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AN OVERVIEW OF THE TURKSTREAM GAS PIPELINE PROJECT AGREEMENT

The TurkStream Gas Pipeline Project (‘the TurkStream Pipeline’) is a replacement for the
South Stream Project.1 The TurksStream Pipeline is 900 Km long. It will start at the Russian
Black Sea coast near Anapa and ends at the Turkish town of Ipsala (see map below). It is
envisaged that the TurkStream Pipeline will be supplemented by another gas pipeline to
Europe, which would deliver up to 31.5 billion cubic meter of natural gas annually.

Turkey and Russia are facilitating and implementing the TurkStream Project through their
national companies BOTAS and Gazprom respectively. South Stream Transport B.V., a
Gazprom subsidiary, has entered into a contract with Allseas, a Swiss-based offshore pipe-lay
construction company, for the construction of the first line of the TurkStream Pipeline’s
offshore section. The works are scheduled to commence in 2017 and set for completion in late
2019.

The Intergovernmental Agreement between Turkey and Russian concerning the TurkStream
Gas Pipeline Project (‘the Agreement’) was signed by Turkey and Russia on 10 October 2016
in Istanbul. The Turkish President signed the law ratifying the Agreement on 06 December
2016. The Russian government approved the draft law on ratification of the Agreement and
passed it for consideration by the State Duma on 12 December 2016. At the time of

publication, the TurkStream Agreement remains unratified by the Russian Federation.
The Agreement contains several unique provisions, a few of which are highlighted below:

e Article 8.10 provides that the offshore section company and onshore section 2
company shall not be subject to the Turkish laws on the natural gas market, thus
excluding the tariff regulation requirements, third party access and unbundling
regulations.

e Article 12 provides for an amicable dispute settlement procedure between the Parties
concerning the application and (or) interpretation of the Agreement by means of
negotiations or consultations, failing which the dispute shall be referred to an ad hoc
arbitration court. After a written and detailed notification of the dispute and failing
an amicable dispute resolution, disputes relating to tax matters under Article 10 shall
be settled under the Rules of Arbitration of the International Chamber of Commerce

by one or more arbitrators appointed in accordance with the ICC Rules.

1 For an overview of the South Stream Project and copies of all the governmental agreements, please
visit the South Stream Agreement Compendium here: http://mc-academy.org/2016/wp-
content/uploads/2017/01/South-Stream-IGAs.pdf ; see also, Newsletter of the International Bar
Association Legal Practice Division, Oil and Gas Law, Vol. 3 No. 1 September 2014, http://mc-
academy.org/2016/wp-content/uploads/2017/01/Oil-and-Gas-Law-Sept-2014.pdf
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e Article 13 stipulates that the Russian participant in the offshore section company and
the Russian participant in onshore section 2 company are considered as investors, and

their investments are considered as investments within the context of the Agreement.

MAP OF THE TURKSTREAM GAS PIPELINE PROJECT

eam.info/project/)

(Source: http://turkstream.info/project/)

For more information on the TurkStream agreement, please visit: http://mc-academy.org/turkstream-

gas-pipeline-project-a-compendium/
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AGREEMENT

between the Government of the Republic of Turkey and the Government of the
Russian Federation concerning TurkStream Gas Pipeline Project
(English Translation)
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ENGLISH

AGREEMENT

between the Government of the Republic of Turkey and the Government of
the Russian Federation concerning the TurkStream Gas Pipeline Project

The Government of the Republic of Turkey and the Government of the
Russian Federation, hereinafter referred to as the Parties,

in conformity with the principles of equitable and mutually beneficial
cooperation aimed &t expanding trade and economic relations between the two
countries,
i on the basis of the Treaty on the Principles of Relations between the
| Republic of Turkey and the Russian Federation dated May 25,1992,
| taking into account the Agreement between the Government of the
Bepublic of Turkey and the Government of the Hussian Federation for the
avoidance of double taxation with respect to taxes on income dated December
15, 1997, and the Agreement between the Government of the Republic of Turkey
and the Government of the Fussian Federation on the promotion and reciprocal
protection of investrnents dated December 13, 1997,

taking into account the Joint Declaration between the Republic of Turkey
and the Russian Federation on deepening friendship and multidimensional
partnership dated December 6, 2004, and the Joint Declaration between the
Republic of Turkey and the Russian Federation on progress lowards a new stage
in relations and further deepening of friendship and multidimensional pantnership
dated February 13, 2008,

seeking to further enhance comprechensive economic parinership and
strategic cooperation between the Republic of Turkey and the Russian
Federation, as well as to strengthen cooperation in the energy sector between the
Parties and provide for energy security by diversifving the routes of supply of
_ Russian natural gas,
| confirming that the supply of gas from the Russian Federation to the
Republic of Turkey works towards energy security,
l supporting the construction of a new gas pipeline system running from
: the Russian Federation across the Black Sca and further across the territory of the
Republic of Turkey, in order to supply natural gas from the Russian Federation to
i the Republic of Turkey and other countries,
| secking to create favorable conditions for the design, construction and
operation of the said gas pipeline system in the Black Sea area and in the onshore
territories of the Republic of Turkey and the Russian Federation, and to transport
natural gas using the same,

recognizing the successful cooperation berween the Parties in the
construction and operation of the Blue Stream gas pipeline running from the
Bussian Federation across the Black Sea to the Republic of Turkey,

hereby agree as follows:
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Article 1

For the purpases of this Agreement, the lemmns below shall hove the
following meanings:

“TurkSiream sas pipeline” mesns 8 oow gas pipelioe system with a
meimum lechmcal design capacity of 31,3 billien cuble meters pet annurm {ur
o lines with wechnical desipn capacity af | 5,75 billion cubke meters per annum
per each line, rusning from the Russiin Federadom (from the Russkaya
compressor station in the Krasnodar Begron of the Russian Federation) across the
Black 5ea w ihe receiving termainal oo the enast of the Republic of Turkey anl
turther aceoss the temitory of the Republic of Tarkey up to the border of the
Republic of Tuekey with its paighhoring countrss, construcied in order to supply
fiatura’ gas fram the Rossian Federgtion o 1he Republic of Turkey, as well a3 to
ensure raosil of Russien gas across the Republic of Tudkey ink e counbnes
bordering the Republic of Tutkey., wilk the offshore section 1, the oflghors
section 2, the onshore scotion | and the onshore scetion 2;

*affsbore scetion 17 meeans a scction of the TurkSoeam gas prpeline
comsirncted for the purpose of delivering nateal gas from the Russian Federation
3 the Republic of Turkey with a roste tunodng acrass the Black Sea from the
coasl of the Bossiun Faderation up o the [rst weld afer the exit side fencing
dowstream of the receiy g Leroninal,

offshore secrion 27 mesns 8 seclion of the TorkSweam pas pipeline
conatrueterl W ensure transit of walmal gas via the onshore section 2 localed in
the terriwery of the Republic of Turkey to the ncighboring soumrics of the
Wepnblic of Turkey with a reute munning across the Black Sca from the coast of
e Hussian Federation up to the first weld after the exit side fencing dowmsiream
at the receiving terrinal:

“offshore scetion” means. joimly, the offshore section | and the offshore
section 2 incliding the respective parts of e receiving terminal;

receiving terhinal” means facdlity on the Black Sea epast of che
Republic of Turkey for the offshore sectiom operation and isolation, pas
conditivning, which comprises of the follawing sections:

e offshore pipeline section consisiing of the ofishers pipelioe ¢ontel,
imalation  and  cmergency  shodown fnedcnalice, rhe  ofishare pipeline
pipgegiclesning system and the ofishore pipeline operaticnal metering;

[ ] the gas conditioning scetion consising of maniiolding. pas {iltcring, gas
conditioning (temperature control, pressure oontrel) and doWwnsream pressurc
TrrirEciig Svaiem;

“rochore section 17 means 2 section of the Turkdrream gas pipeline
consiructed for the purpose of delivering natursl gas from the offshare section 1
froon the Kussian Federation to the Republic of Twrkey with a route nimning fum
the first weld afor the exit side feoving dovnstresm, o the receiving raeminal and
furttrer acenss the Republic of Turkey up to the connectivn thereol with the
existing s tramsmssion sy swem of the Repubdic of Terkey;

i “ooshore scction 2™ means # section of the TorkSkream gas pipﬂljr]ﬁ-"""ﬂ{
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cotstrueted to ensure transit of natural gas from the offshaere section 2 across the
Republie of Turkey to the noigliboting courtries of the Republic of Turkey with a
roue rannitg from the first weld after the exil side fencing downsieeam of the
receiviog terminal and duether serass the Republiv of Turkey up to the border of
the Bepublic of Turkey with its neighboring countries:

"anshore section™ mesns., joinlly, the enshore seciion 1 awd the onshore
seclion 2 including the gas metering station:

"offrliere sectinn compuns™ meums a legal eatity established or to be
waliablished by PISC Gazprom snd'or its #ffiBHae(s) i opder we desigm, consruct,
operate and own the offshore section, registered at a place detcrmnined by the
Russiyn participant, mentivhed in paragraph 1 of Article £ of this Agreement,
wpon incorporalion thereot;

“prshere section 1 company™ means a legal enlity which will design.
comstruct, operate and own e onshore scotion 1. to be authorized by the
Republic of Turkey;

“onshore section 2 gompany” means a lagal entity (o he gstablished v
arder to design, consirecl, operate snd own the orshore section 2, 1o be registered
at a place agreed by and bebween its participants, appointed in avcordanec with
parismapt 3 of Article 3 of thns Apreemeant, Upan ineoepatation therenf,

“rompanies” means, jony, the offshere seclion coonpany., the onshore
section 2 company and the onshore section 1 eompany.

“participant of the onshore scction 2 company™ means a legal enlity
ownihy a sharce in the charter capital of the onshore seetion 2 company;

Tparcipant of the offihore section compatty” means a legal entity
rwing 8 shace in the charter capital of the ofTaRore section company

“pompanies’ parlicipants™ means, Gointly, padicipantis) of the offshere
scetion company and participants of the anshore scction 2 company;

“pre-lbvesiment smdies™ means stadics with a view w dotennine the
tachnical, enviromrental, ecotiomic and  finateial, Jepal and  oporational
Fegsihilicy «of the construclion ol the Tk Siream gas pipeline:

“project” means the activides with respect to the TurkSteesm gas
pipeling carried out by the companics, companies’ participants and contractors of
the companies, including enpinecting surveys, techmicul sludies. 2ssessmerts.
pre-constraction warks, design, constmction, obtaining of tiles to land plots,
CLUTLIOSSTOE, cuipment instyllation. funding, insurance, vwaership, opection,
prowision of ndlvral gas mansmission services, commcrcial activilies, repair
diagnostic inspeoction end survey, maintonance, replacement, modermzation,
protection. capacity inceease ot deceense, construclion of pipeline Branches,
salely  assuraner,  decommissioning,  slafiing.  servicing, procurement  of
equipment, plantz, facilities and matarials, suppart thereat. implementation of
comracts related tr the proseryelion. mamwenance, repair, operation and
modernization, and other actions with respect to the TorkStream gas pipeline;

“hesl endravors™ means laking by e retevant Pary of all lawful steps in
such Party’s power which 2 prudent and determined pary would hove takep:
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under the CIFCUTRSIANGES,

Article 2

1. Ihe Parties approve the implementotion of the project in
accordance with this Agrecment and shall cooperate to provide necccssary
favryable apd non-diseimitadory conditions for (he implementation of the
pruject, o purticular relmin fom imposing project specific discriminatory
mcasurcs. and shall take any other negessary steps conductive therelo and
prervided by this Agrserent,

2. The Pamies shall assist the companies and the companies’
participans it infileinenting the preject in accordanes with this Agreetent.,

Article 3
I, Any infrastruchure relaled 1o the project, production and othec
facibities, and propeny created amd/or dcquircd by the companiss or the
companies” participants in the normal course of business within the framework of
the project shall be owwed by the corresponding companies andior the
compunies” participatts.
¥, The properly specilied in paragraph | ool this Article 3 shall not be
cupropriated, nationalized or subjected 0 any measures colailing consequences
equivalent o expropriation or nationalization.

) Article 4

[.  The Turkish pacticipant ol the onshore seclion | company (Boru
Hatlar ile Petrol Tasuma A%, and-or ns affiliatels)) shall have onz hundred (1047
prer eyt share i dts charter Gupifal.

The participants of lhe ooshore seclion 2 company =hall. upon the
establishment thetcoll have the following shares in s charter capitai;

the Turkish participant . fifty (38 per cont;

thye Russian purticipan, — Gfty {30) per cent,

The Pussian participant o1 the offshore section company (PISC Gozprom
and’or its affiliate{sy) shall, upen the establishment shercof, bave one hundred
(100] per cont in its clarter capital.

2. Prioe to the establishment ot the compandes, all oxpeaditures related
wr the project agreed by the cotnpanies” pacticipunls, inctndipg those sysociatad
with the establishment of the companies. shall be bome by the companes’
participants pro vafa to their shares in the charter capital of the conpanics.

3. Following the establishment of the companes, each of the
companics' participunts shabl independently secure fonding for the melevant
cotpany’s activities, pro raty to 115 share in the chamer capital of the companies.
If 5o deelded jointly by its participants, the enshore section 2 cornpany and, il 50
devided by jts Hossiag participact, the offshore section company may raise third-
party fanding,

4. If so decided joincly by its participantz, the onshorz section 2

L oeEEo ;
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company and, i so decided by its Russian participant, the oftthore section
eOmpany iay aacl new pantcipants, which shall eniail the redistribution of Fl
shures in e charter capitgl of (he companics mentioned in this paragraph 4 of
this Al

5. The Hussian anthorized ovpanicalion, meptionad jn pasapeaph 2 of
Amicle 14 of this Agreement, appoints the Russian putticipant of the ooshoee
section 2 company. The Tickish desigrnated suthority, mentboned in pacagraph |
of Anticle 14 of this Agreement, appoints the Turkish participant of 1he onshore
section 2 company.

6. 1f the Russian participam of the onshore section 2 company at the
estahlishment of the enshore section 2 company is ditferent than PI5C (Gazprom
andfor i affiliata(s), soch Russian paticipenl shall be subject o a wiitten
approval of the Turkish designated aulhorily, mentioned i paryraph 1 ol Aricle
L4 of thizs Agreement.

7. If the Turkish participant of the onshore scction 2 company at the
2stabilishisent of the onshore section 2 company is differcnt than Bora Hatlan ile
Petral Tasima A %, anddor its affiliate(s), such Turkish participant shall be subject
1 a writeen appeoval of the Kussian designated authority. mentioned in paraeraph
taod Article 14 of this Agrecment.

Article 5

1.  The cnshare section 1 shall be constructed with the sole purpose of
receiving gas from the offshore section 1 and Tansmission of gas scooss the
Bepublic of Terkey up te the conncetion peing witdh e existing gas transmission
swshem of the Republic of Turkey and shall have the technical design capacity of
15,75 Billin cubic meters of gas per annwm. 1f transtnizsion eapacily of the
amshere secticon 1 exceeds i3 slated wechoical desizn capacity, then the offshore
sgetion vampany, the onshore sectiom 1 company and their pariicipanis shall
tointly sgmes on whether o use sueh exeess capavity and principles of utilization
of such excess capacity.

20 In case the decision W use the eweess capaeity mentioned in
paragraph 1 of this Arielc § is made. the oifshore section compary shall, on a
timely basis, make necessary invesiments related to the offshore section 1 and the
onshore section 1 company shall, o0 @ timely basis, make necessars oyvestments
related ko the onshore section 1.

3.  The onshore section 2 shall be construcied with the sole purposs of
veceiving gas from the offshore section 2 snd trapsmission of gas from the
aftshore section 2 to the border of the Republic of Turkey with its neighboring
countries and shall have the technical design capacivy of 15,73 billion cubic
melors per annum. 1T iransmission capacity of the onshore section 2 exceeds its
stated technical design capacity, then the aflshore seelion company, the onshogre
section 2 company and their panticipants shall jointly agrec oo whether doousc
such excess capacity and principles of utilization of such cxcess Capacity.

4. In case the devisiom to wse the exgess capacity mentomed in

s e
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paragraph 3 of this Article 5 is made, the offshore seotion company shall, on w
timely basis. make necessary investments related 1o the offshore section 2 and the
onchore section 2 company shall, an o timely basis, make necessany invesiments
relmted o the onshon: section 2,

5. The spectfic parameters ol the offshore section, including the
pecpraphic position of its 2xit point oo the coast of the Bepublic of Teckey. shah
be deteemined on the hayis of the results of the pre-investment studes,

G, The specific parmmetets of the anshore section 2, including the
gengraphic position of it exit poant gl the border of the Republic of Tarkey with
ks neighhariog countoes, shall be determmined oo the basis af the mesults of the
pre-imvesiment snidies,

7. I'he Ruossisn Pamy threngh the Wnssian autherized organization,
megdiooned in paraprapl 2 gl Article 13 of this Apreprent, shall ensure the Limaly
constnacom of [he affshore secticmn | angd the Tarhish Pacty thoaegh tbhe Tockish
authorized organtzation, mentiopsd In paragraph 2 ol Andcle 14 ol his
Agrcement shall ensure Umely construction of the onshore section 1 in order o
achieve tumely cornicertion of the offshore section | with the existing gas
teapsimisson svstem of the Republic of Turkey.

8. The designated authonties, mentioned o puraprapd 1 of Anlicle 14
of this Aprecment. and the aulbonized organizations, meniionsd in paragraph 2 of
Aricle 14 of this Agreernent, shall cnsure proper coordination betwesn the
companics in order o achicve timely conmection berween and commissioning of
the respective offshore and onshore scotions as st oul in peragraph 3 of Article 6
of this Agreement.

4 In order to ensare proper ard sate aperation of the TurkStream gas
pipelie and for the uninterropted flom of natural pas theough the ToskStream gas
pipeline, the companics shall take all necessany wclions, meludiog maintenarce,
ot tne respective parl{s) of the TurkStream, gas pipeline.

Article &

1. The l*arties shall provide all necessary conditions for unhindered
implementation of the projest and shall render assistance in vhtining all permits,
approvals pnd heenges o implement the proect separately for the oflshore
setion, the enshone seelion | and the anshore section 2.

2. The Parties shall wsc their best epdesvors 1o sirearnling the
procedure of and shotten the dme For obtaining permits and livenses regoired for
the implemmentation of the project.

1. The Tarties shall, on a wmely basis, provide the companies with all
permils, approvals and Jicenses, provided thot the companics make wlevanl
applications duly and timely, required for the o]leeing:

al connissioning of all capaciues of the offshore sectien | sl the
onshore section | before Decertter 30, 20148, and furdier operation thereof:

b uiiless otherwise agreed in the protocsl referred 1o o paragtaph 2
of Arlicle 11 of this Aprestnent, sommizsioning of all capacitics of the u[l'shmr:*_
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section 2 and the onshore section 2 before December 30, 2019, and further
operation thereof,

4, The Parties shall ensure the use of simplified procedures, as

permitted by their national laws, to obtain ¢ross-border access within their
couniries, including flag dispensation permits and permits to work in the
exclusive economic zome and territorial sea of the Republic of Turkey, lor
personnel, materials, know-how, vehicles, vessels, devices, tools, spare parts,
articles of supply, hydrocatbons (including fuel), and construction and
installation machinery and equipment required for implementing the project.
3. The Parties shall, acting through their designated authorities,
mentioned in paragraph 1 of Aricle 14 of this Agreement, ensure regular
exchange of information with respect to implementation of the project and
cooperation in the event of foree majewre that may jeopardize such
implementation.

6. The Parties confirm that the project, except for the onshore section
1, shall comply only with the internationally recognized stendards for project
design (Det Norske Veritas GL, International Organization for Standardization,
European Committes for Standardization).

7. The Turkish Party shall ensure issuance, within the shortest
possible period, of permits by the competent Turkish authorities required to
conduct surveys within the coastal section of the Republic of Turkey (inchuding
the receiving terminal).

Article 7

1. The Parties shall use their best endeavors 1o ensure safe and
unrestricted transmission of gas via the TwkStream gas pipeling across the
territories of their respective counirics, on terms and conditions provided for by
the relevant gas transportation contracts.

2. Organization mentioned in paragraphs 1 and 3 of Article ® of this
Agreement shall be free of any fees, charges or requirement for payment of any
kind, save as expressly set out in the relevant gas transportation contract, in
respect of the passage of gas via the offshore section and the onshore section 2
across the territory of the Bepublic of Turkey. For the avoidance of doubt, this
paragraph shall not apply to the onshore section 2 company's payments set out in
this Agreement andfor the protocol referred to in paragraph 2 of Article 11 of this
Agreement.,

3. The Turkish Party shall facilitate grant to or acquisition by the
companies of rights to use land plots required for the implementation of the
project, on fair, transparent and legally enforceable conditions. Such facilitation
shall in particular include appointment of a state entity empowered to manage the
process of acquisition of rights to use land plots in an accelerated manner, as well
as issuance of a public interest decision for acquisition of such land rights.

Article 8
7 ooltm, o
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1. The vight 1t use ooe hundred {00 per gent o the uffshore section
capacity is vested in the Russian authorived ofpanization, menliimed 10 pargraph
2 ol Article 14 of this Apreatnenl, andfor its alfiliatels).

2. The misdl W use one hundred (109} por cent of the enshore section |
capacity is vested in the Torkish authorized organpization, menticned in paragraph
2 af Article 14 of this Agresmens, and*or s alfiliatefs).

3. The oght wuse one hundred {100% per cent of the onshore seelion 2
capacity iz vested in Russion aufhutized otzatization, mentioned in parapraph 2
of Artiche 14 ob this Agrectnent, andor s alBatels).

4, The terms of aperation for the offshore sectien. including twoifl
zetting, shall fall within ihe exclusve competence ot the aotffshove section
COmpeny,

.  Representatives of the onshore company 1 and the onshore
cenpany 1 shall be oranted, withomat any resteietion, rizht of access to and
monitar of (he eeciving letminal in onlet W ensure its sale ol proper operation
and faciiitate infcraction botween the offshone section company, the omsbors
section 1 company and the onshare scction 2 company.

B.  The terms of operation for the onshore section 2| inclodieg tariff
setting. shadl fall within the exelusive competedce of the onshone section 2
COmpany,

7. The onshorc section 2 company shall act es the onshote section 2
aperator.

& The Paties proceed obv the basis that the Russian authorized
urgunfzatiun, mehtioned i paragraph 2 oof Aricle 14 of this Agreement, andioe
its affiliaters) and [be onshore section 2 company shall enter inta a boap-term gas
transportation contracl containing a ship-or-pay condition.

9. The Pactics proceed on the basis that the tanlf {or gas rmansmission
services within the onshore section 2 shall ensure a reasonable rate of remim and
an opporlumity to raise thicd-parly (unding {oe the onshote section 2 if the
participants of the onshore seclion 2 company o decide,

1. The offshore section company and the onshore seclion 2 company
shall not be subject to the lows of the Bepublic ol Tuckey gaverning e nanral
gas marked, ingloding e reyoirements 1o tanff regalation, thied parly aceess and
unbundling.

Article 2

Far the pusposc of legal and economic assistance o opéraliony soonectesd
wilh the iteplementation of the praject, exeleding the enshore section |-

al The Parlics conlim tha! for the purpose of implementing this
Apraement. activity of the offshore section compary performed within 1he
exclusive cconomic zooes and on the conlinental shelves of the Kepuhlic of
Turkey and the 1ussian Foderation in the Black Sca shall o be 1axable;

bt The Turkish Party shall exemmpt fram the value-added 1ax the

consultancy, lepal. accounting and cnainceriag serviees, including En{-"lﬂ'-‘-ﬂ‘.i-f,l%' |
Lo . I"’ A "l
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consultancy  sérvices, pre-construction services and construction  facility
operation services, preliminary design services and design services (pre-
investment studies, design and engineering, and any other similar services),
rendered to the offshore section company;

¢)  The Turkish Party shall exempt the offshore section company from
income taxation;

d})  Transportation vehicles and technical facilities (including vessels),
pipes, any other material and technical resources (including equipment,
components, and spare parts) enter the territories of the countries of the Parties
based on the lists of facilities and materials required for the implementation of
the project, excluding the onshore section 1, and prepared by the authorized
organizations, mentioned in paragraph 2 of Article 14 of this Agreement, in the
Turkish and Russian langnages;

The above mentioned goods shall be exempt from taxes and customs fees
in the country of the Russian Party and shall be exempt from taxes and customs
duties in the country of the Turkish Party. The exemption from customs duties
shall be granted in accordance with the legislation applicable by the country of
the Russian Party;

The Parties do not apply taxes, customs duties and levies, as well as
other such payments, to transportation vehicles and technical facilities (including
vessels), pipes and any other material and technical resources (including
equipment, components, and spare parts) wansferred (utilized), imported or
exported for the implementation of the project, excluding the onshore section 1,
within the exclusive economic zomes and on the continental shelves of the
Republic of Turkey and the Russian Federation in the Black Sea;

Each of the Parties in accordance with the legislation of its country and
the applicable international agreements shall ensure the fulfillment of approval
procedures for the aforementioned exemption, should there be a requirement for
such approval, as well as for the procedure of granting customs exemptions;

The reguired equipment and materials entering the countries of the
Partics pursuant to the lists and specitied in paragraph d) of this Article 9 shall be
given priority for customs clearance in the countries of the Parties;

e}  The offshore section company and the onshore section 2 company
shall be exempt from payment of property (real estate) tax and any other similar
taxes in the countries of the Parties with respect to the property created andfor
acquired for the implementation of the project, excluding the onshore section 1]

) If debt obligations are directly related to the implementation of the
project, excluding the onshore section 1, interest on such debt obligations, as well
as other income related to such debt obligations, arising in the country of any
Party, shall be exempt from taxation in the country of the respective Party in
which such interest (other income) arises, provided that the beneficial owner of
such interest (other income) is not a tax resident in the country of such Party;
Such interest, as well as other income related to such debt obligation
shall be exempt from value-added tax (if applicable) in the countries
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PParties;

8y Nulurgl gas ransportation services rendered withio the offshore
sectiom shall be laxed in the Russian Federation at a null (¢ value-added tax rale.
For the purposes of application of the said tax mte, the terrigory of the Russian
Federtiom 1y considered the place of supply of such sorvices. The procedurs [or
the application af o mell (07 tax rate to the aforermemtionesd services shall be
established in the national legisladion of the Russian Federaiion,

b)  The Tuckish Parly shall cxempl gas transporation services fronn the
vibue-added tax by secting g pull {1} tax cate for such services) and grant the
otfshore section company and the onshore seclion 2 company the right fo
refund/reimbursesset off the value-added tax paid om the geodsworks'scrvices
acqiired i conmection with the mplementalion ol the project, excluding the

onsheore section 1, in which case tha period of refund shall be diree {37 months;

i]  The Turkish Party shall grant meome or eorporate withholding tax 1
caemplion W pavmenls for the construction and repair works perfommed in J
connection with  the  implementation of the project, cxeluding  the ﬁ

onshere section 1

i} The Turkish party shall cxcmpt from taxes the profit remitted o the
affshore zection company participant(s) and e onshore section 2 company
participanl(s) by the ollshore section company and by e ooshore section 2
company respectively. as well as profit remitted to the offshore scetion company
and the poshore section 2 cumpaty head offices by any Turkish boanch of the
cifshore section company wnd e onshore section 2 company respeciively:

k]  The 'lurkish amiy shall geant the offshove section company the
right 1o ey Tarwind foases tor o peried of wen § 100 years:

I+ The Turkish Party shall excmpe the offshere section company and
the onshgre sectinn 2 company from the starmp tawe with respect # cootracts o e
made hy the ofishore section company and the ooshore seclion 2 enmpany in
comnection  with ke  implementation  of the project, cxcloding  the
agnzhote 3cction 1;

m}  Without prejudice W the provisions of paragraph & of Adlicle 11 of
this Agrecment, if the Russian participant af the onshare section 2 company
torminates it participation in the charwer capiial of the onshore seclion 2
company fpursuatl in paragraph 4 of Article Bl of this Apreement), the Peries
shail xempl the Bossian paticipant of the onshore scetion 2 company from any
tangs payahle in such cases in aceordance with the legisiation appiicable in the
countries ot the Pyrlies:

n}  The vnshere scotion 2 company shall kcep and maintain its books
and revords, calculae 1t eorponmie ncome tax Dabiliy and prepare s corporate
ientne X retums exclusively i US Dollars. The anshoce section 2 eompany's
books and records with respect of its acrivity shall he maintained in accordance
wirh the Internatiomal Finangial Reporting Standards;

o1 The lukish Tarty contiems that poods ecquived by the offShare
section company and 1he onshuore seolion 2 company cxclusively from the :apei.ia] w?‘-h

-
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comsumphion Wy pavers regarding construction and omodification of the ofisborc
section and the enshore scction 2 shali e exempt from the special consumption
tax. if applicahle.

Article 10

1. Any change of law of the countrics of the Partics, that establish ney
taxes, customs duties and‘or other charges, or utherwise wuorsen the economic
slanding of pavers of taxes, custoins duties andior other <haeges, shall not apply
o the offshore seclion company. the onshare section 2 company and their
participants, fir which the Ly regime s established by this Apreement, in respect
of their aciiviries that relate to the offshore section and the onshore section 2 of
the project.

2. Tn orespet of fhe onshore section 3, the Tuckish Parnye shall
compensate the onshore section 2 company and ats participants any new or
itcreased cost or exprense and any reduction of revenue resulting fron an event
of change of law [other than change of law referred 1o in paragraph | of this
Article 10) which:

i5 discriminatory lowands 1he onshore section 2 ot the onshope section 2
COMpAny or its pasticipants,

whether or not o genvral application, infninges provisions of this
Agrrermnent, and

renders matenial obligalions under this Agreement void or unenfotceuble
i has material adverse cffcct on implementation of the onshote seetien 2 or has
the mgterial elfevt of worsening the egpnomic standing of the opshore section 2
company andior its participants.

1. Any dispuee belween the oftshore section company, the onshore
saction 2 company of their participants, on the one side, and the respective Panly,
on the olher side, ansing oul of this Aricle 10 shall be subject o written
notification  with  detailed comenents, which shall be sent by the said
company(ics] or ilsfiheird participanifs! o the respective Partvy. In case the
[ | dispute connot be resolved it an amicable manner within the perod of six (8]
monihs from the date of wrillen ootification, such dispate shall be finallv seatled
under the Roles of Arbitration of the International Chamber of Commerce by one
Or Tagre grhateaturs appoited o accardance with the said Bules, The TMuties
hercby wrevocably comsent do he submission ob such dispates to the abose
tentithed intermztinnal arbiteation.

Artivie L1

1. The Parties proceed on the basis that namral gas from the Russian
Federution delivered w the Republic of Tuckey at the border of the Republic of
Tyurkey with the Kepublic of Bulgara shall be delivered via Llhe offshore seclion
Vupon the commissioning of the offshoresection 1. By the date of the
commissioning of the olTshore section 1, the contracts for the supply of natural
gas {rom the Russian )ederation to the Republic of Turkey at lhe burder of the
Bepublic of Turkey with the ilepublic of Bulgaria shall be wnended with oy

11
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ter the delivery point and respective techinical terms o arder to @ke into account
the parameters of the oftshore secilon 1 and coshare section 1. For the avoidance
uf doubt, the above change of the delivery poin and usage of the oflshore section
1 for such supplies shall not uifeet the commercial conditions of the conlracts for
the supply of natural gas mentioned in this paragraph | of Article 11

2. The Panies agree to facilitate good faith negotiations and
conclusing of a separate protocel, in furtherance of this Agreement, fetween the
Turkish Party sod 1he Russian authorized creanization, mentioncd in pasigraph 2
ot Article 14 of this Apreement, which shall assign its riphls and obligations
under the protecol o the enshore section 2 company upon its establishment, Such
protocol shall sct ot additional terms and cenditions in respect of the onshore
seelion 2, The Pades apree thal such protocol together with this Agrecment shall
foorm a legal basis for the onshore section 2. Construction of the enshore section 2
15 subjeet b the exection of such protoco].

1. The Russion participsnot of the offshore scction company mav
decide to reduce the capacity of the offshore scetion by caznecling the offshore |
seehon 2 ol the project, wherenf the Russian Party shall notity the Torkisi Party.

4. Upan the nolilication by 1he Rossiao Paoy addressed to 1he Tuckish
Party in accordance with paragraph 3 of Adicle b1 of this Agrcement, e F
omshore section 2 of the project shall ke cancelled. The Russian participant of the
pnshere seclion 2 company hes the righl to lemoinake s parlicipation ie the
chartcr capital ol the cazhore scetion 2 compuny.

. ¥ ln case the Hussian participant of the oftshorc seetion company
decides o cangel the ofishore sectdon 2 of the preject, the Rossian authorized
orzanizetion, menlioned in parspraph 2 of Ariele 14 of this Agreement. and Lhe
Russian participant of the enshore section 1 company. i established, shall jountly
abd severally compensate costs and damages of the ‘Lurkish authorized
oTranization, ménlioned o paragruph 2 oF Article 14 ot ibis Aeeeement, under an
ageeement 1o be  concloded berween  the Russian participamt  of  the
onshops seetion 2 company, if estahlished, the Bussian authorized ocganization
and the Turkish anthorized orgynization, menfiongyd in parkgriph 2 of Aricle 14
of this Agreement.

6, The Russian anihecized oreanizancoes, ineniioned in parasraph 2 of
Article 14 of this Aprccment, and-ar 1t attllisgers) will not be reguited 10 abrain
any peruits, approvals or livenscs to trgnsil pgtural gas [rom the Rossian
Federation o third countries thuouph the omshore section 2 snd the offshore
aeligh 2. Mo perinits, cpprovals o licenses shall be required Sor the Russiar
authorized organization. mentioned in paragraph 2 of Article 14 of this
Agresinent, andior s atfiliatefs} for the delivery of natural gas through the
offshorc section | from the Russian Federslion to the Bepuhlic of Turkey. bor
the avoidanee of doubt, this paragraph & of Articke 11 shall not cover the permits,
approvals of licenses required for the activilies In relation w ihe project {other
than mentoned above in this paragraph 6 of Aricle 11}, for the import of natural
g W the Repunlic of Turkey and for the Russtam suthorzed Grgﬂni?jlﬁnnr -
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mentioned im puragraph 2 of Article 14 of this Agreement, andfor s affiliated )
ti3 expart gas froro the Fostian Federaljon.

7. The title and possession of the gas that will be wansperied throogh
the offshore scciion 1 shall pass 60 the Togkish awethorized oreanication.
mentioned in parsgraph 2 of Arlicle 14 of this Agreement, snd impocier(s) at the
connecilon point of the offshore sectiost 1 with the coshore section [ The
delivered nataral gas (theovgh the oflshore soction 1 shall be desmed as mmpoited
to the Kepullie of Torkey at such point o the puzpese of eustoms clearance.

Ariele 12

1. Any disputes apmzing between 1he Parties with respect to the
application andior ihe inerpoetation of this Agreement shall be resolved by
crnpultaticn]s of negotiations between the Pantes.

2 Ay pmposed by either Pasty o resolve disputes, the [Martics may
hiold meetingz to werk out recommendations as te the implementation of this
Agreerpent and o the settlement of disputes.

3. T any dispate cannot be resehved within six (6] months from the
dare of commencement af any such consullalinns and negotiatians, it shall, 2t the
request of either Party, be referred to an ad foc arbiration court,

4. Such arbitration eowt shall be set up for each pantcular case in
pcconlance with the fellowing procedure. Each Pany shall appoint one arbitrator
within twe (2] months from the dare ol reeeipl of the nolice of atbitration. Within
twe {2} months from the date of appoimiment the so appointed arbitrators shall
clest o gitiven of a third counory whic. i approved by hoth Marties, shall ace as the
chairman of the arbitealion courd.

5. Tf any arbibrators 1o be appeinied under pargzrph 4 af this Article
12 have not baen appointed in doc eourse, either Parts may, unless any other
aclions hgwe been taken, request the President of the Elnited Nations Inccrmational
Court of Justice to make the relevant appuiniments, I the Presklent of the United
Nations [nternattonal Count of Justice 14 a citizen of the eounity of ooe of the
Parties or canpot perfunn the requested funerion for any other reason, the Viee-
President of the Umted Wations Intermations! Court ol Juslice shall be requested
1o make the relevant appointments. If the Vice-President of the United Mations
Internationa] Courd of Jostice is a citizen of the country of one of the Patbes or
cannet perforn Che reclested fioction for ary other remscry the member of the
United Malions Internations]l Court of Justics that is next in seninricy and is not a
citizen of the country of any of the Fanics shall be requested to make the relevant
appointinents,

f.  The wbitration court shall maks an award by a maonicy of votes.
Any such award shall be final and binding upon the both Parties. Fach Pacty shall
hear the eosts refated o the activitics of the memmber of the arbilrlion cowrt it has
appointed and to the represeniution of its interssts i the arbiteation proceedings,
and the costs related to the activities of the chairnan of the arbitration courl and

the remaining costs shadl be bome by 1he Parties e:;:_i_ai_ljr'. ‘He arhitration cﬁn{; .
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horarower, may state Inits award that onc of the Pactics shall bear a higher share of
costs, and such award shall be binding wpon both Parttics. The arbitration court
shall estahlish the pracedure of the arbiteation prpceedings indapendently.

7. The seat of the arbilratton coud shall be i Geneva, Swilzerland,
unless the Parties apree atherwise.

5. The arbiration cour shall resolve dispules in accordance with this
Apreement and the applicable prowvisions and principles of the interpational law,

9. The Partics agres that the arhitration procesdings shall be held in
Lnghish.

100 This Article 12 shall nat apply o dispules en taxation matters
povermed by (he Aprzetinent beliveen the Covenment of the Republic of Turkey
and the Govermnent of the Russian Federation for the aveldance ol double
Lxation wilh respect (o faxes on ncome datsd December 15, 1997,

Article 13
The Russian participant of lhe ollshore section eompary amid the Buszian
participant of the onshort section 2 company arc comsidersd as investors and
their imvestrnents are considered as investments within the concext of the
Agreement between the Government of the Fepublic of Tutkey wund the
(hovernment of the Russisn Federation on the promotion and reciprocal
proteciion of mmvestmates dated Decembner |5, 1997,

. Article 14
1, The designawd suthorisies tor the implementation of this
Agrcement shall be as Pollows:
for the Purkish Party - Ministry of Ererpy and Natural Resources of
1he Republic of Tutkes:
for the Russian Party - Ministry of Energy of the Ruossian
Federativn.
2. The authurised organications for the implemnenatjon of this
Apreement shall be as follows:
fer the Turkish Parly - Bory Halan ile Pereel Taguna A% (the
Turkish autherized organizstion );
for the Russian Party - PISC Garprom {the Russian aothorized
organisytion k.
3 In the evenl of altcration of their designated authories and/or
puthorifed argasizations, the arisg shall immediately notify each other thereof
in writicg through the diplomalic channels.

Article 15
1. This Agreement shall antep intg foege following the receipe of the
last written notification by the Partics through the diplomatic ¢hutmels of the
completion by e Parlies of heir respeetive imemal legal procedures required
far entey into force of this Apreemnent and shall rermain in force lor the inilial

L
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pering of thiny {30} yewrs. The Partics shall make efferts to complete the abave
menlioned infemal legal procedures within the shorlest possible period. Upon the
cotry inte foree of this Agreement the provisiots of Acticles 6, 9 and 10 of this
Agrserment shall apply as of lhe dale of s signing,

2. Upan che expiration of this initizl period. dis Agreement shall be
anlomatically extended for subseguent five (5} wear pericds. unless one of the
Partics notifies the other Party of s intention o tetminate chis Agrecment not
later than nine (93 months prior 1o the cxpiration of the welevanl peried. Such
written octificaticn shall be torwarded throogh the diplomatic channels.

i, Where this Agrecment establishes the rmoles other than those
provided for by the national legislation of the conntries of the Parties, the nles
established by this Apreement shall apply.

4. Each ol the Parties undertakes 0o abide without delay by any award
made a8 a result of arbitration proccedings held in sccordance with Articles 10,
12 and 13 of this Agreement with respeet o the project. Fach of the Panlies
cuarantess abidance in its territory by such arbirmation awards and any relaed
nteTim measlnes,

5. The provisions of this Agreernenl rmay be amended by weriden
srnsent of the Marties.

. Terminatioo of his Awreement shall am affect the performance of
the ohlgations uader the contracts signed within the framework of this
Aprvement in it deeation perind unless otherwise apreed in those contracts,

Damne on Ocbober 10, 2016 in Ystanbul i two origing] coumterparts. sach
in the Tuckish. Russian and English lanpuages. all texts being cqually aulthentic.
[n case of any divergence in nterpretation of the provisions ot this Agrcement,
the Enwlish text shall prevail.

For the Government of For the Government of
the¢ Republic of Torkey the Russiun Fraderation

Alexnnder Valentinovich NOYAK
Minister of Energy and Minister of Enersy
Natural Resonrces
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LAW OF THE REPUBLIC OF TURKEY No. 6765 ON APPROVAL OF THE AGREEMENT

& Aralik 2016 SALI Resmi Gazete Sayi : 29910

KANUN

TURKIYE CUMHURIYETI HUKUMETI VE RUSYA FEDERASYONU HUKUMETI ARASINDA
TURKAKIM GAZ BORU HATTI PROJESINE iLISKIN ANLASMANIN
ONAYLANMASININ UYGUN BULUNDUGUNA DAIR KANUN
MADDE 1 - (1) 10 Ekim 2016 tarihinde Istanbul’da imzalanan “Tiirkive Cumhuriyeti Hiikiimeti ve Rusya

Federasyonu Hiikiimeti Arasinda TiirkAkim Gaz Boru Hatti Projesi'ne Iliskin Anlasma”nin onaylanmasi uygun
bulunmugtur.

MADDE 2 - (1) Bu Kanun yaymu tarihinde yiiriirliife girer.
MADDE 3 — (1) Bu Kanun hiikiimlerini Bakanlar Kurulu yiiriitiir.
05/12/2016

Page 20 of 20



	AN OVERVIEW OF THE TURKSTREAM GAS PIPELINE PROJECT AGREEMENT
	MAP OF THE TURKSTREAM GAS PIPELINE PROJECT
	AGREEMENT
	ENGLISH
	LAW OF THE REPUBLIC OF TURKEY No. 6765 ON APPROVAL OF THE AGREEMENT

