582 8,871
Other expenses 17.481 6528
Total 1,568,431 1,366,888

Traosportation expenses in 2009 represent costs related to transportation of oil through the pipelines, which is
owned by MunaiTas JSC and KazTransOil JSC that provide oil pipeline transportation services thronghout
Kezakhstan, In March 2009 the Company ceased use of the Caspian Pipeline Consortium {(“CPC™) pipeline system
following the sale by Oman CPC of its interest in the Company.

Starting from January 1, 2009 export custom duties were cancelled and rent tax was introduced. Custom duties
incurred in 2009 represent custom charges paid in January 2009 for crude oil sold in late 2008.

24. FINANCE INCOME AND COSTS
The composition of finance income / (costs) for the year ended December 31, was as follows:

2008 2008
Finance income
Interest income 15 3,328
15 3,326
Finance costs
Interest expenses — bank loans {315,782) (440,436)
Interest expenses — advance payments from customers - (32,618)
Unwinding of discount — asset refirement obligation (Note 15) {13,816} {20,985)
{328,598) {484,038)

In 2008 interest on advance payments from customers mostly represents interest charged on the advance from
KazMunayGas Trade House, a subsidiary of National Company “KazMunayGas”. The Company sells oil to its
major customers KazMunayGas Trade House on a prepayment basis. According fo the contract the Company is
obliged to pay interest for prepayment from the date of payment il the bill of lading date in amount of
LIBOR+2.5%.

25. INCOME TAXES

The Company is subject to income tax of 20% on taxable profit as determined under the laws of the Republic of
Kazakhstan. Income tax expense consisted of the fallowing for the year ended December 31:

2009 2008

Corporate income tax 324,576 461,946
Excess profit tax {981,448} 440,376
Current income tax (benefit} / expense {659,872} 802,322
Corporate income tax {122,916} 150,051
_Excess profit tax - 46,278
Deferred income tax {benefit) ] expense {122,916} 196,327
Income tax (benefit} / expense {782,788) 1,088,648

25



JSC KMK Munai Financial statements

NOTES TO THE FINANCIAL STATEMENTS (continued)
For the year ended December 31, 2008

25. INCOME TAXES (continued)

A reconciliation of the income tax expensc applicable to profit before income tax at the statutory income tax rate
against current income tax expense was as follows for the year ended December 31:

2008 2008
Accounting (loss} / profit before income tax 383,532 1,657,871
Corporate income tax expense at statutory rate 76,706 497,361
Excess profit tax {881,448} 348,153
Foreign exchange loss of North Karpovskiy 160,056 -
Effect of change in income tax rate 47,088 (21,049)
Cther nen-temporary differences _ {85,181} 274,184
Income tax (benefit} / expense reported in the
accompanying financial statements {782,788) 1,088,648

In November 2009 the Government of the Republic of Kazakhstan passed the legislation deferring the initially
adopted gradual reduction of CIT rates in 2010 and 2011 down to 17.5% and 15%, respectively, According to the
amendments introduced CIT rates will be reduced to 17.5% in 2013 and to 15% in 2014 onwards. The above
legislation also deferred the initially adopted increase of the mineral extraction tax rates by 1% in 2010 and another
1% in 2011. As a result, the 2009 rates will remain in force through 2012, while the increase will take place in 2013
and 2014, respectively. The impact of the changes in the corporate income tax rate resulted in an increase in the
deferred tax asset in the amount 0f 47,089 thousand Tenge.

Deferred tax balances calculated by applying the statutory tax rates in effect at the respective balance shest dates
plus the estimated excess profit tax rates the Company is expected to incur against temporary differences between
the tax basis of assets and liabilities and the amounts reported in the financial statenents, consisted of the following
at December 31:

2008 __ 2008
Deferred tax assets:
Losses camied forward 60,028 89,854
Accrued expenses 158,372 45,958
Inventory 8,877 7.577
225,385 143,330
Deferred tax lizhilities:
Property, plant and equipment {186,387) (209,021)
Deferred expenses {5,117) {14,409)
Disposal group assets (Note 5} - {18,179)
Intangible assais - {8,925}
{191,504) {250,604)
Net deferred tax asset / {liabllity) 33,881 (107.214)

As at December 31, 2009 losses carried forward amounted to 300,144 thousand Tenge according to Tax Inspection
#616 dated December 4, 2009.

In 2009 the Company signed with the Ministry of Energy and Mineral Resources the Addendum No.8 that applies
the excess profit tax computation methodology which is close to the methodology of excess profit tax calculation as
stipulated in the Tax Code effective 1 January 2000, retrospectively starting from the date of signing the Kolzhide
subsurface agreement dated 30 December 1596.

Management concluded that submitted excess profit tax computation methodology provided best available estimate
of the Company’s excess profit tax Lability at the reporting date, and, therefore, during 2009 the Company reduced
total excess profit tax liability for years 1997-2008 recognised in 2007 and 2008 financial statements in the amount
of 666,677 thousand Tenge and 440,376 thousand Tenge, respectively and increased by 22,117 thousand Tenge and
63,769 thousand Tenge for 2006 and 2004, respectively. As a result, the Company recorded decrease in excess
profit tax liability of 981,448 thousand Tenge (after excluding excess profit tax penalty in the amount of 39,720
thousand Tenge) as excess profit tax credit during 2009. As at December 31, 2009 the Company had excess profit
tax recoverable in the amount of 541,071 thousand Tenge. The Company plans to resubmit excess profit tax returns
for years 1997-2008 in 2010.

At 31 December 2609, the Company recognized deferred income tax benefit in the amount of 122,816 thousand
Tenge, which represents the difference arising from net deferred tax asset of 33,881 thousand Tenge in 2009 and
net deferred tax liability of 107,214 thousand Tenge in 2008, except for the effect of defemred tax liability related to
Disposal group in the amount of 18,179 thousand Tenge.
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26. BASIC EARNINGS PER SHARE

Eamings per share is calculated by dividing the net income attributable to ordinary shareholders by the weighted
average number of ordinary shares in issue during the period, excluding the average number of ordinary shares
purchased by the Company and held as treasury shares (Note 14).

The following reflects the income and share data used in the basic eamnings per share computation:

2008 2008
Weighted average number of ordinary shares ouistanding 1,323,858 1,350,000
Profit for the year atfributable to equity holders 505,400 558,222
Basic eamings per share, KZT 382 414

27. RELATED PARTY TRANSACTIONS

Related parties may enter into transactions which unrelated parties might not, and transactions between related
partics may not be effected on the same terms, conditions and amounts as transactions between unrelated parties,

Balances and transactions with related parties of the Company as at and for the year ended December 31, 2009 and
2008 consisted of the following:

Revenues
Nzture of Transactions 2008 2008
Lancaster Sroup Kazakhstan Sale of equipment - 155,435
— 185,435
Expenses
Nature of Transactions 2008 2008
Consulting services and cost
Lancaster Group Kazakhstan of equipment sold - 316,880
- 316,880
Trade and other receivables
Nature of Transactions 2008 2008

interest free, consuiting fee
and sales of property, plant

Lancaster Group Kazakhstan and equipment - 1.605,664
LFK Arian Interest free loan - 12,380
Syrymbet Interest free loan - 151,000
Mr. Kanivev {Sharsholder) Interest free loan - 24,000
- 1,793,044

Accounts payable
Nature of Transactions 2089 2008
Oman CPC Compaay Dividends / Transportation = 7,529
- 7.528

Accounts receivable are unsecured, interest free with no fixed terms of repayment.

Accounts payable are interest free and normally payable within 30 days.

Compensation to key management personnel

Key management personnel totaled 5 and 4 persons as at December 31, 2009 and 2008. Total compensation to key
management personnel included in personnel costs in the accompanying statement of income amounted to KZT
79,054 thousand and KZT 66,522 thousend for the years ended December 31, 2009 and December 31, 2008,
respectively. Compensation to key management personnel consists of contractual salary.
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28. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES

The Company, in connection with its activities, is exposed to various financial risks associated with its financial

instruments. Financial instruments are comprised primarily of cash and cash equivalents, trade receivables, other

receivables, accounts payable and loans.

Interest rate risk

The Company’s interest rate risk relates to interest payable associated with its loans, The Company does not enter
into any hedging instruments to mitigate any potential risk, as management does not believe the interest rate risk
associated with the loan obligation is significant. The interest rates on the loans are fixed subject to variation at the
discretion of the bank in the event the bank’s cost of capital changes. All loans were settled in 2009,

Liguidity risks
Liguidity risk arises from the possibility that customers may not be able to settle cbligations to the Company within

the normal terms of trade. To manage this risk the Company enters into prepayment contracts with the majority of
its customers.

Cash flow requirements are monitored on a regular basis and management ensures that sufficient funds are
available to meet any commitments as they arise. The management of the Company believes that any possibie
fluctuations of future cash flows associated with a monetary financial instrument will not have a material impact on
the Company’s operations.

The table below summarizes the maturity profile of the Company's Snancial liabilities at December 31, 2009 and
2008 based on contractual undiscounted payments:

On Less than 312 more than
December 31, 2603 demand 3 months months  4-5 years 5 years Total
Shori-term financial
obligations - - 1,261,818 - - 1,261,918
Trade and other
payables 114,815 3,345 3,218 8,997 - 430,376
414,815 3,345 1,265,138 8,987 = 1,382,285
On Less than 3-12 more than s
December 31, 2008 demand 3 months months  1-5 years yesrs Taotal
Interest-bearing loans 18,188 152,432 3,861,608 = - 4,033,228
Interest-bearing loans
on disposzt group 24,678 129,562 3,282,238 - - 3,436,478
Trade and other
payables 41,081 £08,862 - - - 649,943
84.847 880,856 7,143,845 - - 8,119,649
Commodity price risk

The Company is exposed to commodity price risk, since oil prices are determined by world market. The Company
does not hedge this risk.
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28. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (continued)

Credit risks
Credit risks or the risk of counterparties defaulting, is controlled by the application of credit approvals, limits and
monitoring procedures. The extent of the Company’s credit exposure is represented by the balance of accounts

receivable. While the Company may be subject to losses up to the contract value of the instruments in the event of
non-performance by its counterparts, it does not expect such losses to occur.

Short-term deposits
Rating _
Banks Location 2063 20c8 2008 2008
DiNot B+Waich
BTA Bank JSC Kazakhstan cbserved developing 485 713
Kazkommerisbank JSC Kazakhsian BiNegative BBiNegative/8 - 152
Kazkommerisbank JSC Kazakhstan B/Negative BB/Negative/8 - 336
435 1.201
Bank accounts
Rating
Banks Location 2008 2008 2009 2008
Kazkommerisbank JSC  Kazakhstan B/Negative BB/Negative/B _ 1,122,848 188,835
4,122,848 188,835

Curreney risk

Currency risk is the risk that the value of financial instruments will fluctuate due to changes in foreign exchange
rates. The Company has transactional currency exposures. Such exposure arises from revenues in US Dollars,
Almost 100% of the Company’s revenue is denominated in the US Dollars, whilst almost none of cost of sales is
denominated in US Dollars.

The following table demonstrates the sensitivity to a reasonably possible change in the US dollar exchange rate,
with all other variables held constant, of the Company’s profit before tax {due to changes in the fair value of
monetary assets and liabilities).

Increase / decrease in
US doflarrate  Effect on profit before lax
+10% 50,802
2008 -15% {76,353}
+40% (2,785,090)
2008 +25% {1,740,681)
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28. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT OBJECTIVES AND
POLICIES (continued)

Fair vaiue of financial instruments

Set out below is a comparison by category of carrying amounts and fair values of all of the Company’s financial
instruments that are carried in the balance sheet:

Carrying amount Fair value

2009 2008 2008 ggua
Financial assets:
Trade and other receivables 479,881 2,767,878 479,881 2,767,878
Cash and cash equivalents and
Bank deposits 1,123,420 180,130 1,123,420 180,130
Financial liabllities:
Short term interest bearing loans - 7,048,848 - 7.049,848
Trade and other payables 130,377 1,134,185 130,377 1,134,185

The fair value of borrowings is based on cash flows discounted using the market interest rates. Fair values of
available-for-sale investments, bank deposits, trade and other receivables, cash and cash equivalents and trade and
other payables approximate their carrying amounts due to their short maturity.

29. COMMITMENTS AND CONTINGENCIES

Commitment under minimal work program

As at December 31, 2009 Company had commitments for 2 minimal work program in an amount of 2,995,744
thousand Tenge (2008: 9,786,514 thousand Tenge).

Contractual commitments

The Company had 162,395 thousand Teage confractual commitments (2008: 155,918 thousand Tenge) as at
December 31, 2009 relating to purchase of ¢il and gas equipment and construction materials.

Social and education commitments

As required by the Contract with the Government, the Company is obliged to spend: (i} 110 thousand Tenge per
annum to finance social infrastructure and (if) 1 percent from the operating expendifures incurred during the year for
education purposes of the citizens of Kazakhstan on an annual basis until the end of the Mortuk, Kokzhide and
Kumsai Contracts,

Legal actions and claims

The Company is subject to various legal proceedings related to business operations, such as property damage
claims. The Company does not believe that pending or threatened claims of these types, individuaily or in
aggregate, are likely to have any material adverse effect on the Company’s financial position or results of
operations.

The Company assesses the likelihood of material liabilities arising from individual circumstances and makes
provision in its financial statements only where it is probable that events giving rise to the liability will occur and
the amount of the liability can be reasonably estimated.

No provision has been made in these financial statements for any of the contingent liabilities mentioned above,
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29. COMMITMENTS AND CONTINGENCIES (continued)

Tax contingencies

Kazakhstan's tax legisiation and regulations are subject to ongoing changes and varying interpretations. Instances
of inconsistent opinions between local, regional and pational tax authorities are not unusual. The current regime of
fines and interest related to reported and discovered violations of Kazakhstan’s tax laws are severe. Fines are
generally 50% of the taxes additionally assessed and interest is assessed at the refinancing rate established by the
National Bank of Kazakhstan multiplied by 2.5. As a result, fines and interest can amount to muléiples of any
assessed taxes.

The Company believes that it has paid or accrued all taxes that are applicable, Where practice conceming tax
application is unclear, the Company has accrued tax liabilities based on management’s best estimate. The
Company’s policy is to accrue contingencies in the accounting period in which a loss is deemed probable and the
amount is reasonably determinable.

Because of the uncertainties associated with the Kazakhstan tax system, the ultimate amount of taxes, fines and
interest, if any, may be in excess of the amount expensed to date and accrued at December 31, 2009. Although, such
amounts are possible and may be material, it is the opinion of Company management that these amounts are either
not probable, not reasonably determinable, or both.

The Company's operations and financial position may be affected by Kazakhstan political developments, including
the application of existing and future Jegislation and tax regulations. The Company does not believe that these
contingencies, s related to its operations, are any more significant than those of similar enterprises in Kazakhstan.

The new tax code, effective since January 1, 2009, have eliminated stability for tax regimes of subsurface use
contracts, that are not approved by the President of Kazakhstan and that are not production sharing agreements
concluded prior to 2009, According to new tax code, the major changes in taxes in the comparison with Foundation
Agreement are:

»  Introduction of new mineral extraction fax instead of royalty, calculated based on annual production and
oil price quotations (Note 20);

*  Introduction of new rent export tax, calculated based on export oil sales and oil price quotations (Note 23);

s  Introduction of new methodology of excess profits tax calculation, where taxable income is taxed at
progressive rates;

s  Corporate income tax rate will be 20% from 2009 to 2012, 17.5% in 2013, and 15% in subsequent years
(Note 25);

*  Social tax reduced to 11% of staff payroll cost less allowable deductions, social insurance will be 4%:

e Value added tax equals to 12%.

As at December 31, 2009 management believes that its interpretation of the relevant legislation is appropriate and
that it is probable that the Company’s tax positions will be sustained.
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29, COMMITMENTS AND CONTINGENCIES (continued)
Tax contingencies (continued)

Transfer Pricing

Under the Kazakhstan transfer pricing law, which was introduced from Januvary 1 2001, transactions between
related parties, intemational trade eperations, and operations with entities, which have tax prefercnces, are subject
to the state control. In case of deviation of transaction price from market price the tax authorities have the right to
adjust taxable items with imposition of additional tax assessments plus fines and interest penalties, The transfer
pricing law lacks detailed guidance as to how these rules should be applied in practice, and determination of the
Company’s tax liabilities within the context of the transfer pricing regulations requires an interpretation of transfer
pricing law.

The Company conducts transactions subject to state transfer pricing control. It is passible, with the evolution of the
interpretation of tax and transfer pricing law in Kazakhstan and the changes in the approach of the Kazakhstan tax

authorities, that such transactions could be challenged in the future, The impact of any such challenge cannot be
estimated; however, it may be significant.

Whilst there is a risk that Kazakhstan tax authorities may challenge the transfer pricing policies applied, the
Company’s management believes that they would be successful in defending any such challenge. Further
management maintains that the extent of any potential claim by tke tax authorities, which may be significant,
cannot be reliably estimated.

Environmental matters

The Company may also be subject to loss contingencies relating to regional environmental claims that may arise
from the past operations of the related felds in which it operates. As Kazakhstani laws and regulations evolve
concerning environmental assessments and site restoration, the Company may incur future costs, the amount of
which is cumently indeterminable due to such factors as, the ultimete determination of responsible parties
associated with these costs and the Government's assessment of respective parties' ability to pay for the costs related
to environmental reclamation. The calculation of abandonment and site restoration is considered in Note 15, It is the
opinion of management that such costs will not have a material effect on the financial condition of the Company
and accordingly no provisions for future environmental claims or penalties are included in the accompanying
financial statcments.

However, depending on any unfavorabie claims or penalties assessed by the Kazakhstani regulatory agencies, it is
possible that the Company’s future results of operations or cash flow could be materially affected in a particular
period.

30. SUBSEQUENT EVENTS

On March 10, 2010, in accordance with the decision of the Scle Sharcholder, Yukon Energy Holding S.A,, the
Company changed its name “Lancaster Petroleum™ JSC to “KMK Munai” JSC.

In April 2010 the Company fully repaid it’s liabilities to the previous sharcholder, Lancaster Energy PTE Ltd (Note
16).

By the date of issuance of these financial statements the Company received 20 million US Dollars from the Sole
Shareholder, Yukon Energy Holding S.A. under the loan agreement dated May 19, 2010. The loan is at call and is
bearing inierest of 8% per annum.

In 2010 the Company paid bonuses to the former management in the amount of 3,855 thousand US Dollars.
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