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LOCAL CONTENT DEVELOPMENT & INTEGRATION PROCESSES

October 31, 2016,
“Local Content Development and Integration
Processes” organized by KAZENERGY As-
sociation jointly with the World Petroleum
Council (WPC) was held in Astana

the expert workshop

The extended meeting was attended by the
representatives of ministries, agencies, na-
tional and international companies, industry
associations etc. Joseph Tot, the President of
the World Petroleum Council, Dzhambulat
Sarsenov, Deputy Chairman of KAZENERGY
Association, Special Advisor to the WPC
President presented their welcome speeches
at the opening ceremony.

The agenda was devoted to the review of the
relevant issues of the local content develop-
ment with analysis of experience of Kazakh-
stan and foreign countries. Special attention
was paid to the problematic issues in this
field and in creating of the competitive market
from the perspective of the national manufac-

turers. What measures are taken to protect
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the national manufacturers in our country
and what is the current situation, taking into
account the accession to the WTO and
EEU? In the part of the legal framework, the
experts discussed — the Subsoil Code, pub-
lic regulation of procurements, technical
regulation, elaboration of standards and
certificates, as well as the themes of em-
ployment, professional skills development,
database use, the tools for the local content
development are considered. Saken Shaki-
rov, Deputy Director of the Subsoil Use
Department of the Ministry of Energy of RK,
noted in his report: "In 2015, Kazakhstan
became the legitimate 162nd member of the
WTO and EEU, having thus strengthened
its positions in the world arena. It is appar-
ent that in terms of the integration process-
es it is impossible to apply measures of
stimulating the domestic producers and
suppliers only by forcing subsoil users to
purchase their goods and services. There-

fore, it is necessary to introduce the alterna-

tive measures to support the domestic pro-
ducers, which in our opinion, should be re-
flected in the Code on Subsoil and Subsoil
Use. In particular, public regulation of pro-
curements of subsoil users, which is an inte-
gral tool for the local content development
and thus not contradicting the WTO’s require-
ments, should be saved and adopted for the
existing realities”. At the interactive panel, the
subsoil users, including one of the leading
companies Tengizchevroil — Tengiz field
operator - shared their opinions and experi-
ence. According to TCO'’s data, currently for
the local content on the Future Growth Pro-
jects (FGP) and the Wellhead Pressure Man-
agement Project (WPMP) were spent 1,3 bn.
USD. Such
Shell and MOL Group have significant liabili-

international corporations as
ties in Kazakhstan. They emphasis the activi-
ty targeted at the Kazakhstani content devel-
opment by building interaction between the
government, oil and gas operators and goods
and services suppliers. In this case, Shell
follows the “Win-Win” strategy. Within this,

training of the local specialists, conducting of



the trainings, courses, orkshops etc. play the

main role for investors.

Over the independence years, the
serious work was performed in the Republic
of Kazakhstan on the local content develop-
ment, however, as per today, the volume of
production and procurement of the local
goods, works and services is insignificant
compared with the imported volumes. Since
2010-2015, the local content share in subsoil
users procurements increased by more than
2,5 times — from 680 billion tenge to 1,8 tril-
lion tenge.

Concerning the oil and gas filed, in order to
achieve the sustainable development, Ka-
zakhstani enterprises should modernize and
increase the efficiency of the existing produc-
tion, transfer technologies, form the compe-
tent staff potential.

Thus, the purpose of the expert workshop is
to analyze the main barriers and to work out
joint recommendations to improve public
policy in the field of the local content develop-
ment.

In this connection, study of the advanced
foreign experience and development of the
international cooperation in this field with the
experts of the member countries of the World
Petroleum Council are of special interest.
KAZENERGY Association investigates the
implementation of recommendations made by
the international and Kazakhstan experts.
The obtained results, conclusions and pro-
posals on the local content improvement
under new conditions will be summarized and
presented within the special session of the
XXII World Petroleum Congress in Istanbul
(Turkey) in 2017.
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KAZENERGY-SPE
BILATERAL MEMORANDUM - BENEFICIAL
COLLABORATION

eatherford

KAZENERGY Association and the
Society of Petroleum Engineers
(SPE) concluded the Memorandum of
Understanding and Cooperation. The
signing ceremony was held within the
framework of the SPE Annual Caspi-
an Technical Conference and Exhibi-
tion in Astana on November 1, 2016

The document identifies the main
aims and objectives of bilateral coop-
eration providing “exchange of tech-
nical information on exploration, de-
velopment and operation of oil and
gas fields, providing specialists with
the opportunity to improve their pro-
fessional skills and knowledge”, as
well as strengthening of the strategic
partnership with industrial companies.

KAZENERGY is an official partner of
the event, which will continue till No-
vember 3 in the Palace of Independ-
ence with participation of the repre-

sentatives of state authorities, nation-
al and international companies, ser-

vice and production enterprises, re-
search institutes, professional organi-
zations. The most relevant issues of
extractive industry, technology and
engineering solutions are discussed
here. In particular, panel session

“Adding Reserves” moderated by Ar-

man Satimov, Advisor to the Chair-
man of KAZENERGY Association,
was devoted to the themes of ul-
tradeep exploration, enhanced oil re-
covery methods, new business mod-
els.

“Participation in the SPE Caspian
technical conference and exhibition

Platinum Sponsor

xonVic

\ Bronze Sponsor

BRITISF“

helps KAZENERGY Association to
achieve the established aims, to re-
solve technical problems in the field
of hydrocarbons exploration and pro-
duction at the regional level. In addi-
tion, SPE will further develop oil and
gas industry and economy in the Cas-
pian region”, Bolat Akchulakov,

General Director of KAZENERGY,
says in his welcome speech.

Supg
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On October 18 current year, the 7th
Sustainable Energy Forum of UNECE
was held in Baku (Republic of Azer-
baijan) with support of five UN region-
al commissions

Kazakhstan delegation headed by
Magzum Mirzagaliyev, Vice Minister
of Energy of RK, participated in the
forum. KAZENERGY Association was
represented by Bolat Akchulakov,
General Director, and Ramazan
Zhampiissov, Executive Director of
International cooperation.

Participating in the panel discussion
“High level political dialogue: Further
actions after the 5th and the 6th Fo-
rums: Call for actions of the ministers
of energy”, Bolat Akchulakov noted
the importance of taking into account
the regional aspect in promoting sus-
tainable energy development. And
within this, the initiative of the Presi-
dent N.Nazarbayev on establishment
of the regional Center for “green”
technologies and investment projects
development in the framework of
“EXPO-2017. Future Energy” under
the auspices of UN may have sub-
stantial practical value.

Active discussion, started within the
Forum, was continued within the
range of bilateral meetings. Thus,
during the extensive exchange of
opinions, U.Rusnak, General Secre-
tary of Energy Charter, provided full
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with whom were conducted the same day,
also expressed their interest in participation in
Astana events. The parties discussed the
prospects of cooperation, as well as different
aspects of the extensive program of Ministeri-
al conference and the 8th International Forum
scheduled for June 11-14, 2017 in Astana.

support and participation in the Minis-
terial conference “Solving sustainable
energy tasks” and in the 8th Interna-
tional Forum “Energy for sustainable
development”, which will be held in
Astana within the framework of EX-
PO-2017. The Ministerial conference
in Kazakhstan will be held for the first
time and its importance is very high,
— Mr. Rusnak noted.
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18-21 OCTOBER 2016,

Igor Dydenko, Vice Minister of Ener-
gy and Coal Industry of Ukraine, Na-
tik Aliyev, Minister of Energy of the
Republic of Azerbaijan, and Mahmuz ==
Ahmed Bhatti, Secretary for develop-
ment issues of the Ministry of Water
and Power of Pakistan, negotiations




COMMITTEE OF OIL AND GAS INDUSTRY
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Committee of Oil and Gas Industry
(COGI) of the Presidium of the Ata-
meken National Chamber of Entre-
preneurs of the Republic of Kazakh-
stan held its 19th meeting chaired
by Daniyar Abulgazin with participa-
tion of KAZENERGY Association
and representatives of the compa-
nies

According to the Report on Execu-
tion of Official Instructions of the
COGl, as of today the KAZENERGY
Association has resolved 14 issues
out of the 33. Work is continued in
respect of the export customs duty
and dark oil products. Together with
NCE, the KAZENERGY Association
prepared the Draft Proposals for
Improving State Regulation of the
POL market in the Republic of Ka-
zakhstan. This issue is supposed to
be completed by the end of this
year. Regarding the equipping of the
process facilities of the manufactur-
ers of petroleum products and gas
filling stations with metering devices,
over the last period the Association
held several meetings to discuss the
efforts to launch the pilot projects at
the refineries and delivery terminals.
Adjustments and additions were
made to the technical requirements
for the system of collection, pro-
cessing and transfer of data from
metering devices to the sites. Under
discussion and review are the ap-
proaches to converging with the
international system of reserve cal-
culation. EBRD held a tender to se-
lect the winner for the project of
technical cooperation in
"Development and Introduction of

i
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Subsoil Use Standards". On its
part, KAZENERGY is working inde-
pendently on some issues of the
procedure of the reserve calcula-
tion system, and inclusion in the
national register, based on the ex-
perience of the foreign countries.
Moreover, the participants of the
Committee’s meeting have re-
viewed the current status (results)
of working on the Draft Code "On
Subsoil and Subsoil Use", infor-
mation system of oil metering,
changes in environmental and tax
laws and other conceptually im-
portant aspects. The participants of
the meeting also discussed the
applications of the Association
members related to problems in
taxation and environmental protec-
tion.

RENEWABLES

On October 12 this year, KAZENERGY As-
sociation held the Workshop on renewable
energy sources. The representatives and
experts of the Ministry of Energy of RK,
“Atameken” NCE of RK, different companies
and organizations were invited to the event

During the meeting, the participants dis-
cussed several issues concerning the activi-
ties of green energy field. In particular, the
reports on auctions for renewable energy
were presented with an overview of foreign
experience, as well as the possibilities and
problems of RES integration in the electrici-
ty market and energy system. Presentations
are prepared by Tukenov Anuar Akimzha-
novich, an independent expert, former di-
rector of Electrical energy development cen-
ter of “Kazakhstan Industry Development
Institute” JSC and Deputy Chairman of the
Management Board of “Institute of Electrici-
ty Development and Energy Saving” JSC.
He is the author of 2 books and different
publications.




Astana  held

business forum jointly with the 5th

Kazakh-Hungarian

meeting of the Business Council.
The event was attended by Timur
Zhaksylykov, Vice Minister of Na-
tional Economy of RK, Mikhai Var-
ga, Ministry of National Economy of
Hungary, co-chairmen of Kazakh-
Hungarian Business Council -
Dzhambulat SARSENQV, Honorary
Consul of Hungary in RK, - from

Kazakhstan’s part, and Shandor
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Fashimon — from Hungarian part, as
well as representatives of different

companies and organizations

During the opening of the forum and
the meeting, Dzhambulat Sarsenov
presented his welcome speech and
report, he noted the increasing role
of bilateral relations and importance
of extension of contacts before the
upcoming international
exhibition EXPO-2017

specialized

in Kazakh-

BUSINESS FORUM, BUSINESS COUNCIL MEETINGS

—

stan. “EXPO opens unlimited oppor-
tunities for cooperation. Before this
event, we have time to prepare and

present our business at a decent

level, to share the investment oppor-

tunities and analyze the work rea-

sonability
KAZENERGY noted. In turn, Timur

", - Deputy Chairman of

‘4Zhaksylykov, Vice Minister of Na-

tional Economy of RK, reported the

|
i & N 1fo|lowing figures: in 2015, the vol-
e

"é ume of the foreign trade turnover

between Kazakhstan and Hungary
was 102 min. USD, and by the re-
sults of 8 months of the current year
— about 80 min. USD.

Since 2005, Hungary invested over
100 million USD to Kazakhstan’s
economy.

During the business forum and the
meeting, the range of agreements
and memorandums were signed .
Representatives of business circles
of two countries conducted B2B

meetings.

BILATERAL COOPERATION

On October 11, 2016, the meeting of the
General Director of KAZENERGY Associ-
ation with Claudiu Vrinceanu, State Secre-
tary of the Ministry of Economy, Trade and
Entrepreneurship of Romania, was held.

The issues of the energy sector develop-
ment in the Republic of Kazakhstan, the
investment climate of the two countries, as
well as the prospects of the bilateral coop-
eration development were discussed.

Within this, the Romanian party was in-
formed on the upcoming Ministerial Con-
ference and the 8th International Forum
on sustainable energy under the auspices
of UN regional commissions, as well as
the XI KAZENERGY Eurasian Forum,
which will be held within the International

specialized exhibition EXPO-2017.

The meeting was held within the visit of
Romanian delegation for participation in
the 12th meeting of Kazakh-Romanian
intergovernmental commission on trade-
economic and scientific-technical cooper-
ation.

i SoiSeawe oo




B . Diog
Ecology has became the main

theme of the regular meeting of KA-
ZENERGY Scientific and Technical

Council (STC) chaired by Uzakbay
Karabalin

Representatives of the Ministry of
Energy and the range of companies
familiarized with the presentations of
modern innovative technology de-
velopments on cleanup operation,
sludge processing and recycling of
wastes at production facilities con-
nected with the use of raw hydrocar-
bons.

Specialists of scientific research
enterprises reported on the ways to
eliminate contamination of the envi-
ronment through the liquidation of
industrial wastes due to the use of
soil, ground and water biorecultiva-
tion and biotreatment technology.

In turn, representatives of industrial
companies, in particular
“KazMunayGas” Exploration Pro-
duction” JSC, shared their devel-

OLOGY, TECHNOLOGIES & INNOVATI
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KAZENERGY STC is an interactive
platform for discussing scientific de-
velopments on different areas of oil
and gas field, as well as for the pos-
sibility to build and continue cooper-
ation between the participants —
companies, Association members.

oped experience of utilizing oil con-
taminated soil with the use of energy
accumulating additive based on hu-
mate-containing compositional mate-
rials, as well as with the use of hy-
dromechanic methods and BioBox
technology.

At the same time, during the offshore
well drilling at the Caspian shelf,
NCOC applies cuttings re-injection.

During the meeting, the issues of oil
spills on waters, potential risks of
spills and incidents response in RK
were considered.

WINNERS OF MEPHI FELLOSHIP

AKALJEMUA
POCATOMA

Pursuant to Russian Federation
Education and Science Ministry's
and Rosatom Corporate Acade-
my's (Moscow) initiative KAZEN-
ERGY Association announced a
fellowship program contest for
Kazakh students in February
2016 whose winners would study
at the National Research Nucle-
ar University MEPhI (the MEPHI)
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This project's intention is to
support Kazakh students do-
ing a bachelor degree in phys-
ics, nuclear physics, technical
physics and heat energy.

KAZENERGY's education pro-
gram jointly with technical
higher schools of Kazakhstan
did an initial selection of can-
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didates wishing to study the 7 JIPOIPAMMA ()

. wils KAZEMERGY o
Nuclear Physics Program and & >
receive master's degree at the TEpaeh
MEPHI.

Totally 51 applications were
submitted by students of Ka-
zakhstan technical higher
schools. Based on selection
outcomes 21 students won
the above-mentioned educa-
tion fellowships.
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LABOR NORM-SETTING

In connection with amendments to the Labor Code from 2016 typical labor norms and normatives (standards) shall
be drafted and approved by industry associations of employers. Common and/or inter-industry typical labor norms

and normatives (standards) shall be approved by Atameken NCE upon agreement with representatives of employ-
ees as per the procedure established by the state labor authority (Article 101.7 of the RoK Labor Code).

Pursuant to this provision of the Labor Code the KAZENERGY Association will perform the following activities asso-
ciated with the labor norm-setting:

- approve typical labor norms and normatives in the area of oil/gas and energy drafted by Employer;

- draft research-based labor normatives and organize works on the labor norm-setting, relevant calculations, review
of their quality and revision.

QUALIFICATION FRAMEWORK (IQF) TASKFORCE

From 3 to 7 October 2016 KAZENERGY hosted sessions of the Industry Qualification Framework (IQF) Taskforce
participated by KAZENERGY members and vocational and higher education organizations of Kazakhstan. Session
deliverables include draft IQF descriptions and professional qualification maps for 6 areas: Oil and Gas Exploration;
Drilling of Oil and Gas Wells; Oil and Gas Production; Oil and Gas Transportation; Oil and Gas Processing (including
petrochemistry).Currently the KAZENERGY Association jointly with the RoK Ministry of Energy is working the IQF
alignment taking into consideration comments of KAZENERGY members.
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KULPASH KONYROVA

THE USA RECOMMENDS KAZAKHSTAN TO KEEP A FOOT IN BOTH CAMPS

Below is an interview with Mary
Warlick, US Deputy Assistant Sec-
retary of State for Energy, for
“Atameken” business channel
(http://www.abctv.kz/ru/news/ssha-
predlagaet-kazahstanu-usidet-na-
dvuh-stulyah). She participated in
the national meeting of the Board
of Extractive Industries Transpar-
ency Initiative (EITI), which
brought together all oil and gas
companies operating in Kazakh-
stan. State Department repre-
sentative also met with the heads
of American companies and repre-
sentatives of the Kazakhstan Gov-
ernment.

Mrs. Warlick, is it worth continuing
oil production on such expensive
project like Kashagan with current
low oil prices?

Certainly oil production should be
continued. Firstly, it is still im-
portant for ensuring energy securi-
ty in the world. If you stop oil pro-
duction, there will be the risk that
the global market can face energy
resources shortage. There has to
be some predictability in the medi-
um and long term. That is why |
reiterate that oil production should
be continued even with low oil
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prices. Secondly, the current diffi-
cult situation in the global oil mar-
ket is a good opportunity for the
government of any country to carry
out reforms on efficient use of re-
sources, including oil and gas. We
are talking about measures and
reforms at the state level that would
ensure greater energy efficiency
through adoption of new technolo-
gies and equipment. Thirdly, in the
times of low prices it is important
for any country to use this chance
to transit to clean energy and use
of renewable energy sources in
order to ensure the climate protec-
tion goals that we have set. For
Kazakhstan, which was lucky to
have natural resources it is essen-
tial to see the growth of invest-
ments in solar energy and wind
energy. The International Exhibition
EXPO to be held in Astana next
year makes it possible for Kazakh-
stan and other world countries to
develop and demonstrate new
technologies that will enable socie-
ty to get to a new level of consump-
tion and building of its economy.

Have you met with US Chevron to
discuss another major project -
Tengiz?

Yes. | have met with representatives
of US companies to discuss their
investments in Kazakhstan, in partic-
ular, the FGP project at Tengiz. As
you know American Chevron invest-
ments will be 36 billion US dollars. |
also met with representatives of an-
other US company ExxonMobil and
representatives of the Kazakhstan
Government to discuss the
Kashagan Field Development Pro-
ject.

By the way, the start of Kashagan re
-raises the idea of building the Ka-
zakhstan - Caspian Transportation
System (CCST), which, as we know,
runs through the South Caucasus,
bypassing Russia. Although, the
CPC pipeline (that goes through
Russia) is going to complete the ex-
pansion project and the first
Kashagan oil has already flown into
its pipeline system.

Any large-scale project including
CCST requires certain investments
to be made based on its economic
viability. A decision or “the last word”
is to be said by the companies that
wish to participate in this project. But
we (the USA) always support busi-
nesses seeking alternative routes for
delivery of energy resources to the
global market. We have always sup-
ported and will continue to support
other projects offering new routes for
hydrocarbons delivery to Europe

and other markets. Alternatives al-
ways contribute to the energy securi-
ty and we, as | have stated earlier,
will always support such projects.

In your opinion, will the Trans-
Caspian gas pipeline project, which
could provide the transit of gas from
Central Asia to Europe via the Cas-
pian Sea, as well as the initiative for
construction of the Nabucco gas
pipeline (Azerbaijan-Europe) be im-
plemented? Why Kazakhstan should
take part in these projects?



Gas supply from the Caspian re-
gion to Europe and other global
markets is an important issue. De-
spite the fact that Nabucco is not
actively considered we have sup-
ported the interest of companies to
provide Europe with gas from the
Caspian region. This is why we
are supporting the Project of the
Southern Gas Corridor enabling to
deliver gas from Azerbaijan across
the Caspian Sea to Greece and
other South European countries
and eventually to Italy. We will
continue to support such projects
of the countries that provide diver-
sification of gas routes and offer
new routes, i.e. contribute to the
global energy security.

How would you assess the imple-
mentation of the EITI principles in
Kazakhstan?

Joining the EITI principles is cru-
cial for all oil-producing countries,
not only Kazakhstan, which has
become the follower of this initia-
tive’s principles. What is the bene-
fit? In addition to revenue trans-
parency, the state that has accept-
ed and is implementing the EIT],
decides for itself not only the man-

agement and use of natural re-
sources, but also how the economy
and society will benefit from reve-
nues. It is important to apply the
established rules in practice. As
you find it critical to ensure creation
of favorable business climate for all
businesses, that in turn will provide
new investment inflow, creation of
new projects and new jobs. This is
our main message to the Govern-
ment of Kazakhstan.

In his book "Qil curse: How Petrole-
um Wealth Shapes the Develop-
ment of Nations" Michael Ross,
Professor, University of California,
shares his view that oil importers
with developed democracies can
influence on the establishment of
democracy in the countries with
large oil reserves. Do you agree
with this argument?

If I may, | would not like to com-
ment a question concerning the oil
and gas policy. But | do wish to say
that any country economically de-
pendent on a single resource puts
itself in a difficult position during the
periods of adaptation to changes in
economy. One can cite the exam-
ple of Venezuela and other coun-

tries. We urge the Government to
consider the diversification of the
economy, which is primarily in the
interests of the country itself. From
the perspective of importers there is
an issue of energy security — how
difficult it is to be dependent on the
single source. In particular, if there
are disruptions in supplies due to the
market functioning or politically moti-
vated decisions.
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On October 26, 2016, the VIII National Conference on Extractive Industries Transparency Initiative (EITI) was conducted. This
year the Conference received a high international status since it was held jointly with the 35th Session of EITI International
Board Meeting for the first time ever conducted in the Central Asian region and increasing the interest of the Organization’s
member states. The event was attended by international public organizations, state authorities of RK, deputies of the Mazhilis
of the Parliament of RK, management of KAZENERGY Association and its industry member companies.

In the welcome speech, General Director of KAZENEGY Association Bolat Akchulakov highlighted the progress of the pro-
gram implementation in Kazakhstan, high importance of EITI adoption for businesses and EITI’s favourable impact on the
country’s image and investment attractiveness of the energy industry. Discussions addressed publication of information on

beneficiaries of extractive companies under EITI standard till 2020, EITI implementation at the regional level and review of
the draft Subsoil Code. We should separately note the discussions regarding data on social investments costs and expendi-
tures for training, professional development and re-training of energy industry workers provided by the companies.
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NATIONAL ENERGY REPORT 2015 AVAILABLE TO EVERYONE

Dear friends!

The 2nd issue of the National Energy Report, recently presented by KAZENERGY Association aroused much
interest among the industry specialists, representatives of academia, state structures, students. The Associa-

tion receives a large number of requests on the possibility to purchase this important analytical document.

In this connection, the Executive Committee of KAZENERGY decided to distribute the National Energy Report

free of charge with electronic versions in Russian and English provided on our website www.kazenergy.com

We hope that the report’s materials will be useful and will help to solve scientific and practical tasks for the ben-

efit of our country!
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KAZENERGY
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