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Zhaikmunai L.P. 
(the “Company”)  

  

 
H1 EBITDA UP TO US$ 43.35 MM (+33.10 % YoY)  

  
 

London – September 6, 2010 - Zhaikmunai L.P. (LSE:ZKM) ('Zhaikmunai'), the 
independent oil and gas enterprise operating in northwestern Kazakhstan, today 
announces its half-yearly results for the six months ended 30 June 2010. 

2010 HALF-YEARLY RESULTS SUMMARY  

All figures in US$ millions unless otherwise stated 
 H1 2010 H1 2009 Change 

YoY 
Revenues from oil sales 74.654          44.680 +67.08% 
EBITDA 43.353 32.572 +33.10% 
Net Cash Flow from operating activities     24.672 13.836 +78.32% 
Net Cash Flow used in investing activities (71.316) (24.918)  
Net income 19.577 (20.101)  
Production (bopd) 7,261 7,271 -0.1% 
Debt 381.677 381.677 unch. 
Average Realised oil price (US$ per bbl) 77.85 51.62 +50.81% 
Discount (US$ per bbl) 14.26 15.40 -7.40% 
Weighted average netback (US$ per bbl) 63.59 36.22 +75.57% 
 
Zhaikmunai had a strong first half. All financial figures improved relative to the 
first half of 2009 reflecting a 50.8% increase in the average realised oil price. Oil 
production was practically unchanged. Production of condensate, LPG and dry 
sales gas is expected to commence before year-end, which will result in 
significant production growth. 
 
KEY H1 2010 HIGHLIGHTS 

• EBITDA was US$43.35 million, 33% higher than EBITDA realized in H1 
2009 (US$32.57 million). 

• Net profit was US$19.58 million compared with a loss of US$ 20.10 million 
during the same period last year. 

• Revenues increased to US$74.65 million, a 67% increase relative to the 
revenues realized in H1 2009 (US$44.68 million). 

• Successful test results for two new wells. 
• Completion of Zhaikmunai’s gas treatment facility is expected to occur 

before the end of September 2010  
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FINANCIAL HIGHLIGHTS 

Revenue 

Strong oil prices enabled Zhaikmunai to realize revenue from oil sales of 
US$74.654 million. Revenues were also boosted by a 7.4% decrease in the 
discount for export sales that brought the weighted average netback prices to a 
level that was 75.57% higher compared with the level obtained during the first 
six months of 2009. This discount covers mainly transportation costs. 
Zhaikmunai’s marketing team was able to reduce these costs thanks to a more 
diversified client base and other cost savings.  

Hedging contract 

Zhaikmunai continues to undertake hedging activities. Such hedging is part of 
the Company’s ongoing management of its business risk with the goal of 
protecting the availability of cash flows as provided under the terms of the 
Company’s syndicated loan facility led by BNP Paribas.  
 
The previous hedging contract, with a floor price for Brent crude oil at US$50 per 
bbl and covering a portion of the Company’s oil export sales, expired on June 
30, 2010.  In March 2010 Zhaikmunai entered into a new hedging contract at 
zero cost and covering oil export sales of 4,000 barrels per day running from 
March 2010 through December 2010. Under the new hedging contract the floor 
price for Brent crude oil is fixed at a price of US$60 per bbl. The ceiling price is 
set at a range from US$89.25 per bbl to US$100 per bbl such that Zhaikmunai 
will receive all sales proceeds in excess of US$100 per bbl (*). The 
counterparties to the new hedging contract are BNP Paribas, Natixis and 
Raiffeisen Zentralbank. 
 
On 30 June 2010 this hedging contract had a marked-to-market value of 
US$38,000; this was US$60,000 lower than the value at the beginning of the 
year due to the increase in oil prices. As this hedge does not qualify for hedge 
accounting, all gains and losses are taken directly to profit or loss. 
  

 

 

 

(*) Below US$60 Zhaikmunai will obtain a price of US$60; between US$60 and US$89.25; the Brent 
crude oil price is obtained; between US$89.25 and US$100 the price obtained will be US$89.25; and 
above US$100 the price will be US$89.25 plus the proceeds in excess of US$100. 
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Finance costs & debt 

Finance costs were only US$654,000 in H1 2010 compared with US$3,498,000 
during the same period last year. The reason for this is the full capitalisation of 
interest expenses on borrowings.  

Total interest paid on the outstanding debt of US$381.677 million was 
US$16.458 million compared with US$8.526 million during the first half of 2009. 
In September 2009 the terms of the Company’s loan facility were changed 
bringing the interest rate from a level of Libor plus 3%, 4% and 5% for tranches 
one, two and three, respectively to a level of Libor plus 7% on all the outstanding 
debt.  

The total outstanding principal balance of the liability under the loan facility as at 
30 June 2010 was US$ 381,677 thousand, which is reduced by the amount of 
the facility arrangement fees of US$ 21,860 thousand (31 December 2009: US$ 
381,677 thousand and US$ 25,329 thousand, respectively). The outstanding 
balance is repayable commencing September 30, 2011 in semi-annual 
instalments with the final payment being made on December 31, 2014. These 
figures are subject to further adjustment to reflect any changes to the borrowing 
base amount under the facility. 

Cash 

Zhaikmunai ended the first six months of 2010 with US$95.67 million of cash 
and cash equivalents, of which US$21.486 million is restricted cash. Almost all 
of this cash is held in US Dollar accounts.  

OPERATIONAL HIGHLIGHTS 

  1H 2010 1H 2009 Change  
YoY 

Average daily oil production (bopd) 7,261 7,271 -0.01% 
Oil production (bbl) 1,314,256 1,316,051 -0.01% 
Weighted Average Netback for crude oil sales US$ 63.59/bbl US$ 36.22/bbl  +75.57% 
 

Most of Zhaikmunai’s crude oil was delivered on a FCA (free carrier) Uralsk 
shipment basis and due to the high quality thereof, the discount to the market 
price of Brent crude oil is small. However, Zhaikmunai recently started to sell its 
crude oil on the basis of DAF (delivery at frontier) Solovey/Topoli terms in order 
to reduce its overall transportation costs.  

As at 30 June 2010, inventory comprised 6.6% of the Company’s current assets 
compared to 4.5% as at 30 June 2009. Consequently, the volume of crude oil 
produced by the Company directly affects its revenues. 
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As at the end of the first half of 2010 there were 14 producing wells. 

POST H1 UPDATE 

- On 14 July 2010 Zhaikmunai announced successful test results for two more 
wells. Together with existing production, these wells will provide over 90% of the 
planned capacity of the gas treatment facility. 

- On 25 August 2010, Zhaikmunai announced its first shipment of crude oil 
through the Black Sea port of Feodosia (Ukraine). A total of 233,444 bbl was 
transported by rail to Feodosia on a Free on Board sale (FOB-sale) where it was 
loaded on a tanker. As such the company has successfully tested a new 
destination that it can use for its future crude and condensate production. 

- Construction of the Company’s gas treatment facility remains on schedule. 
Mechanical completion is expected before September 30th. 

 

Kai-Uwe Kessel, Chief Executive Officer, commented: 

“In the first half of 2010 we have continued to focus on completing the gas 
treatment facility. We worked intensively with our contractors - KSS and 
Exterran - to make sure this new milestone for the company will be reached 
before year-end. Our drilling program was focused on drilling the necessary 
wells to feed the plant. Our financial results in the first half were impressive with 
an EBITDA of US$43.35 million thanks to favorable oil prices. In the coming 
weeks we will reach the completion of the gas treatment facility and Zhaikmunai 
will enter into a new growth phase in which we will also produce condensate, 
LPG and dry sales gas.” 

For further information please visit www.zhaikmunai.com. 
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CONFERENCE CALL   
 
Zhaikmunai's management team will give a presentation, followed by a Q&A session for 
analysts and investors on Monday 6 September 2010 at 2 pm GDT (=UK time). 
 
Please confirm your attendance with Zhaikmunai’s Investor Relations Department on +44 1624 
682179 or email on investor_relations@zhaikmunai.com. 
 
Telephone: + 44 (0) 1452 561 263 
Conference ID: 98300876 
  
Teleconference replay until Tuesday 14 September 2010 : 
 
International: + 44 (0) 1452 550 000 (access code: 98300876#) 
UK Free Call: 0800 953 1533 
USA Free Call: 1866 247 422 
 

Further enquiries 

Zhaikmunai LP   
Bert Jordens, Investor Relations Officer 
jordens@zhaikmunai.com                               +44 (0) 1624 68 21 79   
  
Brunswick    
Michael Harrison                                              +44 (0) 20 7404 59 59 
  
About Zhaikmunai 
  
Zhaikmunai is an independent oil and gas enterprise currently engaging in the exploration and 
development and production of oil and gas. It is listed on the London Stock Exchange (Ticker 
symbol: ZKM). Its principal producing asset is the Chinarevskoye Field located in northwestern 
Kazakhstan. Zhaikmunai L.L.P., a wholly-owned subsidiary of Zhaikmunai L.P., holds a 100% 
interest in and is the operator of the Production Sharing Agreement for the Chinarevskoye 
Field.  
  
Forward-Looking Statements  
  
Some of the statements in this document are forward-looking. Forward-looking statements 
include statements regarding the intent, belief and current expectations of Zhaikmunai L.P. or 
its officers with respect to various matters. When used in this document, the words "expects," 
"believes," "anticipates," "plans," "may," "will," "should" and similar expressions, and the 
negatives thereof, are intended to identify forward-looking statements. Such statements are not 
promises or guarantees, and are subject to risks and uncertainties that could cause actual 
outcomes to differ materially from those suggested by any such statements. 
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MANAGEMENT’S	
  DISCUSSION	
  AND	
  ANALYSIS	
  OF	
  FINANCIAL	
  CONDITION	
  AND	
  

RESULTS	
  OF	
  OPERATIONS	
  

The	
   following	
   discussion	
   and	
   analysis	
   should	
   be	
   read	
   together	
   with	
   the	
   unaudited	
  
condensed	
   consolidated	
   financial	
   statements	
   as	
   at	
   and	
   for	
   the	
   six	
   months	
   ended	
   30	
   June	
  
2010,	
   including	
   the	
   accompanying	
   notes.	
   The	
   consolidated	
   financial	
   statements	
   and	
   the	
  
accompanying	
  notes	
  have	
  been	
  prepared	
  in	
  accordance	
  with	
  IFRS.	
  

Overview	
  

Zhaikmunai	
  L.P.	
   is	
   the	
   indirect	
   holding	
   entity	
   of	
   Zhaikmunai,	
   an	
   independent	
   oil	
  
and	
  gas	
  enterprise	
  currently	
  engaging	
  in	
  the	
  exploration,	
  production	
  and	
  sale	
  of	
  crude	
  oil	
  
in	
   northwestern	
   Kazakhstan.	
   Zhaikmunai’s	
   field	
   and	
   Licence	
   area	
   is	
   the	
   Chinarevskoye	
  
Field	
  located	
  in	
  the	
  oil-­‐rich	
  Pre-­‐Caspian	
  Basin.	
  

Since	
   2004,	
   after	
   new	
   management	
   was	
   appointed	
   at	
   Zhaikmunai,	
   the	
   Group’s	
  
sales,	
  expenses	
  and	
  profit	
  before	
   income	
  tax	
  has	
   increased	
  over	
  the	
  period	
  as	
  a	
  result	
  of	
  
increased	
   crude	
   oil	
   production	
   due	
   to	
   the	
  Group’s	
   investments	
   in	
   infrastructure	
   and	
   an	
  
accelerated	
   drilling	
   programme.	
   The	
   primary	
   factors	
   affecting	
   the	
   Group’s	
   results	
   of	
  
operations	
  are	
  (i)	
  crude	
  oil	
  prices	
  and	
  the	
  average	
  realised	
  price	
  received	
  by	
  Zhaikmunai	
  
for	
   its	
   crude	
   oil,	
   (ii)	
  the	
   amount	
   of	
   crude	
   oil	
   produced	
   by	
   the	
  Group	
   for	
   a	
   given	
   period,	
  
(iii)	
  the	
   costs	
   the	
  Group	
   incurs	
   to	
   produce	
   and	
   transport	
   its	
   crude	
   oil,	
   (iv)	
  finance	
   costs	
  
incurred	
  by	
  the	
  Group	
  under	
  its	
  borrowings	
  and	
  (v)	
  amounts	
  payable	
  pursuant	
  to	
  the	
  PSA.	
  

The	
   following	
   table	
   sets	
   forth	
   the	
   Group’s	
   sales	
   of	
   crude	
   oil,	
   cost	
   of	
   sales,	
   gross	
  
profit,	
  profit	
  before	
   income	
   tax	
  and	
  net	
   income/(loss)	
   for	
   the	
  six	
  months	
  ended	
  30	
   June	
  
2010	
  and	
  2009:	
  

	
   	
   Six	
  months	
  ended	
  30	
  June	
  

	
   	
   	
   	
   2010	
   2009	
  
	
   	
   (US$	
  millions)	
  

Sales	
  of	
  crude	
  
oil………………………………………………………………………………….	
   74.654	
   44.680	
  
Cost	
  of	
  sales
	
   ………………………………………………………………………………………	
   (20.733)	
   (18.705)	
  
Gross	
  profit
	
   ………………………………………………………………………………………	
   53.921	
   25.975	
  
Profit	
  before	
  income	
  tax
	
   ………………………………………………………………………..	
   35.820	
   (22.845)	
  
Net	
  income/(loss)
	
   ………………………………………………………………………………...	
   19.577	
   (20.101)	
  
	
  
Primary	
  Factors	
  Affecting	
  Results	
  of	
  Operations	
  

The	
  primary	
  factors	
  affecting	
  the	
  Group’s	
  results	
  of	
  operations	
  during	
  the	
  periods	
  
under	
  review	
  are	
  the	
  following:	
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Crude	
  oil	
  prices	
  and	
  Netback	
  

Zhaikmunai’s	
  sales	
  of	
  crude	
  oil	
  have	
  accounted	
  for	
  substantially	
  all	
  of	
  its	
  revenues	
  
during	
   the	
   periods	
   under	
   review.	
   The	
   revenue	
   Zhaikmunai	
   receives	
   for	
   its	
   crude	
   oil	
   is	
  
influenced	
  by:	
  (i)	
  fluctuations	
   in	
  the	
  price	
  of	
   international	
  crude	
  oil	
  (i.e.	
  Brent	
  crude	
  oil);	
  
and	
  (ii)	
  the	
  discount	
  to	
  this	
  price	
  which,	
  after	
  such	
  discount,	
  represents	
  the	
  realised	
  price	
  
for	
  Zhaikmunai’s	
  crude	
  oil,	
  which	
  Zhaikmunai	
  refers	
  to	
  as	
  its	
  Netback.	
  

Most	
   of	
   Zhaikmunai’s	
   crude	
   oil	
   was	
   delivered	
   on	
   a	
   FCA	
   (free	
   carrier)	
   Uralsk	
  
shipment	
   basis	
   and	
   due	
   to	
   the	
   high	
   quality	
   thereof,	
   the	
   discount	
   to	
   the	
  market	
   price	
   of	
  
Brent	
  crude	
  oil	
  is	
  smaller.	
  However,	
  Zhaikmunai	
  recently	
  started	
  to	
  sell	
  its	
  crude	
  oil	
  on	
  the	
  
basis	
   of	
   DAF	
   (delivery	
   at	
   frontier)	
   Solovey/Topoli	
   terms	
   in	
   order	
   to	
   reduce	
   its	
   overall	
  
transportation	
   costs.	
   The	
   table	
   below	
   sets	
   out	
   the	
   average	
   price	
   for	
   Brent	
   crude	
   oil	
   on	
  
which	
  Zhaikmunai	
  has	
  based	
  its	
  sales	
  for	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  and	
  2009:	
  

	
   	
  
Six	
  months	
  ended	
  30	
  

June	
  

	
   	
   	
   	
   2010	
   2009	
  
	
   	
   (US$/bbl)	
  

Average	
  Brent	
  crude	
  oil	
  price	
  on	
  which	
  Zhaikmunai	
  based	
  its	
  sales	
  
(US$/bbl)………………….	
   77.85	
   51.62	
  

During	
   the	
   periods	
   under	
   review,	
   the	
   price	
   of	
   Brent	
   crude	
   oil	
   experienced	
  
significant	
   fluctuations.	
   After	
   reaching	
   highs	
   of	
   up	
   to	
   US$147.0	
   per	
   barrel	
   in	
  mid-­‐2008,	
  
international	
   oil	
   prices	
   fell	
   dramatically	
   in	
   late	
   2008	
   with	
   an	
   average	
   closing	
   price	
   in	
  
December	
  2008	
  of	
  US$43.10	
  per	
  barrel.	
  Brent	
  crude	
  oil	
  prices	
  recovered	
  in	
  the	
  first	
  half	
  of	
  
2009,	
  reaching	
  US$70	
  per	
  barrel	
  in	
  June	
  2009	
  and	
  US$87	
  per	
  barrel	
  in	
  April	
  2010.	
  These	
  
fluctuations	
  have	
  affected	
  the	
  Group’s	
  revenues	
  directly,	
  as	
  the	
  price	
  Zhaikmunai	
  receives	
  
for	
   its	
   crude	
   oil	
   is	
   based	
   on	
   the	
   price	
   of	
   Brent	
   crude	
   oil.	
   However,	
   in	
  March	
   2008,	
   the	
  
Group	
   entered	
   into	
   a	
   hedging	
   contract	
   offering	
   it	
   partial	
   protection	
   against	
   a	
   drop	
   in	
  
international	
  oil	
  prices.	
  The	
  contract	
  was	
  sold	
  in	
  March	
  2009,	
  and	
  the	
  Group	
  subsequently	
  
entered	
   into	
  a	
  hedging	
  agreement	
   that	
   expires	
   in	
   June	
  2010	
  covering	
  oil	
   export	
   sales	
  of	
  
99,461	
  barrels	
  per	
  month	
  in	
  2010	
  (pursuant	
  to	
  which	
  the	
  floor	
  price	
  is	
  fixed	
  at	
  US$50	
  per	
  
barrel).	
   Following	
   the	
   restructuring	
   of	
   the	
   Syndicated	
   Facility,	
   the	
  Group	
   entered	
   into	
   a	
  
new	
  hedging	
   contract	
   in	
  March	
   2010	
   covering	
   oil	
   export	
   sales	
   of	
   4,000	
   barrels	
   per	
   day	
  
running	
   from	
  March	
  2010	
  through	
  December	
  2010	
  (pursuant	
   to	
  which	
  the	
   floor	
  price	
   is	
  
fixed	
  at	
  US$60	
  per	
  barrel).	
  	
  

Until	
   recently,	
   crude	
   oil	
   was	
   sold	
   and	
   delivered	
   from	
   Uralsk	
   to	
   Zhaikmunai’s	
  
customer(s),	
  one	
  or	
  more	
  oil	
   traders,	
  on	
  a	
  FCA	
  (free	
  carrier)	
  Uralsk	
  shipment	
  basis	
  who	
  
then	
  on-­‐sell(s)	
  the	
  crude	
  oil	
  to	
  their	
  ultimate	
  customers.	
  During	
  2007,	
  2008	
  and	
  2009,	
  the	
  
oil	
   trader(s)	
  contracted	
  to	
  purchase	
  the	
  Group’s	
  production	
  has/have	
  sold	
  and	
  delivered	
  
Zhaikmunai’s	
  crude	
  oil	
  to	
  customers	
  located	
  in	
  Finland,	
  the	
  Ukraine	
  and	
  other	
  countries.	
  
The	
   price	
   Zhaikmunai	
   receives	
   for	
   its	
   crude	
   oil	
   is	
   based	
   on	
   the	
  market	
   price	
   for	
   Brent	
  
crude	
  oil,	
  less	
  a	
  discount	
  for	
  the	
  trader’s	
  transportation	
  costs	
  of	
  the	
  crude	
  oil	
  from	
  Uralsk	
  
to	
  its	
  ultimate	
  destination,	
  including	
  certain	
  quality	
  differentials	
  and	
  the	
  trader’s	
  fee.	
  The	
  
discount,	
  which	
  is	
  negotiated	
  on	
  an	
  annual	
  basis,	
  is	
  a	
  fixed	
  amount	
  per	
  barrel,	
  comprising	
  
rail	
   transportation	
   tariffs	
   in	
   Kazakhstan	
   and	
   Russia	
   and	
   the	
   cost	
   of	
   leasing	
   railcars	
   to	
  
transport	
   the	
   crude	
   oil	
   and,	
   to	
   a	
   lesser	
   extent,	
   the	
   discount	
   takes	
   into	
   account	
   quality	
  
differentials	
  in	
  the	
  oil	
  and	
  the	
  profit	
  margin	
  retained	
  by	
  the	
  particular	
  trader.	
  Zhaikmunai	
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recently	
   started	
   to	
   sell	
   its	
   crude	
   oil	
   on	
   the	
   basis	
   of	
   DAF	
   (delivery	
   at	
   frontier)	
  
Solovey/Topoli	
  terms	
  in	
  order	
  to	
  reduce	
  its	
  overall	
  transportation	
  costs.	
  

In	
  addition,	
  Russian	
  rail	
  tariffs	
  are	
  priced	
  in	
  Swiss	
  francs	
  and	
  Kazakh	
  rail	
  tariffs	
  are	
  
priced	
   in	
   Tenge,	
   whereas	
   Zhaikmunai’s	
   oil	
   prices	
   are	
   quoted	
   and	
   settled	
   in	
   US	
   Dollars.	
  
Consequently,	
   if	
   the	
  US	
  Dollar	
   depreciates	
   or	
   appreciates	
   against	
   the	
   Swiss	
   franc	
   or	
   the	
  
Tenge,	
  Zhaikmunai’s	
  Netback	
  is	
  reduced	
  or	
  increased,	
  respectively.	
  Zhaikmunai’s	
  discount	
  
for	
   crude	
  oil	
   sales	
   generated	
   for	
   the	
   six	
  months	
   ended	
  30	
   June	
  2010	
  was	
  US$14.26	
  per	
  
barrel,	
   compared	
   to	
   US$15.40	
   per	
   barrel	
   for	
   the	
   six	
   months	
   ended	
   30	
   June	
   2009.	
   The	
  
decrease	
  in	
  discount	
  for	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  compared	
  to	
  the	
  six	
  months	
  
ended	
  30	
  June	
  2009	
  was	
  a	
  result	
  of	
  a	
  decrease	
  in	
  the	
  amount	
  of	
  discount	
  retained	
  by	
  the	
  
trader(s)	
  for	
  oil	
  sold	
  at	
  FCA	
  (free	
  carrier)	
  Uralsk	
  (due	
  to	
  decreased	
  rail	
  tariffs)	
  and	
  the	
  fact	
  
that	
   the	
  Group	
  started	
  to	
  sell	
  on	
  DAF	
  (delivery	
  at	
   frontier)	
  Solovey/Topoli	
   terms	
  (which	
  
carries	
  much	
  lower	
  traders’	
  transportation	
  costs).	
  	
  

The	
  table	
  below	
  sets	
  out	
  Zhaikmunai’s	
  average	
  Netback	
  for	
  crude	
  oil	
  sales	
  for	
  the	
  
six	
  months	
  ended	
  30	
  June	
  2010	
  and	
  2009.	
  

	
   	
  
Six	
  months	
  ended	
  30	
  

June	
  
	
   	
   	
   	
   2010	
   2009	
  
	
   	
   (US$/bbl)	
  

Average	
  Netback	
  for	
  crude	
  oil	
  sales
	
   ………………………………………………………………	
   63.59	
   36.22	
  

Crude	
  oil	
  production	
  

All	
   crude	
   oil	
   produced	
   by	
   Zhaikmunai	
   is	
   sold.	
   As	
   at	
   30	
   June	
   2010,	
   inventory	
  
comprised	
   6.6%	
   of	
   the	
   Group’s	
   current	
   assets	
   compared	
   to	
   4.5%	
   as	
   at	
   30	
   June	
   2009.	
  
Consequently,	
  the	
  volume	
  of	
  crude	
  oil	
  produced	
  by	
  the	
  Group	
  directly	
  affects	
  its	
  revenues.	
  
The	
   table	
   below	
   illustrates	
   Zhaikmunai’s	
   production	
   for	
   the	
   six	
   months	
   ended	
   30	
   June	
  
2010	
  and	
  2009.	
  	
  

	
   	
   Six	
  months	
  ended	
  30	
  June	
  
	
   	
   	
   	
   2010	
   2009	
  

Total	
  crude	
  oil	
  production	
  (bbl)
	
   ………………………………………………………………	
   1,314,256	
   1,316,051	
  
Average	
  crude	
  oil	
  production	
  (bpd)
	
   ………………………………………………………………	
   7,261	
   7,271	
  
Increase	
  (decrease)	
  in	
  production	
  from	
  previous	
  period	
  (bpd)
	
   ………………………………….	
   (10)	
   —	
  
Increase	
  (decrease)	
  in	
  production	
  from	
  previous	
  period	
  (%)
	
   ………………………………….	
   0.1	
   —	
  

Zhaikmunai’s	
   production	
   growth	
   since	
   2007	
   has	
   been	
   primarily	
   driven	
   by	
   its	
  
growing	
   drilling	
   programme.	
   The	
   slight	
   decrease	
   in	
   production	
   during	
   the	
   first	
   half	
   of	
  
2010	
  (compared	
  to	
  the	
  first	
  half	
  of	
  2009)	
  was	
  mainly	
  due	
  to	
  minor	
  delays	
  in	
  workover	
  and	
  
rig	
  mobilisation	
   in	
   the	
   first	
   half	
   of	
   2010.	
   In	
   2009,	
   the	
   Group	
   successfully	
   completed	
   six	
  
new	
  wells.	
  Two	
  wells	
  are	
  currently	
  being	
  drilled.	
  Management	
  intends	
  to	
  drill	
  an	
  average	
  
of	
   13	
   new	
   production	
   wells	
   per	
   year	
   between	
   2011	
   and	
   2014	
   which	
   it	
   believes	
   will	
  
significantly	
  increase	
  crude	
  oil	
  production	
  in	
  the	
  future.	
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Cost	
  of	
  sales	
  

As	
  crude	
  oil	
  prices	
  are	
  based	
  on	
  quotation	
  pricing,	
  Zhaikmunai’s	
  ability	
  to	
  control	
  
costs	
   is	
   critical	
   to	
   its	
   profitability.	
   Zhaikmunai’s	
   cost	
   of	
   sales	
   comprise	
   various	
   costs	
  
including	
  depreciation	
  for	
  oil	
  and	
  gas	
  properties,	
  repair,	
  maintenance	
  and	
  other	
  services,	
  
royalties,	
   payroll	
   and	
   related	
   taxes,	
   materials	
   and	
   supplies,	
   management	
   fees,	
   other	
  
transportation	
   services,	
   government	
   profit	
   share,	
   environmental	
   levies,	
   well	
   workover	
  
costs,	
  rent	
  and	
  operation	
  of	
  oil	
  separation	
  units.	
  

Depreciation	
   costs,	
   during	
   the	
   periods	
   under	
   review,	
   have	
   represented	
   as	
   a	
  
percentage	
  of	
  total	
  cost	
  of	
  sales	
  38.5%	
  and	
  39.4%	
  for	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  
and	
  2009,	
  respectively.	
  Such	
  costs	
  fluctuate	
  according	
  to	
  the	
  level	
  of	
  Zhaikmunai’s	
  proved	
  
developed	
  reserves,	
   the	
  volume	
  of	
  crude	
  oil	
   it	
  produces	
  and	
  the	
  net	
  book	
  value	
  of	
   its	
  oil	
  
and	
   gas	
   properties.	
   As	
   the	
   Group	
   continues	
   with	
   its	
   capital	
   investment	
   programme,	
  
management	
   expects	
   depreciation	
   costs	
   to	
   increase	
   (in	
   particular,	
   following	
   completion	
  
and	
   commissioning	
   of	
   the	
   Gas	
   Treatment	
   Facility)	
   as	
   the	
   Group’s	
   proved	
   developed	
  
reserves	
  are	
  expected	
  to	
  remain	
  broadly	
  constant	
  while	
  its	
  production	
  and	
  the	
  value	
  of	
  its	
  
oil	
   and	
   gas	
   properties	
   increase.	
  Well	
   workover	
   costs	
   are	
   related	
   to	
   ongoing	
   repair	
   and	
  
maintenance	
  of	
  production	
  and	
  exploration	
  wells.	
  These	
  costs,	
  during	
   the	
  periods	
  under	
  
review,	
  have	
  represented	
  as	
  a	
  percentage	
  of	
  total	
  cost	
  of	
  sales	
  5.1%	
  and	
  0.0%	
  for	
  the	
  six	
  
months	
  ended	
  30	
  June	
  2010	
  and	
  2009,	
  respectively.	
  The	
  increase	
  in	
  well	
  workover	
  costs	
  
as	
  a	
  percentage	
  of	
   cost	
  of	
   sales	
   in	
   the	
   first	
   six	
  months	
  of	
  2010	
  compared	
   to	
   the	
   first	
   six	
  
months	
  of	
  2009	
  was	
  a	
  result	
  of	
  starting	
  previously	
  postponed	
  workover	
  activities.	
  

Change	
   in	
   oil	
   stock,	
   during	
   the	
   periods	
   under	
   review,	
   have	
   represented	
   as	
   a	
  
percentage	
  of	
  total	
  cost	
  of	
  sales	
  (17.4%)	
  and	
  2.3%	
  for	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  
and	
  2009,	
  respectively.	
  This	
  temporary	
  increase	
  in	
  oil	
  stock	
  is	
  due	
  to	
  the	
  transition	
  from	
  
FCA	
  Uralsk	
  marketing	
  to	
  DAF	
  and	
  FOB	
  sales	
  to	
  different	
  locations.	
  	
  

Other	
  cost	
  of	
  sales	
  during	
  the	
  periods	
  under	
  review	
  have	
   included	
  environmental	
  
levies,	
  which	
  decreased	
  by	
  7.9%	
  during	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  compared	
  to	
  
the	
  six	
  months	
  ended	
  30	
  June	
  2009.	
  Management	
  fees	
  increased	
  as	
  a	
  result	
  of	
  increases	
  in	
  
remuneration	
  while	
  the	
  increase	
  in	
  labour	
  costs	
  resulted	
  from	
  an	
  increase	
  in	
  the	
  number	
  
of	
  personnel	
  contracted	
  and/or	
  employed	
  by	
  Zhaikmunai	
  as	
  well	
  as	
  through	
  increases	
  in	
  
salaries.	
  Management	
  expects	
  that	
  labour	
  costs	
  will	
  increase	
  faster	
  than	
  overall	
  growth	
  in	
  
Kazakhstan,	
  although	
  any	
  consequent	
  increases	
  in	
  these	
  costs	
  are	
  expected	
  to	
  be	
  partially	
  
offset	
   by	
   productivity	
   growth.	
   Costs	
   for	
   repairs	
   and	
   maintenance	
   and	
   material	
   and	
  
supplies	
  are	
  expected	
  to	
  fluctuate	
  in	
  line	
  with	
  changes	
  in	
  the	
  market	
  price	
  of	
  oil.	
  	
  

Finance	
  costs	
  

Finance	
  costs	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  and	
  2009	
  consisted	
  of	
  interest	
  
expenses	
   in	
   relation	
   to	
   the	
   Syndicated	
   Facility,	
   commitment	
   fees	
   on	
   the	
   Syndicated	
  
Facility,	
   unwinding	
   at	
   discount	
   on	
   the	
   trade	
   payables	
   to	
   KSS,	
   finance	
   charges	
   on	
   trade	
  
payables	
  to	
  KSS,	
  unwinding	
  of	
  discount	
  on	
  amounts	
  due	
  to	
  the	
  Government,	
   loan	
  review	
  
fees	
   (only	
   in	
  2009),	
   unwinding	
  of	
  discount	
  on	
   abandonment	
   and	
   site	
   relocation	
   liability	
  
and	
  amortization	
  of	
  fees	
  incurred	
  on	
  arrangement	
  of	
  the	
  Syndicated	
  Facility.	
  

Interest	
   expense	
   consisted	
   of	
   interest	
   on	
   Zhaikmunai’s	
   Syndicated	
   Facility.	
   A	
  
portion	
  of	
  the	
  finance	
  costs	
  are	
  capitalised	
  based	
  on	
  the	
  average	
  construction	
  in	
  progress.	
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Capitalized	
   interest	
   (including	
   withholding	
   tax	
   paid	
   by	
   Zhaikmunai)	
   amounted	
   to	
  
US$19.6	
  million	
  in	
  2008	
  and	
  US$25.0	
  million	
  in	
  2009.	
  Non-­‐capitalized	
  interest	
  (including	
  
withholding	
   tax	
   paid	
   by	
   Zhaikmunai)	
   amounted	
   to	
   US$11.5	
  million	
   in	
   2008	
   and	
  
US$6.0	
  million	
  in	
  2009.	
  All	
  interest	
  expenses	
  for	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  have	
  
been	
   capitalized	
   compared	
   to	
   the	
   same	
   period	
   in	
   2009	
   due	
   to	
   the	
   fact	
   that	
   all	
   interest	
  
expenses	
  during	
  that	
  period	
  related	
  to	
  Zhaikmunai’s	
  capital	
  expenditure	
  programme.	
  

Royalties,	
  Government	
  Share	
  and	
  Taxes	
  payable	
  pursuant	
  to	
  the	
  PSA	
  

Zhaikmunai	
  operates	
  its	
  production	
  and	
  sales	
  of	
  crude	
  oil	
  pursuant	
  to	
  the	
  PSA.	
  The	
  
PSA	
   has,	
   during	
   the	
   periods	
   under	
   review,	
   and	
   will	
   continue	
   to	
   have,	
   an	
   effect,	
   both	
  
positive	
  and	
  negative,	
  on	
  Zhaikmunai’s	
  results	
  of	
  operations	
  as	
  a	
  result	
  of	
  (i)	
  the	
  beneficial	
  
tax	
   rates	
   available	
   to	
   Zhaikmunai,	
   (ii)	
  increasing	
   royalty	
   expenses	
   payable	
   to	
   the	
   State,	
  
(iii)	
  the	
   share	
   of	
   profit	
   oil	
   and	
   the	
   share	
   of	
   gas	
   that	
   Zhaikmunai	
   pays	
   to	
   the	
   State	
   and	
  
(iv)	
  recovery	
  bonus	
  payable	
  to	
  the	
  State.	
  

Under	
   the	
   PSA,	
   the	
   Kazakh	
   tax	
   regime	
   that	
   was	
   in	
   place	
   in	
   1997	
   applies	
   to	
   the	
  
Group	
  for	
  the	
  entire	
  term	
  of	
  the	
  PSA	
  and	
  the	
  Licence	
  (as	
  to	
  VAT	
  and	
  social	
  tax,	
  the	
  regime	
  
that	
   was	
   in	
   place	
   as	
   of	
   1	
  July	
   2001	
   applies).	
   As	
   of	
   1	
  January	
   2009,	
   the	
   new	
   Tax	
   Code	
  
became	
  effective	
  and	
   introduced	
  a	
  new	
   tax	
   regime	
  and	
   taxes	
  applicable	
   to	
   subsoil	
  users	
  
(including	
  oil	
  mineral	
  extraction	
   tax	
  and	
  historical	
  cost).	
  However,	
   the	
  Tax	
  Code	
  did	
  not	
  
supersede	
  the	
  previous	
  tax	
  regime	
  applicable	
  to	
  PSAs	
  entered	
  into	
  before	
  1	
  January	
  2009,	
  
which	
  continue	
  to	
  be	
  effective	
  under	
  Article	
  308	
  of	
  the	
  Tax	
  Code.	
  Despite	
  the	
  stabilization	
  
clauses	
   (providing	
   for	
   general	
   and	
   tax	
   stability)	
   provided	
   for	
   by	
   the	
   PSA,	
   in	
   2008	
  
Zhaikmunai	
   was	
   required	
   to	
   pay	
   new	
   crude	
   oil	
   export	
   duties	
   introduced	
   by	
   the	
  
Government.	
  Despite	
   Zhaikmunai’s	
   efforts	
   to	
   show	
   that	
   the	
  new	
  export	
   duties	
  were	
  not	
  
applicable	
   to	
   it	
   under	
   the	
  PSA,	
   the	
   State	
   authorities	
  did	
  not	
   accept	
   this	
   and	
  Zhaikmunai	
  
was	
   required	
   to	
   pay	
   the	
   export	
   duties.	
   However,	
   during	
   January	
   2009,	
   the	
   Government	
  
revised	
  and	
  established	
  the	
  rate	
  of	
  the	
  export	
  duties	
  at	
  US$	
  nil	
  per	
  tonne	
  of	
  crude	
  oil	
  which	
  
applied	
  to	
  Zhaikmunai	
  until	
  the	
  end	
  of	
  the	
  period	
  under	
  review.	
  

For	
   the	
   purposes	
   of	
   corporate	
   income	
   tax	
   from	
   1	
  January	
   2007,	
   the	
   Group	
  
considers	
   its	
   revenue	
   from	
  crude	
  oil	
   sales	
   related	
   to	
   the	
  Tournaisian	
  horizon	
  as	
   taxable	
  
revenue	
   and	
   its	
   expenses	
   related	
   to	
   the	
   Tournaisian	
   horizon	
   as	
   deductible	
   expenses,	
  
except	
  those	
  expenses	
  which	
  are	
  not	
  deductible	
   in	
  accordance	
  with	
  the	
  tax	
   legislation	
  of	
  
Kazakhstan.	
   Assets	
   related	
   to	
   the	
   Tournaisian	
   reservoir	
   that	
   were	
   acquired	
   during	
   the	
  
exploration	
   phase	
   are	
   then	
   depreciated	
   for	
   tax	
   purposes	
   at	
   a	
   maximum	
   rate	
   of	
   25.0%.	
  
Assets	
  related	
  to	
  the	
  Tournaisian	
  reservoir	
  that	
  were	
  acquired	
  after	
  the	
  commencement	
  of	
  
the	
   production	
   phase	
   are	
   subject	
   to	
   the	
   depreciation	
   rate	
   in	
   accordance	
  with	
   the	
   1997	
  
Kazakh	
  tax	
  regime,	
  expected	
  to	
  be	
  approximately	
  14.0%.	
  Under	
  the	
  PSA,	
   the	
  exploration	
  
phase	
  for	
  the	
  remainder	
  of	
  the	
  Chinarevskoye	
  Field	
  will	
  expire	
  in	
  May	
  2011.	
  Assets	
  related	
  
to	
  the	
  other	
  horizons	
  will	
  depreciate	
  in	
  the	
  same	
  manner	
  as	
  those	
  described	
  above	
  for	
  the	
  
Tournaisian	
  reservoir.	
  

Under	
  the	
  PSA,	
  Zhaikmunai	
  is	
  obliged	
  to	
  pay	
  to	
  the	
  State	
  royalties	
  on	
  the	
  volumes	
  
of	
   crude	
   oil	
   and	
   gas	
   produced,	
   with	
   the	
   royalty	
   rate	
   increasing	
   as	
   the	
   volume	
   of	
  
hydrocarbons	
  produced	
  increases.	
   In	
  addition,	
  Zhaikmunai	
   is	
  required	
  to	
  deliver	
  a	
  share	
  
of	
   its	
  monthly	
  production	
  to	
   the	
  State	
  (or	
  make	
  a	
  payment	
   in	
   lieu	
  of	
  such	
  delivery).	
  The	
  
share	
   to	
   be	
   delivered	
   to	
   the	
   State	
   also	
   increases	
   as	
   annual	
   production	
   levels	
   increase.	
  
Pursuant	
   to	
   the	
   PSA,	
   the	
   Group	
   is	
   currently	
   able	
   to	
   effectively	
   deduct	
   a	
   significant	
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proportion	
  of	
  production	
  from	
  the	
  sharing	
  arrangement	
  (known	
  as	
  Cost	
  Oil)	
  that	
  it	
  would	
  
otherwise	
  have	
  to	
  share	
  with	
  the	
  Government.	
  Cost	
  oil	
  reflects	
  the	
  deductible	
  capital	
  and	
  
operating	
   expenditures	
   incurred	
   by	
   the	
   Group	
   in	
   relation	
   to	
   its	
   operations.	
   During	
   the	
  
periods	
   under	
   review,	
   royalties	
   and	
   government	
   profit	
   share	
   have	
   represented,	
   as	
   a	
  
percentage	
  of	
  total	
  cost	
  of	
  sales,	
  for	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010,	
  15.7%	
  and	
  3.7%,	
  
respectively	
  compared	
  to	
  12.3%	
  and	
  2.4%,	
  respectively,	
  for	
  the	
  six	
  months	
  ended	
  30	
  June	
  
2009.	
  

Summary	
  of	
  Critical	
  Accounting	
  Policies	
  

The	
  Group’s	
  significant	
  accounting	
  policies	
  are	
  more	
  fully	
  described	
  in	
  note	
  2	
  of	
  the	
  
unaudited	
  condensed	
  consolidated	
  financial	
  statements	
  for	
  the	
  six	
  months	
  ended	
  30	
  June	
  
2010.	
  However,	
  certain	
  of	
  the	
  Group’s	
  accounting	
  policies	
  are	
  particularly	
  important	
  to	
  the	
  
presentation	
  of	
  the	
  Group’s	
  results	
  of	
  operations	
  and	
  require	
  the	
  application	
  of	
  significant	
  
judgment	
  by	
  its	
  management.	
  

In	
  applying	
  these	
  policies,	
  the	
  Group’s	
  management	
  uses	
  its	
  judgment	
  to	
  determine	
  
the	
  appropriate	
  assumption	
  to	
  be	
  used	
  in	
  the	
  determination	
  of	
  certain	
  estimates	
  used	
  in	
  
the	
   preparation	
   of	
   the	
   Group’s	
   results	
   of	
   operations.	
   These	
   estimates	
   are	
   based	
   on	
   the	
  
Group’s	
  previous	
  experience,	
   the	
   terms	
  of	
   existing	
   contracts,	
   information	
  available	
   from	
  
external	
  sources	
  and	
  other	
  factors,	
  as	
  appropriate.	
  

The	
   Group’s	
   management	
   believes	
   that,	
   among	
   others,	
   the	
   following	
   accounting	
  
policies	
   that	
   involve	
   management	
   judgments	
   and	
   estimates	
   are	
   the	
   most	
   critical	
   to	
  
understanding	
  and	
  evaluating	
  its	
  reported	
  financial	
  results.	
  

Estimations	
  and	
  Assumptions	
  

Oil	
  and	
  gas	
  reserves	
  

Oil	
   and	
   gas	
   reserves	
   are	
   a	
   material	
   factor	
   in	
   Zhaikmunai	
  L.P.’s	
   computation	
   of	
  
depreciation,	
   depletion	
   and	
   amortisation	
   (the	
   “DD&A”).	
   Zhaikmunai	
  L.P.	
   estimates	
   its	
  
reserves	
  of	
   oil	
   and	
  gas	
   in	
   accordance	
  with	
   the	
  methodology	
  of	
   the	
  Society	
  of	
  Petroleum	
  
Engineers	
  (the	
  “SPE”).	
  In	
  estimating	
  its	
  reserves	
  under	
  SPE	
  methodology,	
  Zhaikmunai	
  L.P.	
  
uses	
   long-­‐term	
  planning	
  prices	
  which	
  are	
  also	
  used	
  by	
  management	
  to	
  make	
  investment	
  
decisions	
   about	
   development	
   of	
   a	
   field.	
   Using	
   planning	
   prices	
   for	
   estimating	
   proved	
  
reserves	
   removes	
   the	
   impact	
   of	
   the	
   volatility	
   inherent	
   in	
   using	
   year	
   end	
   spot	
   prices.	
  
Management	
  believes	
  that	
  long-­‐term	
  planning	
  price	
  assumptions	
  are	
  more	
  consistent	
  with	
  
the	
  long-­‐term	
  nature	
  our	
  business	
  and	
  provide	
  the	
  most	
  appropriate	
  basis	
  for	
  estimating	
  
oil	
   and	
   gas	
   reserves.	
   All	
   reserve	
   estimates	
   involve	
   some	
   degree	
   of	
   uncertainty.	
   The	
  
uncertainty	
   depends	
   mainly	
   on	
   the	
   amount	
   of	
   reliable	
   geological	
   and	
   engineering	
   data	
  
available	
  at	
  the	
  time	
  of	
  the	
  estimate	
  and	
  the	
  interpretation	
  of	
  this	
  data.	
  

The	
  relative	
  degree	
  of	
  uncertainty	
  can	
  be	
  conveyed	
  by	
  placing	
  reserves	
  into	
  one	
  of	
  
two	
  principal	
  classifications,	
  either	
  proved	
  or	
  unproved.	
  Proved	
  reserves	
  are	
  more	
  certain	
  
to	
  be	
  recovered	
   than	
  unproved	
  reserves	
  and	
  may	
  be	
   further	
  sub-­‐classified	
  as	
  developed	
  
and	
   undeveloped	
   to	
   denote	
   progressively	
   increasing	
   uncertainty	
   in	
   their	
   recoverability.	
  
Estimates	
  are	
  reviewed	
  and	
  revised	
  annually.	
  Revisions	
  occur	
  due	
  to	
  the	
  evaluation	
  or	
  re-­‐
evaluation	
  of	
  already	
  available	
  geological,	
  reservoir	
  or	
  production	
  data;	
  availability	
  of	
  new	
  
data;	
  or	
  changes	
  to	
  underlying	
  price	
  assumptions.	
  Reserve	
  estimates	
  may	
  also	
  be	
  revised	
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due	
   to	
   improved	
   recovery	
   projects,	
   changes	
   in	
   production	
   capacity	
   or	
   changes	
   in	
  
development	
   strategy.	
   Proved	
   developed	
   reserves	
   are	
   used	
   to	
   calculate	
   the	
   unit	
   of	
  
production	
  rates	
  for	
  DD&A.	
  

Property,	
  Plant	
  and	
  Equipment	
  

Abandonment	
  and	
  site	
  restoration	
  (decommissioning)	
  

Provision	
   for	
   decommissioning	
   is	
   recognised	
   in	
   full,	
   on	
   a	
   discounted	
   cash	
   flow	
  
basis,	
  when	
  the	
  Group	
  has	
  an	
  obligation	
  to	
  dismantle	
  and	
  remove	
  a	
  facility	
  or	
  an	
  item	
  of	
  
plant	
  and	
  to	
  restore	
  the	
  site	
  on	
  which	
  it	
  is	
  located,	
  and	
  when	
  a	
  reasonable	
  estimate	
  of	
  that	
  
provision	
  can	
  be	
  made.	
  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	
  interest	
  rates	
  for	
  emerging	
  market	
  debt	
  
adjusted	
   for	
   risks	
   specific	
   to	
   the	
   Kazakhstan	
   market.	
   The	
   unwinding	
   of	
   the	
   discount	
  
related	
  to	
  the	
  obligation	
  is	
  recorded	
  in	
  finance	
  costs.	
  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	
  oil	
  and	
  gas	
  properties	
  on	
  a	
  unit	
  of	
  production	
  
basis.	
  

Changes	
   in	
   the	
  measurement	
   of	
   an	
   existing	
   decommissioning	
   liability	
   that	
   result	
  
from	
  changes	
   in	
   the	
  estimated	
   timing	
  or	
  amount	
  of	
   the	
  outflow	
  of	
   resources	
  embodying	
  
economic	
  benefits	
  required	
  to	
  settle	
  the	
  obligation,	
  or	
  changes	
  to	
  the	
  discount	
  rate:	
  

(a)	
   are	
  added	
  to,	
  or	
  deducted	
  from,	
  the	
  cost	
  of	
  the	
  related	
  asset	
  in	
  the	
  current	
  period.	
  If	
  
deducted	
   from	
   the	
   cost	
   of	
   the	
   asset	
   the	
   amount	
   deducted	
   shall	
   not	
   exceed	
   its	
  
carrying	
  amount.	
  If	
  a	
  decrease	
  in	
  the	
  provision	
  exceeds	
  the	
  carrying	
  amount	
  of	
  the	
  
asset,	
  the	
  excess	
  is	
  recognised	
  immediately	
  in	
  the	
  income	
  statement;	
  and	
  

(b)	
   if	
  the	
  adjustment	
  results	
  in	
  an	
  addition	
  to	
  the	
  cost	
  of	
  an	
  asset,	
  the	
  Group	
  considers	
  
whether	
  this	
  is	
  an	
  indication	
  that	
  the	
  new	
  carrying	
  amount	
  of	
  the	
  asset	
  may	
  not	
  be	
  
fully	
   recoverable.	
   If	
   it	
   is	
   such	
   an	
   indication,	
   the	
   Group	
   tests	
   the	
   asset	
   for	
  
impairment	
   by	
   estimating	
   its	
   recoverable	
   amount,	
   and	
   accounts	
   for	
   any	
  
impairment	
  loss	
  in	
  accordance	
  with	
  IAS	
  36.	
  

Borrowing	
  Costs	
  

The	
   Group	
   capitalises	
   borrowing	
   costs	
   on	
   qualifying	
   assets.	
   Assets	
   qualifying	
   for	
  
borrowing	
   costs	
   capitalisation	
   include	
   all	
   assets	
   under	
   construction	
   that	
   are	
   not	
   being	
  
depreciated,	
   depleted,	
   or	
   amortised,	
   provided	
   that	
   work	
   is	
   in	
   progress	
   at	
   that	
   time.	
  
Qualifying	
  assets	
  mostly	
  include	
  wells	
  and	
  other	
  oilfield	
  infrastructure	
  under	
  construction.	
  
Capitalised	
   borrowing	
   costs	
   are	
   calculated	
   by	
   applying	
   the	
   capitalisation	
   rate	
   to	
   the	
  
expenditures	
  on	
  qualifying	
  assets.	
  The	
   capitalisation	
   rate	
   is	
   the	
  weighted	
  average	
  of	
   the	
  
borrowing	
   costs	
   applicable	
   to	
   the	
   Group’s	
   borrowings	
   that	
   are	
   outstanding	
   during	
   the	
  
period.	
  

Derivative	
  Financial	
  Instruments	
  and	
  Hedging	
  

The	
   Group	
   uses	
   a	
   hedging	
   contract	
   for	
   oil	
   export	
   sales	
   to	
   cover	
   part	
   of	
   its	
   risks	
  
associated	
  with	
   oil	
   price	
   fluctuations.	
   Such	
   derivative	
   financial	
   instruments	
   are	
   initially	
  



	
   	
   	
  
	
  

 13 
	
  

recognized	
  at	
  fair	
  value	
  on	
  the	
  date	
  on	
  which	
  a	
  derivative	
  contract	
  is	
  entered	
  into	
  and	
  are	
  
subsequently	
   re-­‐measured	
   at	
   fair	
   value.	
   Derivatives	
   are	
   carried	
   as	
   assets	
  when	
   the	
   fair	
  
value	
  is	
  positive	
  and	
  as	
  liabilities	
  when	
  the	
  fair	
  value	
  is	
  negative.	
  

Any	
  gains	
  or	
  losses	
  arising	
  from	
  changes	
  in	
  fair	
  value	
  on	
  derivatives	
  during	
  the	
  year	
  
that	
  do	
  not	
  qualify	
  for	
  hedge	
  accounting	
  are	
  taken	
  directly	
  to	
  profit	
  or	
  loss.	
  

The	
   fair	
   value	
   of	
   financial	
   instruments	
   contracts	
   is	
   determined	
   by	
   reference	
   to	
  
market	
  values	
  for	
  similar	
  instruments.	
  

Description	
  of	
  key	
  financial	
  terms	
  

Sales	
  of	
  crude	
  oil	
  during	
  the	
  period	
  under	
  review	
  is	
  affected	
  by	
  the	
  Group’s	
  volume	
  
of	
  crude	
  oil	
  production,	
  the	
  market	
  price	
  for	
  crude	
  oil	
  and	
  the	
  discount	
  to	
  the	
  market	
  price	
  
incurred	
   by	
   the	
   Group	
   for	
   its	
   crude	
   oil.	
   The	
   Group	
   expects	
   to	
   generate	
   further	
   revenue	
  
from	
   sales	
   of	
   condensate,	
   gas	
   and	
  LPG	
   following	
   the	
   completion	
   of	
   the	
   Gas	
   Treatment	
  
Facility.	
  The	
  unaudited	
  condensed	
  consolidated	
  financial	
  statements	
  as	
  at	
  and	
  for	
  the	
  six	
  
months	
  ended	
  30	
  June	
  2010	
  present	
  sales	
  of	
  crude	
  oil	
  gross	
  of	
  any	
  portion	
  required	
  to	
  be	
  
delivered	
  to	
  the	
  State	
  under	
  the	
  terms	
  of	
  the	
  PSA	
  since,	
  during	
  the	
  periods	
  under	
  review,	
  it	
  
has	
  elected	
  to	
  settle	
  its	
  obligations	
  to	
  the	
  State	
  in	
  cash.	
  Consequently,	
  the	
  incurrence	
  of	
  any	
  
such	
  obligation	
  is	
  reported	
  as	
  an	
  expense	
  in	
  cost	
  of	
  sales.	
  If	
  it	
  elects,	
  in	
  the	
  future,	
  to	
  settle	
  
such	
  obligation	
  by	
  the	
  delivery	
  of	
  crude	
  oil	
  to	
  the	
  State,	
  its	
  sales	
  of	
  crude	
  oil,	
  and	
  therefore	
  
revenue,	
  will	
  be	
  affected.	
  	
  

Cost	
   of	
   sales	
   comprises	
   various	
   costs	
   including:	
   (i)	
  depreciation	
   of	
   oil	
   and	
   gas	
  
properties;	
   (ii)	
  well	
   workover	
   costs	
   for	
   the	
   repair,	
   maintenance	
   and	
   change	
   of	
   well	
  
completions;	
  (iii)	
  royalties	
  payable	
  to	
  the	
  Government;	
  (iv)	
  repair,	
  maintenance	
  and	
  other	
  
services,	
   (v)	
  payroll	
   and	
   related	
   taxes	
   for	
   field	
   operational	
   staff;	
   (vi)	
  materials	
   and	
  
supplies	
  and	
  other	
  related	
  expenses;	
  (vii)	
  the	
  rental	
  and	
  operation	
  of	
  oil	
  separation	
  units	
  
(used	
   to	
   separate	
   crude	
   oil	
   and	
   gas	
   condensate);	
   (viii)	
  environmental	
   levies;	
  
(ix)	
  management	
  fees	
  related	
  to	
  the	
  provision	
  of	
  geological,	
  geophysical,	
  drilling,	
  scientific,	
  
technical	
  and	
  other	
  consultancy	
  services	
  and	
  (x)	
  Government	
  profit	
  share.	
  

General	
   and	
   administrative	
   expenses	
   consist	
   of	
   professional	
   services	
   relating	
   to	
  
geological	
   analyses,	
   legal	
   fees	
   and	
  accounting	
   fees,	
   bank	
   charges	
  and	
  employee	
   training,	
  
management	
  fees	
  for	
  consultants	
  and	
  service	
  providers	
  and	
  payroll	
  and	
  related	
  taxes	
  for	
  
employees	
  in	
  managerial	
  or	
  administrative	
  roles.	
  

Selling	
   and	
   oil	
   transportation	
   expenses	
   principally	
   comprise	
   the	
   costs	
   incurred	
   in	
  
transporting	
  crude	
  oil	
  from	
  the	
  Chinarevskoye	
  Field	
  to	
  the	
  terminal	
  at	
  Uralsk,	
  which	
  is	
  the	
  
point	
   of	
   sale	
   at	
   which	
   one	
   or	
   more	
   traders	
   who	
   purchase(s)	
   Zhaikmunai’s	
   crude	
   oil	
  
become(s)	
   responsible	
   for	
   transportation.	
   In	
   January	
   2009,	
   the	
   Group	
   completed	
   the	
  
construction	
   of	
   an	
   oil	
   pipeline	
   linking	
   the	
   Chinarevskoye	
   Field	
  with	
   the	
   rail	
   terminal	
   in	
  
Rostoshi	
  near	
  Uralsk.	
  The	
  Group	
  currently	
  transports	
  all	
  its	
  crude	
  oil	
  to	
  Uralsk	
  along	
  this	
  
pipeline	
  rather	
  than	
  the	
  trucks	
  it	
  used	
  prior	
  to	
  completion	
  of	
  the	
  pipeline.	
  Consequently,	
  
this	
   has	
   reduced	
   the	
   Group’s	
   transportation	
   expenses	
   relating	
   to	
   trucking	
   and	
   road	
  
maintenance	
  costs.	
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Comparison	
  of	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  and	
  2009	
  

The	
  table	
  below	
  sets	
   forth	
   the	
   line	
   items	
  of	
   the	
  Group’s	
   income	
  statement	
   for	
   the	
  
periods	
  ended	
  31	
  March	
  2010	
  and	
  2009	
  in	
  US	
  Dollars	
  and	
  as	
  a	
  percentage	
  of	
  sales	
  of	
  crude	
  
oil.	
  

	
  

Six	
  months	
  
ended	
  30	
  
June	
  2010	
  

%	
  of	
  sales	
  
of	
  crude	
  
oil	
  

Six	
  months	
  
ended	
  30	
  
June	
  2009	
  

%	
  of	
  sales	
  
of	
  crude	
  
oil	
  

	
  
(US$	
  

millions)	
   	
  
(US$	
  

millions)	
   	
  

Sales	
  of	
  crude	
  oil ......................................................................................... 	
  74.654	
   100.0	
   44.680	
   100.0	
  
Cost	
  of	
  sales.........................................................................................	
  (20.733)	
   (27.8)	
   (18.705)	
   (41.9)	
  
Gross	
  Profit........................................................................................	
  53.921	
   72.2	
   25.975	
   58.1	
  
General	
  and	
  administrative	
  expenses......................................	
  (13.671)	
   (18.3)	
   (14.184)	
   (31.7)	
  
Selling	
  and	
  oil	
  transportation	
  expenses .................................	
  (3.505)	
   (4.7)	
   (2.847)	
   (6.4)	
  
Gain/(loss)	
  on	
  hedging	
  contract ................................................	
  (0.060)	
   (0.1)	
   (15.433)	
   (34.5)	
  
Interest	
  income..................................................................................	
   0.058	
   0.1	
   —	
   0.0	
  
Finance	
  costs ......................................................................................	
  (0.654)	
   (0.9)	
   (3.498)	
   (7.8)	
  
Foreign	
  exchange	
  (loss)/gain......................................................	
   0.126	
   0.2	
   (12.624)	
   (28.3)	
  
Other	
  (expenses)/income.............................................................	
  (0.395)	
   (0.5)	
   (0.234)	
   (0.5)	
  
Profit/(loss)	
  before	
  income	
  tax .............................................	
  35.820	
   48.0	
   (22.845)	
   51.1	
  
Income	
  tax	
  expense .........................................................................	
  (16.243)	
   (21.8)	
   2.744	
   6.1	
  
Net	
  Loss/Income.............................................................................	
  19.577	
   26.2	
   (20.101)	
   (45.0)	
  

Sales	
  of	
  crude	
  oil	
  increased	
  by	
  US$30.0	
  million,	
  or	
  67.1%,	
  to	
  US$74.7	
  million	
  in	
  the	
  
six	
  months	
   ended	
   30	
   June	
   2010	
   from	
  US$44.7	
  million	
   in	
   the	
   six	
  months	
   ended	
   30	
   June	
  
2009	
   due	
   primarily	
   to	
   a	
   75.6%	
   increase	
   in	
   average	
   crude	
   oil	
   Netback	
   prices	
   in	
   the	
   six	
  
months	
  ended	
  30	
  June	
  2010	
  because	
  of	
  an	
  increase	
  in	
  the	
  average	
  Brent	
  crude	
  oil	
  price	
  of	
  
50.8%	
  and	
  a	
  decrease	
  in	
  the	
  weighted	
  average	
  transportation	
  discount	
  of	
  7.4%	
  compared	
  
to	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009.	
  

The	
  following	
  table	
  shows	
  the	
  Group’s	
  sales	
  of	
  crude	
  oil	
  and	
  sales	
  volumes	
  for	
  the	
  
six	
  months	
  ended	
  30	
  June	
  2010	
  and	
  2009:	
  

	
   Six	
  months	
  ended	
  30	
  June	
  
	
   2010	
   2009	
  

Sales	
  of	
  crude	
  oil	
  (US$	
  millions)..................................................................................... 	
  74.654	
   44.680	
  
Sales	
  volumes	
  (gross	
  of	
  Cost	
  Oil)	
  (bbl) ....................................................................... 	
  1,314,256	
   1,316,051	
  

The	
   table	
   below	
   shows	
   changes	
   in	
   the	
   commodity	
   price	
   of	
   Brent	
   crude	
   oil	
   and	
  
changes	
   in	
   the	
  discount	
   and	
   the	
  Netback	
   received	
  by	
   the	
  Group	
   for	
   its	
   crude	
  oil	
   for	
   the	
  
periods	
  ended	
  30	
  June	
  2010	
  and	
  2009.	
  

	
  
Six	
  months	
  ended	
  30	
  

June	
  
	
   2010	
   2009	
  

Average	
  Brent	
  crude	
  oil	
  price	
  on	
  which	
  Zhaikmunai	
  based	
  its	
  sales	
  
(US$/bbl) ................................................................................................................................. 	
  77.85	
   51.62	
  

Average	
  discount	
  to	
  Brent	
  (US$/bbl) .......................................................................... 	
  14.26	
   15.40	
  
Average	
  Netback	
  (US$/bbl) .............................................................................................. 	
  63.59	
   36.22	
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Cost	
   of	
   sales	
   increased	
   by	
   US$2.0	
  million,	
   or	
   10.8%,	
   to	
   US$20.7	
  million	
   in	
   the	
   six	
  
months	
  ended	
  30	
  June	
  2010	
  from	
  US$18.7	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009	
  
due	
   primarily	
   to	
   an	
   increase	
   in	
   depreciation,	
   royalties	
   and	
   government	
   profit	
   share,	
   as	
  
well	
  as	
  increases	
  in	
  material	
  and	
  supply	
  costs	
  and	
  repair	
  and	
  maintenance	
  costs.	
  Royalty	
  
costs	
  increased	
  by	
  US$1.0	
  million,	
  or	
  41.6%,	
  to	
  US$3.3	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  
June	
  2010	
  from	
  US$2.3	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009	
  due	
  to	
  an	
  increase	
  in	
  
Brent	
  crude	
  prices.	
  Costs	
  for	
  government	
  profit	
  share	
  also	
  increased	
  by	
  US$0.3	
  million,	
  or	
  
73.1%,	
  to	
  US$0.8	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  from	
  US$0.4	
  million	
  in	
  the	
  
six	
  months	
   ended	
   30	
   June	
   2009	
  due	
   to	
   the	
   release	
   of	
   the	
   oil	
   separation	
   units	
   following	
  
completion	
  of	
  the	
  first	
  phase	
  of	
  the	
  oil	
  treatment	
  unit	
  during	
  the	
  six	
  months	
  ended	
  30	
  June	
  
2009.	
  Depreciation	
  costs	
  increased	
  by	
  US$0.6	
  million,	
  or	
  8.4%,	
  to	
  US$8.0	
  million	
  in	
  the	
  six	
  
months	
  ended	
  30	
   June	
  2010	
   from	
  US$7.4	
  million	
   in	
   the	
   six	
  months	
  ended	
  30	
   June	
  2009	
  
due,	
  primarily,	
   to	
  the	
   further	
  advancement	
  of	
  Zhaikmunai’s	
  drilling	
  programme	
  over	
  the	
  
course	
   of	
   2009.	
  On	
   a	
   per	
   barrel	
   basis,	
   primarily	
   due	
   to	
   costs	
   calculated	
   based	
   on	
  Brent	
  
crude	
  prices,	
  cost	
  of	
  sales	
  increased	
  by	
  US$1.56,	
  or	
  11.0%,	
  to	
  US$15.78	
  in	
  the	
  six	
  months	
  
ended	
  30	
  June	
  2010	
  from	
  US$14.21	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009	
  and	
  cost	
  of	
  sales	
  
net	
   of	
   depreciation	
   costs	
   increased	
  by	
  US$1.09,	
   or	
   12.6%,	
   to	
  US$9.71	
   in	
   the	
   six	
  months	
  
ended	
  30	
  June	
  2010	
  from	
  US$8.62	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009.	
  

General	
   and	
   administrative	
   expenses	
   decreased	
   by	
   US$0.5	
  million,	
   or	
   3.6%,	
   to	
  
US$13.7	
  million	
   in	
   the	
   six	
   months	
   ended	
   30	
   June	
   2010	
   from	
   US$14.2	
  million	
   in	
   the	
   six	
  
months	
  ended	
  30	
  June	
  2009	
  due	
  primarily	
  to	
  the	
  adjustment	
  of	
  the	
  equity	
  option	
  plan	
  and	
  
the	
  decrease	
  of	
  professional	
  fee	
  expenses.	
  Management	
  fees	
  increased	
  by	
  US$0.6	
  million	
  to	
  
US$4.7	
  million	
   in	
   the	
   six	
   months	
   ended	
   30	
   June	
   2010	
   from	
   US$4.1	
  million	
   in	
   the	
   six	
  
months	
  ended	
  30	
  June	
  2009	
  due	
  to	
  additional	
  management	
  personnel	
  hired	
  by	
  the	
  Group.	
  

Selling	
   and	
   oil	
   transportation	
   expenses	
   increased	
   by	
   US$0.7	
  million,	
   or	
   23.1%,	
   to	
  
US$3.5	
  million	
   in	
   the	
   six	
   months	
   ended	
   30	
   June	
   2010	
   from	
   US$2.8	
  million	
   in	
   the	
   six	
  
months	
   ended	
  30	
   June	
  2009	
  due,	
   primarily,	
   to	
   the	
   change	
   of	
   sale	
   terms	
   from	
  FCA	
   (free	
  
carrier)	
   Uralsk	
   to	
   DAF	
   (delivery	
   at	
   frontier)	
   and	
   FOB	
   (free	
   on	
   board)	
  
Solovey/Topoli/Feodosia.	
  The	
  benefit	
  for	
  the	
  Group	
  to	
  sell	
  on	
  DAF/FOB	
  terms	
  is	
  that	
  the	
  
transportation	
  discount	
  per	
  barrel	
   is	
  significantly	
  reduced	
  (and	
   therefore	
   the	
  Netback	
   is	
  
higher)	
  even	
  though	
  transportation	
  costs	
  for	
  the	
  Group	
  increase	
  as	
  the	
  Group	
  has	
  to	
  pay	
  
for	
  transportation	
  costs	
  from	
  the	
  terminal	
  to	
  the	
  point	
  of	
  sale.	
  The	
  Group	
  plans	
  to	
  continue	
  
this	
   transition	
   from	
  sales	
  on	
  FCA	
   terms	
   to	
  FOB/DAF	
   terms	
  as	
  management	
  believes	
   the	
  
Group	
  will	
  benefit	
  from	
  a	
  net	
  decrease	
  in	
  overall	
  transportation	
  costs.	
  

Finance	
   costs	
   decreased	
   by	
   US$2.8	
  million,	
   or	
   81.3%,	
   to	
   US$0.7	
  million	
   in	
   the	
   six	
  
months	
  ended	
  30	
   June	
  2010	
   from	
  US$3.5	
  million	
   in	
   the	
   six	
  months	
  ended	
  30	
   June	
  2009	
  
mainly	
  due	
  to	
  the	
  fact	
  that	
  a	
  greater	
  portion	
  of	
  overall	
  interest	
  expense	
  was	
  capitalised	
  in	
  
the	
  later	
  period	
  (US$20.8	
  million	
  in	
  the	
  first	
  six	
  months	
  ended	
  30	
  June	
  2010	
  compared	
  to	
  
US$9.3	
   million	
   in	
   the	
   six	
   months	
   ended	
   30	
   June	
   2009).	
   Cash	
   interest	
   expense	
   on	
   the	
  
Syndicated	
   Facility	
   actually	
   increased	
   by	
   US$7.9	
  million	
   to	
   US$16.5	
  million	
   in	
   the	
   six	
  
months	
  ended	
  30	
   June	
  2010	
   from	
  US$8.6	
  million	
   in	
   the	
  six	
  months	
  ended	
  30	
   June	
  2009.	
  
The	
  higher	
  interest	
  expense	
  followed	
  the	
  amendment	
  of	
  the	
  Syndicated	
  Facility	
  agreement	
  
in	
  September	
  2009.	
  According	
  to	
  the	
  restated	
  Syndicated	
  Facility	
  agreement,	
  Zhaikmunai	
  
paid	
  Libor	
  plus	
  7%	
  during	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  on	
  the	
  outstanding	
  balance	
  
of	
   US$381.7	
  million.	
   Under	
   the	
   original	
   Syndicated	
   Facility	
   agreement,	
   Zhaikmunai	
   paid	
  
Libor	
  plus	
  3%	
  for	
  the	
  first	
  tranche	
  of	
  US$200	
  million,	
  Libor	
  plus	
  4%	
  for	
  the	
  second	
  tranche	
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of	
  US$200	
  million	
  and	
  Libor	
  plus	
  5%	
  for	
  the	
  third	
  tranche	
  of	
  US$150	
  million.	
  Effectively,	
  
Zhaikmunai	
  paid	
  Libor	
  plus	
  3.48%	
  during	
   in	
   the	
  six	
  months	
  ended	
  30	
   June	
  2009	
  on	
   the	
  
outstanding	
  balance	
  of	
  US$381.7	
  million.	
  Although	
  the	
  interest	
  expense	
  on	
  the	
  Syndicated	
  
Facility	
   increased	
  by	
  US$7.9	
  million	
  during	
   the	
   six	
  months	
   ended	
  30	
   June	
  2010,	
   finance	
  
costs	
  decreased	
  by	
  US$2.8	
  million	
  during	
  the	
  same	
  period	
  due	
  to	
  the	
  fact	
  that	
  all	
  interest	
  
expenses	
  during	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  were	
  capitalised	
  and	
  therefore,	
  not	
  
included	
  in	
  finance	
  costs.	
  

Loss	
  on	
  derivative	
  financial	
  instruments	
  amounted	
  to	
  US$0.06	
  million	
  compared	
  to	
  a	
  
loss	
  of	
  US$15.43	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009.	
  The	
  loss	
  of	
  US$0.06	
  million	
  
consisted	
  of	
  the	
  fair	
  value	
  of	
  the	
  hedging	
  contract	
  as	
  at	
  30	
  June	
  2010	
  (in	
  a	
  positive	
  amount	
  
of	
  US$0.04	
  million)	
  less	
  the	
  fair	
  value	
  of	
  the	
  hedging	
  contract	
  as	
  at	
  31	
  December	
  2009	
  (in	
  a	
  
positive	
  amount	
  of	
  US$0.98	
  million).	
  

Foreign	
   exchange	
   gain	
   amounted	
   to	
   US$0.1	
  million	
   compared	
   to	
   a	
   loss	
   of	
  
US$12.6	
  million	
   in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009	
  due,	
  primarily,	
   to	
  a	
  change	
   in	
  the	
  
Group’s	
  functional	
  currency	
  to	
  US	
  Dollars.	
  

Profit	
  before	
  income	
  tax	
  amounted	
  to	
  a	
  profit	
  of	
  US$35.8	
  million	
  in	
  the	
  six	
  months	
  
ended	
  30	
  June	
  2010	
  compared	
  to	
  a	
  loss	
  of	
  US$22.8	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  
2009	
  due	
  primarily	
  to	
  higher	
  Brent	
  crude	
  oil	
  prices.	
  

Income	
   tax	
   expense	
   increased	
   by	
   US$19.0	
  million,	
   to	
   US$16.2	
  million	
   in	
   the	
   six	
  
months	
  ended	
  30	
  June	
  2010	
  from	
  a	
  benefit	
  of	
  US$2.7	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  
June	
   2009	
   due	
   to	
   the	
   change	
   in	
   functional	
   currency	
   to	
   US	
   dollars	
   and	
   the	
   difference	
   in	
  
income	
  due	
  to	
  higher	
  oil	
  prices.	
  

Net	
   income	
   amounted	
   to	
   US$19.6	
  million	
   in	
   the	
   six	
  months	
   ended	
   30	
   June	
   2010	
  
from	
  a	
  net	
  loss	
  of	
  US$20.1	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009	
  as	
  a	
  result	
  of	
  the	
  
foregoing.	
  

	
  

Liquidity	
  and	
  Capital	
  Resources	
  

General	
  

Historically,	
   during	
   the	
   periods	
   under	
   review,	
   Zhaikmunai’s	
   principal	
   sources	
   of	
  
funds	
   are	
   cash	
   from	
   operations	
   and	
   amounts	
   raised	
   under	
   the	
   Syndicated	
   Facility,	
   the	
  
initial	
   public	
   offering	
   of	
   GDRs	
   in	
   April	
   2008	
   and	
   the	
   additional	
   offering	
   of	
   GDRs	
   in	
  
September	
   2009.	
   Its	
   liquidity	
   requirements	
   primarily	
   relate	
   to	
   meeting	
   ongoing	
   debt	
  
service	
  obligations	
  under	
  our	
  Syndicated	
  Facility	
  and	
  to	
  funding	
  capital	
  expenditures	
  and	
  
working	
  capital	
  requirements.	
  

Cash	
  Flows	
  

The	
   following	
   table	
   sets	
   forth	
   the	
   Group’s	
   cash	
   flow	
   statement	
   data	
   for	
   the	
   six	
  
months	
  ended	
  30	
  June	
  2010	
  and	
  2009	
  and	
  the	
  years	
  ended	
  31	
  December	
  2009.	
  

	
   	
   Six	
  months	
  ended	
  30	
  June	
  
	
   	
   	
   	
   2010	
   2009	
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   (unaudited)	
  
	
   	
   	
   	
   (US$	
  millions)	
  

Net	
  cash	
  flow	
  from	
  operating	
  
activities…………………………………………………………...	
   24.672	
   13.836	
  
Net	
  cash	
  used	
  in	
  investing	
  
activities………………………………………………………………	
   (71.316)	
   (24.918)	
  
Net	
  cash	
  provided	
  by/(used	
  in)	
  financing	
  
activities………………………………………….……	
   (16.586)	
   39.391	
  
Cash	
  and	
  cash	
  equivalents	
  at	
  the	
  end	
  of	
  
period…………………………………………………...	
   74.192	
   40.196	
  

Net	
  cash	
  flows	
  from	
  operating	
  activities	
  

Net	
   cash	
   flows	
   from	
  operating	
   activities	
  were	
  US$24.7	
  million	
   for	
   the	
   six	
  months	
  
ended	
  30	
  June	
  2010	
  and	
  US$13.8	
  million	
  for	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009.	
  Before	
  
changes	
   in	
  working	
  capital,	
  cash	
  flow	
  from	
  operating	
  activities	
   for	
  the	
  six	
  months	
  ended	
  
30	
   June	
  2010	
   increased	
  by	
  870.3%	
  as	
  compared	
   to	
   the	
  six	
  months	
  ended	
  30	
   June	
  2009.	
  
The	
   increase	
   in	
   net	
   cash	
   flows	
   from	
   operating	
   activities	
   was	
   primarily	
   due	
   to	
   (i)	
  a	
  
US$58.6	
  million	
  increase	
  in	
  profit	
  before	
  income	
  tax	
  to	
  US$35.8	
  million	
  in	
  the	
  six	
  months	
  
ended	
  30	
  June	
  2010	
  as	
  compared	
  to	
  a	
  US$22.8	
  million	
  net	
  loss	
  before	
  income	
  tax	
  in	
  the	
  six	
  
months	
   ended	
   30	
   June	
   2009	
   and	
   (ii)	
  a	
   US$15.4	
  million	
   decrease	
   in	
   loss	
   on	
   the	
   hedging	
  
contract	
   to	
   US$0.1	
  million	
   in	
   the	
   six	
   months	
   ended	
   30	
   June	
   2010	
   as	
   compared	
   to	
  
US$15.4	
  million	
   in	
   the	
   six	
  months	
   ended	
   30	
   June	
   2009.	
   Part	
   of	
   the	
   increase	
   in	
   net	
   cash	
  
flows	
  from	
  operating	
  activities	
  was	
  offset	
  by:	
  (i)	
  a	
  decrease	
  in	
  trade	
  payables	
  of	
  US$19.9	
  
million	
   in	
   the	
   six	
   months	
   ended	
   30	
   June	
   2010	
   as	
   compared	
   to	
   an	
   increase	
   in	
   trade	
  
payables	
  of	
  US$10.5	
  million	
   in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009	
  and	
  (ii)	
  a	
  decrease	
   in	
  
trade	
  receivables	
  of	
  US$9.7	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  as	
  compared	
  to	
  
an	
  increase	
  in	
  trade	
  receivables	
  of	
  US$6.6	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009.	
  

Net	
  cash	
  used	
  in	
  investing	
  activities	
  

Net	
  cash	
  used	
  in	
  investing	
  activities	
  was	
  US$71.3	
  million	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  
2010.	
   The	
   increase	
   was	
   due	
   primarily	
   to	
   investment	
   in	
   the	
   Gas	
   Treatment	
   Facility	
  
(US$35.4	
  million),	
  in	
  the	
  drilling	
  of	
  new	
  wells	
  (US$32.3	
  million)	
  and	
  in	
  the	
  water	
  injection	
  
programme	
  (US$3.3	
  million).	
  

Net	
  cash	
  provided	
  by	
  financing	
  activities	
  

Net	
  cash	
  used	
   in	
   financing	
  activities	
  was	
  US$16.6	
  million	
   in	
  the	
  six	
  months	
  ended	
  
30	
  June	
  2010	
  compared	
  to	
  net	
  cash	
  provided	
  from	
  financing	
  activities	
  of	
  US$39.4	
  million	
  
in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2009.	
  This	
  difference	
  was	
  primarily	
  due	
  to	
  (i)	
  an	
  increase	
  
in	
   interest	
   paid	
   from	
   US$7.9	
  million	
   for	
   the	
   six	
   months	
   ended	
   30	
   June	
   2009	
   to	
  
US$16.5	
  million	
   for	
   the	
   six	
  months	
  ended	
  30	
   June	
  2010	
  and	
   (ii)	
  no	
  hedging	
  proceeds	
  or	
  
gains	
  realised	
  in	
  the	
  six	
  months	
  ended	
  30	
  June	
  2010	
  compared	
  to	
  proceeds	
  from	
  the	
  sale	
  
of	
  hedging	
  contracts	
  of	
  US$48.2	
  million,	
  and	
  realized	
  hedging	
  gains	
  of	
  US$5.4	
  million	
  in	
  the	
  
six	
  months	
  ended	
  30	
  June	
  2009.	
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RESPONSIBILITY STATEMENT 
 
To the best of our knowledge, and in accordance with the applicable reporting principles, the 
attached consolidated financial statements give a true and fair view of the assets, liabilities, 
financial position and profit or loss of the Group, and the Group management report includes a 
fair review of the development and performance of the business and the position of the Group, 
together with a description of the principal opportunities and risks associated with the expected 
development of the Group. 
 
Douglas, September 2, 2010 
Zhaikmunai L.P. 
 
 
Zhaikmunai Group Limited acting as the General Partner of Zhaikmunai L.P. 
 
 
 
 
 
Kai-Uwe Kessel  Jan-Ru Muller 
 
CEO and Director  Group CFO 


































