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INTRODUCTION

Yukos Capital S.a.r.l. ("Claimant" or "Yukos Capital") hereby demands arbitration
against the Russian Federation ("Respondent" or "Russian Federation™") under the
Arbitration Rules of the United Nations Commission on International Trade Law (as
revised in 2010) (the "UNCITRAL Rules").!] The agreement to arbitrate on which
Yukos Capital relies is set forth in Article 26 of the Energy Charter Treaty of 1994
(the "ECT").2 In this proceeding, Yukos Capital seeks compensation for illegal acts
attributable to the Russian Federation which expropriated, treated in a discriminatory

fashion and otherwise failed to protect Yukos Capital's investments in Russia.

This Notice of Arbitration is submitted pursuant to Article 3 the UNCITRAL Rules.
Yukos Capital reserves the right to amend and/or supplement the matters and claims

addressed herein.

THE PARTIES

Claimant Yukos Capital is a company organised and existing under the laws of
Luxembourg and at all relevant times carried out business as a finance company.3

Claimant's registered office is as follows:

46A, Avenue J.F. Kennedy
L-1855 Luxembourg P.O. Box 415
L-2014 Luxembourg

Claimant is represented in this proceeding by Gibson, Dunn & Crutcher LLP.

Communications should be directed as follows:

Claimant notes that, under Article 1(2) of the UNCITRAL Rules, it is not presumed that the 2010 revised
rules are to apply given that the Respondent’s offer to arbitrate was made prior to 15 August 2010. Article
26(4)(b) of the Energy Charter Treaty is silent on this point. In the circumstances, the Claimant proposes
that the 2010 revised rules apply but appreciates this may be a matter of discussion with the Respondent and
the Tribunal.

2 A copy of the ECT is annexed to this Notice of Arbitration as Exhibit C1. References herein to "Exhibit

C__"or"Ex. C__"are to the annexed exhibits.

3 Registry excerpt from the Luxembourg Chamber of Commerce dated 11 September 2012 (Exhibit C117).
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Cyrus Benson

Gibson, Dunn & Crutcher LLP
Telephone House

2-4 Temple Avenue

London EC4Y OHB

UK

Phone: +44 207 071 4000

Fax: +44207 071 4244

Email: cbenson@gibsondunn.com

Laurence Shore

Gibson, Dunn & Crutcher LLP
200 Park Avenue

New York, New York 10166-0193
USA

Phone: +1 (212) 351-4000

Fax: +1(212)351-4035

Email: lshore@gibsondunn.com

The Respondent is the Russian Federation. Respondent will in due course indicate

how it wishes communications to be addressed for purposes of this arbitration. This

Notice of Arbitration has been served on the following:

Government of the Russian Federation
Krasnopresnenskaya nab., 2

103274, Moscow

Russian Federation

Administration of the President of the Russian Federation
Staraya ploshchad, 4

103132, Moscow

Russian Federation

Administration of the President of the Russian Federation
ul. Ilyinka 23, pod. 11

103132, Moscow

Russian Federation

Ministry of Justice of the Russian Federation
Zhitnaya ul., 14, STR. 1

119049, Moscow

Russian Federation

PROPOSAL AS TO THE NUMBER OF ARBITRATORS AND PLACE OF

ARBITRATION

Pursuant to Article 3(3)(g) of the UNCITRAL Rules, Claimant proposes that three

arbitrators be appointed to constitute the arbitral tribunal.
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Pursuant to Articles 3(4)(c) and 9(1) of the UNCITRAL Rules, Yukos Capital hereby
appoints J. William Rowley Q.C. as one of the three arbitrators. Communications to
Mr. Rowley may be directed to:

J. William Rowley Q.C.

20 Essex Street

London

WC2R 3AL

Phone: +44 20 7842 1200

Fax: +44 20 7842 1270

Email: wrowley@?20essexst.com

Pursuant to Article 6(1) of the UNCITRAL Rules, the Claimant proposes that the
Secretary-General of the Permanent Court of Arbitration at The Hague serve as

appointing authority.

Pursuant to Article 18(1) of the UNCITRAL Rules, if the parties have not previously
agreed on the place of arbitration, it “shall be determined by the arbitral tribunal
having regard to the circumstances of the case”. In this regard, Article 26(5)(b) of
the ECT provides that “any arbitration under this Article shall at the request of any
party to the dispute be held in a state that is a party to the New York Convention™.

Claimant proposes that the place of arbitration be The Hague, Netherlands.

GENERAL NATURE OF YUKOS CAPITAL'S CLAIMS

Claimant Yukos Capital is a former, indirect, wholly owned subsidiary of Yukos Oil
Company OJSC ("Yukos Oil" or "Yukos"). It ceased to be such in November 2007
when Yukos was dissolved at the conclusion of formal bankruptcy proceedings in
Russia. At its formation, Yukos Capital's parent was Yukos Finance B.V., a Dutch
holding company wholly owned by Yukos Oil. In April 2005, a restructuring was
carried out whereby protective measures were implemented in an effort to prevent the
foreign assets of Yukos Oil from being confiscated by the Russian State. These
measures included transferring ownership of Yukos Capital to Yukos International
B.V., a Dutch holding company which holds certain of the former international assets
of Yukos Oil, and interposing a Dutch trust between Yukos International and Yukos

Finance.

To date, this strategy has succeeded, in large part due to the refusal of the Dutch
courts to recognise the Yukos bankruptcy in the Netherlands:
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"the Russian bankruptcy order in which Rebgun was appointed
receiver in the bankruptcy of Yukos Oil was effected in a manner not in
accordance with the Dutch principles of due order of process and is
thus in violation of the Dutch public order. For that reason, the
bankruptcy order cannot be recognised and the receiver's powers that
ensue from it under Russian law cannot be exercised by Rebgun in the
Netherlands."4
The above-mentioned protective measures, coupled with the Dutch court's ruling,

have preserved Claimant's ability to bring these claims.

This dispute concerns approximately USD 3.0 billion in loans (exclusive of interest
and penalties)> made by Yukos Capital to Yukos Oil, the Russian Federation's illegal
expropriation of that investment (both directly and indirectly), and the Russian
Federation's unfair and discriminatory treatment of Yukos Capital. The acts of which
Yukos Capital complains, which are to be attributed to the Russian Federation,
include: (i) the dismantling, dissolution and ultimate removal of Yukos Oil from the
companies register in Russia, thus rendering it unable to repay Yukos Capital and
reducing the value of Yukos Capital's investment to zero; and (ii) the arbitrary and
capricious refusal to recognise Yukos Capital's claims to repayment in the
orchestrated "bankruptcy” of Yukos Oil (coupled with the recognition of claims by

similarly situated creditors).

The claims in this case are not brought on behalf of Yukos Oil, nor are the claims
brought on behalf of former shareholders of Yukos Oil. It is public knowledge that
Yukos Oil initiated its own claims before the European Court of Human Rights prior
to the company's demise and that certain of Yukos Oil's former shareholders have
brought claims before tribunals constituted under investment treaties. Yukos Capital's
claims are distinct and relate to discrete investments made by Yukos Capital and the

damage suffered by it as a result of the expropriation of those investments.

A. Yukos Capital's Investments

By the start of 2004, Yukos Oil was by all accounts one of the, if not the, most

successful oil companies in Russia. Yukos and its subsidiaries were the largest

4 Judgment of the District Court of Amsterdam, 31 October 2007 (LJN BB6782), page 19. (Exhibit C95).
5 Based on a RUR/USD exchange rate of 30.0277/1 as reported by the Central Bank of Russia on 31 January

2013.
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producers of crude oil in Russia and the largest exporters of crude oil from Russia.
Together they produced slightly less than 20% of all the crude oil produced in Russia,
and refined and marketed slightly less than 20% of the refined products in Russia.
This made Yukos Oil one of the largest oil and gas companies in the world. In 2003,
for example, Yukos' production was 80.8 million metric tons (591 million barrels) of
crude oil and gas condensate, more than that produced by ChevronTexaco,
TotalFinaEIlf, or the country of Libya as a whole. As late as April 2004, Yukos'

market capitalisation was estimated at over USD 40 billion.

Yukos Capital was incorporated in Luxembourg on 31 January 2003 as a "société a
responsabilité limitée." lts intended purpose was to serve as a vehicle to provide
financing to international companies within the Yukos group engaged in merger and
acquisition activities. While Yukos Capital engaged in certain such activities, as
events transpired, by far the largest recipient of financing from Yukos Capital was
Yukos Oil.

Throughout much of 2003, Yukos Oil was engaged in a major expansion process
which included a series of important mergers with other major oil and gas companies.
One of these transactions was the merger of Yukos Oil and Sibneft, then Russia's fifth
largest oil company. The merger was legally completed on 4 October 2003, with
YukosSibneft on track to become the world's fourth largest oil company (the merger

was later derailed by the Russian State).

The Yukos-Sibneft merger was structured as a cash purchase by Yukos of 20% of
Sibneft's outstanding stock coupled with an exchange of new Yukos shares for
Sibneft's remaining shares at an agreed ratio. In connection with the merger, Yukos
sought financing from a number of sources both outside and within the Yukos group.

These sources included Yukos Capital.

More specifically, pursuant to a loan agreement dated 2 December 2003 (the
"December 2003 Agreement"),% Yukos Capital agreed to loan Yukos an amount not to

exceed RUR 80 billion (USD 2.7 billion).” Interest was to be paid quarterly at a rate

6 Exhibit C9. An addendum to the December 2003 Agreement was entered into on 27 October 2005 (Exhibit

C59).

7 Based on a RUR/USD exchange rate of 29.7037/1 as reported by the Central Bank of Russia on 2

December 2003.
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of 9%, with the borrowed principal repaid by 31 December 2008. Any delay in
payment entitled Yukos Capital to a penalty in the amount of 0.1% of the amount
overdue for each day of delay. During the period December 2003 to June 2004, the
RUR 80 billion available under the December 2003 Agreement was disbursed to
Yukos in full.

Pursuant to a second loan agreement dated 19 August 2004 (the "August 2004
Agreement"),8 Yukos Capital agreed to loan Yukos an amount not to exceed USD 355
million. Unlike the first loan, originally intended for use in the Sibneft merger, the
August 2004 loan was made to assist Yukos in surviving a growing onslaught by the
Russian State. Interest was to be paid semi-annually at a rate of six-month LIBOR
plus 1.75%, with the borrowed principal repaid by 30 December 2009. Any delay in
payment entitled Yukos Capital to a daily penalty in the amount of 0.1% of the
amount overdue. The USD 355 million available under the August 2004 Agreement
was disbursed to Yukos Oil contemporaneous with the execution of the agreement.
(The December 2003 and August 2004 loans are referred to hereinafter as the

"Loans".)

Quarterly interest payments were made by Yukos under the December 2003
Agreement for the quarters ending 31 December 2003, 31 March 2004 and 30 June
2004. Due to illegal acts attributable to the Russian Federation as described below, no
further payments were made under either Agreement and, by letter dated November

11, 2005, Yukos Capital communicated a formal notice of default.9

B. The Expropriation of Claimant's Investments

(i) The Dismantling and Destruction of Yukos

Beginning in mid-2003, in a campaign marked by disregard for the law, the Russian
Federation sought to destroy Yukos. In this it succeeded, culminating in the
dissolution and removal of Yukos Oil from the Russian companies register in

November 2007. The acts of the Russian Federation leading to this result have been

8 Exhibit C30. An addendum to the August 2004 Agreement was entered into on 27 October 2005 (Exhibit

C60).

9 Letter to OAO NK Yukos from Yukos Capital S.A.R.L dated 11 November 2005 (Exhibit C61).
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denounced in the world press and have been the subject of numerous legal

proceedings. They include, without limitation:

o the arrest, harassment and intimidation of Yukos management and
those associated with Yukos (including employees, lawyers and
auditors);

. the disruption of Yukos' operations through widespread and invasive

searches and seizures;
° threatened revocation of Yukos’ oil licenses;
o the break-up of Yukos' merger with Sibneft;

. charging Yukos with massive, unprecedented and wholly unwarranted
tax liabilities based on spurious re-assessments;

o the freezing of Yukos' assets to make payment of the alleged tax
claims impossible;

o the seizure and expropriation of Yuganskneftegaz, Yukos' largest
production subsidiary, and its sham auction at a fraction of
Yuganskneftegaz's true value (ultimately to a shell company fronting
for state-owned Rosneft Oil Company);

o the forced sham bankruptcy of Yukos despite the fact that Yukos was
undeniably solvent (even assuming the validity of the tax re-
assessments);

o the expropriation and sham auctions of the remainder of Yukos'
Russian assets; and

. the attempts to expropriate and conduct sham auctions of Yukos' non-
Russian assets, including Yukos Capital's indirect parent Yukos
Finance B.V.

With the conclusion of the Yukos bankruptcy in November 2007, Yukos was
extinguished as an entity and rendered permanently unable to satisfy its obligations to
Yukos Capital. Stated differently, the Russian Federation expropriated Yukos

Capital's investment (i.e., its Loans to Yukos Oil).

The two investment treaty tribunals to have fully considered the Russian Federation’s
conduct with respect to Yukos Oil agreed. In RosInvestCo UK Lid. v. The Russian
Federation, the Tribunal (V.V. Veeder, QC, Prof. Dr. Kaj Hobér, Dr. Nils Eliasson)
concluded that:

“...the totality of Respondent’s measures were structured in such a
way to remove Yukos’ assets from the control of the company and the
individuals associated with Yukos. They must be seen as elements in
the cumulative treatment of Yukos for what seems to have been the
intended purpose. The Tribunal, in reviewing the various alleged
breaches of the IPPA, even if the justification of a certain individual
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measure might be arguable as an admissible application of the
relevant law, consider that this cumulative effect of those various
measures taken by Respondent in respect of Yukos is relevant to its
decision under the IPPA. An illustration is, as Claimant has pointed
out, that despite having used nearly identical tax structures, no other
Russian oil company was subjected to the same relentless and
inflexible attacks as Yukos. In the view of the Tribunal, they can only
be understood as steps under a common denominator in a pattern to
destroy Yukos and gain control over its assets.

....Indeed, it is undisputed that Yukos, as a result of the various
measures of Respondent described in the Parties submissions and
summarized above in this award, was deprived of its assets and that
this affected Claimant’s shares in Yukos.

...Therefore, the Tribunal concludes that Respondent’s measures,
seen in their cumulative effect towards Yukos, were an unlawful
expropriation under Article 5 IPPA.”10

24, Consistent with RosInvestCo’s conclusion, the Tribunal in Quasar De Valores

(Charles Brower, Toby Landau, Jan Paulsson) held:

“Based on the extensive record in this proceeding, the Tribunal
concludes that Yukos’ tax delinquency was indeed a pretext for
seizing Yukos assets and transferring them (o [State-controlled]
Rosneft. As discussed, this finding supports the Claimants’ contention
that the Russian Federation’s real goal was to expropriate Yukos, and

not to legitimately collect taxes.” 11

(ii)  Acts Directed at Yukos Capital

25.  The Russian Federation also directed acts at Yukos Capital itself to similar effect. At
the behest of State-owned Rosneft Oil Company, the forced bankruptcy of Yukos was
commenced in March 2006 on the basis of the purported tax liabilities asserted in tax
re-assessments for the years 2000-2003, inclusive. By court order dated 1 August
2006, Yukos was declared bankrupt and formal bankruptcy proceedings were

initiated.

26.  Despite the commencement of bankruptcy proceedings, Yukos had considerable
assets available to satisfy creditors' claims, indeed, assets more than sufficient to

satisfy all such claims. Accordingly, on 27 April 2006, Yukos Capital filed an

10 RosinvestCo UK Ltd. v. The Russian Federation (SCC Arbitration V (079/2005)), Final Award, 12
September 2010, 9 621, 625 and 633 (Exhibit C109).

11 Quasar De Valores SICAV S.A. and others v. The Russian Federation (SCC Arbitration (24/2007), Final
Award, 20 July 2012, 91 177 and 186 (Exhibit C116).
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application for inclusion of the Loan claims in the Yukos Registry of Claims. This
application was rejected on the unsupported basis that the Loans were not yet due and,
on or about 6 October 2006, Yukos Capital filed a second application following
commencement of the liquidation phase of the bankruptcy.

Submissions in opposition to Yukos Capital's second application to register its claims
were made by the court-appointed receiver and the Russian Federal Tax Service. The
Tax Service contended that Yukos Capital's loans to Yukos were not valid legal
obligations entitling Yukos Capital to creditor standing because the funds loaned to
Yukos were its own funds. The Tax Service further argued that this conclusion had
already been reached by the courts in prior rulings. On the basis of these submissions,
Yukos Capital's application to participate as a creditor was denied by the Russian

courts.

However:

o no evidence was provided to support the Tax Service's contention
(which was not correct);

° no court had determined that the funds loaned to Yukos were its own;

o the submissions of the Tax Service and receiver were not provided to
Yukos Capital in advance of the hearing, in violation of Russian law;

o Yukos Capital's counsel was subjected to threats and intimidation
leading her to determine that she could not attend the hearing on
Yukos Capital's application. This included police raids on her office,
the seizure of files and threats to initiate a criminal proceeding against
her son in connection with entirely unrelated matters;

o the court was notified of the circumstances giving rise to Yukos
Capital's absence from the hearing on its application, and understood
that the only objections to the application were those submitted to it ex
parte on the day of the hearing, but determined to proceed nonetheless,
all in violation of the most basic principles of due process; and

. the court's written opinion denying Yukos Capital's application was a
"cut and paste" of the Federal Tax Service's ex parte submission.

Yukos Capital's appeals from the denial of its application were summarily rejected,
the appeals courts simply repeating what the court of first instance had said in its
opinion (i.e., adopting in whole and without any scrutiny the clearly unsupported and
unsupportable assertions of the Russian Federal Tax Service). During the course of
the appeals process, the Yukos receiver commenced meritless and unsupported

proceedings to invalidate the Loans (flatly inconsistent with the Tax Service's position
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that the Loans had already been invalidated) in order to delay the appeals while the
receiver hastened to conclude the bankruptcy.

Thus, irrespective of the illegal dismantling of Yukos Oil and in the alternative, the
arbitrary and capricious denial of Yukos Capital's right to participate as a creditor in
the Yukos bankruptcy constituted an expropriation of its investments (i.e., the Loans)
as there was no other recourse available. In addition, creditors similarly situated to
Yukos Capital (e.g., other Yukos subsidiaries acquired by Rosneft in the sham
auctions) had their claims against Yukos recognised in the bankruptcy and paid. This
unfair and discriminatory treatment further acted to deprive Yukos Capital of the

value of its investment.

By letter dated 23 May 2008, Yukos Capital notified the Russian Federation, through
the Russian Ministry of Justice, of its claims under the ECT, accepted the Russian
Federation's offer to arbitrate and invited the Russian Federation to engage in
settlement discussions. On 22 August 2008, counsel to Yukos Capital received the
notice back from the Ministry of Justice with a note that receipt of such notices was
not within the Ministry's competence. By letter dated 27 August 2008, Yukos
Capital's 23 May 2008 Notice was forwarded to the Government of the Russian

Federation and the Administration of the President of the Russian Federation.12

THE ENERGY CHARTER TREATY

The ECT is a multi-lateral treaty created with the goal of liberalising investment and
trade in energy. It includes provisions designed to ensure the opening up of the
energy sector, including non-discriminatory treatment of investors, free transit of
energy products, transfer of capital and returns, and measures aimed at eliminating
anti-competitive practices. The ECT grants investors of State parties the right to bring
legal proceedings, including international arbitration, against all other State parties for

breach of the ECT's provisions relating to investment promotion and protection.

The ECT was signed on 17 December 1994 and entered into force on 16 April 1998.
The Russian Federation signed the ECT on 17 December 1994. The ECT applied

provisionally to Russia until 19 October 2009, sixty days after it provided notice to

127 copy of the 27 August 2008 letter and attachments is annexed hereto as Exhibit C103.

10
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the Portuguese Republic, as Depository of the ECT, of its intention not to become a

party to the Treaty pursuant to Article 45(3)(a) thereof.

Part III of the ECT is titled "Investment Promotion and Protection" and includes the
ECT's substantive protections for investment in energy. Among other things, Part III,
Article 10(1) obligates Contracting Parties to "create stable, equitable, favourable
and transparent conditions for Investors of other Contracting Parties to make
Investments in its Area." Article 10(1) continues:
"Such conditions shall include a commitment to accord at all times to
Investments of Investors of other Contracting Parties fair and
equitable treatment. Such Investments shall also enjoy the most
constant protection and security and no Contracting Party shall in any
way impair by unreasonable or discriminatory measures their
management, maintenance, use, enjoyment or disposal. In no case
shall such Investments be accorded treatment less favourable than that
required by international law, including treaty obligations. Each
Contracting Party shall observe any obligations it has entered into

with an Investor or an Investment of an Investor of any other
Contracting Party."

In Article 10(7), Contracting Parties are further obligated to:

"dccord to Investments in its Area of Investors of other Contracting
Parties, and their related activities including management,
maintenance, use, enjoyment or disposal, treatment no less favourable
than that which it accords to Investments of its own Investors or of the
Investors of any other Contracting Party or any third state ..."

Completing Article 10, Article 10(12) provides that "[elach Contracting Party shall
ensure that its domestic law provides effective means for the assertion of claims and
the enforcement of rights with respect to Investments, investment agreements, and

investment authorizations."

Part 111, Article 13, provides that investments may not be "nationalized, expropriated
or subjected to a measure or measures having effect equivalent to nationalization or
expropriation" except where it is in the public interest, not discriminatory, carried out
under due process of law and accompanied by the payment of "prompt, adequate and
effective compensation." Such compensation is to equate to the "fair market value of
the Investment expropriated at the time immediately before the Expropriation or

impending Expropriation became known ...."

11
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The resolution of disputes arising under the ECT is addressed in Part V, Article 26,
addressing investor-state disputes. As set forth in Article 26(1), the ECT investor-
state dispute resolution provisions apply to:
"Disputes between a Contracting Party and an Investor of another
Contracting Party relating to an Investment of the latter in the Area of

the former, which concern an alleged breach of an obligation of the
former under Part III ..."

Disputes concerning alleged breaches of obligations under ECT Part III must, if
possible, be settled amicably. If such disputes are not settled within three months
from a request for amicable settlement, the Investor party to the dispute may choose
to submit it for resolution (i) to the courts of the Contracting Party to the dispute, (ii)
in accordance with any previously agreed dispute settlement procedure, or (iii) in
accordance with the international arbitration provisions of the ECT. Pursuant to ECT
Article 26(4), arbitration under the UNCITRAL Rules is specified as an option open

to investors.

THE TRIBUNAL'S JURISDICTION

As applicable to this proceeding, the jurisdictional requirements for arbitration under
the ECT are that (i) Yukos Capital is an Investor, (ii) Russia is a Contracting Party,
(iii) the dispute relates to an Investment by Yukos Capital in Russia and (iv) the
dispute concerns an alleged breach of Russia's obligations contained in Part III of the

ECT. Each of these requirements is met.

A. Yukos Capital is an Investor

In relevant part, "Investor" is defined in Article 1(7) of the ECT as, with respect to a
Contracting Party, "a company or other organization organized in accordance with

the law applicable in that Contracting Party."

Luxembourg is a Contracting Party to the ECT, having signed the ECT on 17
December 1994, ratified it on 7 February 1997 and deposited its instrument of

ratification on 27 November 1997. Yukos Capital is a company organised in

12
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accordance with the law applicable in Luxembourg.!3 Accordingly, Yukos Capital is

an Investor.

B. Russia is a Contracting Party for Purposes of this Proceeding

43.  Russia signed, but did not ratify, the ECT. The application of the ECT to signatories
in Russia's former position is addressed in Part VIII, Article 45, headed "Provisional

Application." ECT Atrticle 45 provides in pertinent part as follows:

"(1)  Each signatory state agrees to apply this Treaty provisionally
pending its entry into force for such signatory in accordance
with Article 44, to the extent that such provisional application
is not inconsistent with its constitution, laws or regulations.

(2) (a) Notwithstanding paragraph (1) any signatory may, when
signing, deliver to the Depository a declaration that it is not
able to accept provisional application.  The obligation
contained in paragraph (1) shall not apply to a signatory
making such a declaration ...

* %k ok

(3) (a) Any signatory may terminate its provisional application of
this Treaty by written notification to the Depository of its
intention not to become a Contracting Party to the Treaty.
Termination of provisional application for any signatory shall
take effect upon the expiration of 60 days from the date on
which such signatory's written notification is received by the
Depository.

(b) In the event that a signatory terminates provisional
application under subparagraph (a), the obligation of the
signatory under paragraph (1) to apply Parts III and V with
respect to any Investments made in its Area during such
provisional application by Investors of other signatories shall
nevertheless remain in effect with respect to those Investments
for twenty years following the effective date of termination,
except as otherwise provided in subparagraph (c).

(c) Subparagraph (b) shall not apply to any signatory listed in
Annex P4 ..."

44.  ECT Article 45(3)(a) provides that: “Termination of provisional application for any
signatory shall take effect upon the expiration of 60 days from the date on which such

13 Exhibit C117.
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signatory’s written notification is received by the Depository.” As noted previously,
Russia provided notice pursuant to Article 45(3) on 20 August 2009, thus terminating
provisional application of the ECT as of 19 October 2009. Prior to that time, the
whole of the ECT applied to the Russian Federation.

Furthermore, pursuant to Article 45(3)(b) of the ECT, investment-related obligations,
including the obligation to arbitrate investment-related disputes under Part V of the
ECT, remain in force for a period of 20 years following the effective date of
termination of provisional application. In the case of the Russian Federation, this
means that any investments made in Russia prior to 19 October 2009, including
Yukos Capital’s investments, continue to benefit from the ECT’s protections for a
period of 20 years—i.e., until 19 October 2029. Russia therefore remains obligated to
apply ECT Parts III (the substantive protections) and V (dispute resolution) to Yukos

Capital's investments.

Further, nothing about provisional application of the ECT is inconsistent, or can even
be said to be inconsistent, with the Russian Federation’s constitution, laws or
regulations. Russia did not, upon signing, deliver a declaration that it was unable to
accept provisional application of the ECT and Russia is not listed in Annex PA to the
ECT.

C. The Dispute Relates to Investments Made by Yukos Capital in Russia
"Investment" is defined in Article 1(6) of the ECT:

"Investment' means every kind of asset, owned or controlled directly
or indirectly by an Investor and includes:

(a) tangible and intangible, and movable and immovable,
property, and any property rights such as leases, morigages,
liens, and pledges;

(b) a company or business enterprise, or shares, stock, or other
forms of equity participation in a company or business
enterprise, and bonds and other debt of a company or business
enterprise;

(c) claims to money and claims to performance pursuant to
contract having an economic value and associated with an
Investment,

(d) Intellectual Property;

(e) Returns;
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(H) any right conferred by law or contract or by virtue of any
licenses and permits granted pursuant to law to undertake any
Economic Activity in the Energy Sector.”

The Loans made by Yukos Capital to Yukos Oil, intended initially to help finance a
major acquisition in Russia and later to assist in the survival of an enterprise making
substantial contributions to the Russian economy in an industry of strategic
importance, are (i) assets of Yukos Capital's, (ii) debts of Yukos Oil's and (iii) claims
to money. There can be no question that the Loans constitute Investments under the
ECT.

D. The Dispute Concerns Alleged Breaches of Russia's ECT Obligations

As outlined above and as will be developed more fully below and during the course of
this proceeding, Yukos Capital alleges that acts attributable to the Russian Federation
expropriated its Investments (both directly and indirectly) and, in so doing, breached

numerous obligations under Part III of the ECT, including Russia's obligations:

o to provide fair and equitable treatment (Art. 10(1);
. to provide constant protection and security (Art. 10(1);
o not to impair the use, enjoyment or disposal of an investment by

unreasonable or discriminatory measures (Art. 10(1);

. not to accord treatment less favourable than that required under
international law (Art. 10(1);

) not to accord treatment less favourable than that accorded to other
investors (Art. 10(7);

o to provide effective means for the assertion of claims and the
enforcement of rights (Art. 10(12); and

o not to expropriate investments or subject them to measures having an
effect equivalent to expropriation (Art. 13(1).

THE EXPROPRIATION OF YUKOS CAPITAL'S INVESTMENTS

A. The Dismantling and Destruction of Yukos Qil

With the collapse of the Soviet Union in 1991, Russia inherited huge state-owned
industries run by ineffective “red managers” resistant to modernisation and plagued

by corruption and organised crime.

Due to mismanagement and underinvestment, the infrastructure of Yukos Oil
Company was crumbling and its wells produced a fraction of their peak capacity at

inflated costs. In 1996, Mikhail Khodorkovsky and his business partners invested in a
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majority stake in Yukos when the company was put up for privatisation under the
Yeltsin administration’s “loans for shares” programme. At the time, Yukos was
producing just half a million barrels of oil per day, compared to 1.4 million in 1987, at

a cost of up to USD 12 per barrel. It also had between USD 2-3 billion in debt.

With his partners, Khodorkovsky implemented an historic turnaround. In the span of
a few years, they reduced per barrel costs to USD 1.5 and increased production to
over one million barrels per day. By 2003, Yukos and its subsidiaries produced 20 per
cent of Russia’s oil — the equivalent of 2 per cent of world production. The company
had become the second-largest taxpayer in Russia after the state gas monolith,
Gazprom, contributing 4.1 per cent of the Russian federal budget. In 2002,
Vedomosti, Russia’s leading business daily, jointly published by the Financial Times
and the Wall Street Journal, awarded Khodorkovsky its annual “Entrepreneur of the

Year” prize.

In 2001, Yukos issued depositary receipts in regard to up to 20% of its shares. In the
years 1996-2003, the Yukos group experienced considerable growth, becoming owner
of substantial oil and gas reserves, pipelines and refineries (both in Russia and
internationally). Yukos was subject to SEC regulation, its annual reports and
accounts were prepared by PricewaterhouseCoopers (“PwC”) and Yukos was the only
large Russian company to comply with American accountancy standards (i.e., US

GAAP). Yukos achieved in all respects a transparency unprecedented in Russia.

As the Russian journalist Anna Politkovskaya-who was murdered in October 2006—

wrote in "Putin's Russia," Yukos was:

"the most transparent company in our corrupt country, the first to
function in accordance with internationally accepted financial
practice. It operated 'in the white' as people say in Russia, and what is
more it donated over 5 per cent of its gross annual profit to financing a
large university, children's homes and an extensive programme of

charitable work. "4

14 Anna Politkovskaya, Putin’s Russia, UK: Harvill, 2004, p. 276 (Exhibit C11).
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In the spring of 2003, Yukos Oil Company was valued at approximately USD 70
billion!5 and its market capitalisation was in excess of USD 40 billion.
Khodorkovsky, the indirect majority shareholder and CEO, was one of the most
successful entrepreneurs in Russia (but also a contributor to the country's democratic
opposition). In April 2003, Yukos and Sibneft, indirectly majority owned by Roman
Abramovich, announced their planned merger. Khodorkovsky was to head the new
company, YukosSibneft, estimated to have annual crude oil production in excess of
100 million tons. At around the same time, Khodorkovsky held talks with
ChevronTexaco and ExxonMobil on the possibility of their purchase of interests in

the company or even a full business combination.

(1) The Politically Motivated Attacks Begin

As noted, Khodorkovsky had taken steps to transform Yukos along the lines of
western business models. These steps included the introduction of corporate
transparency, the adoption of western accounting standards, the hiring of western
management, the creation of an independent board of directors with a corporate
governance subcommittee, corporate growth through mergers and acquisitions, and
increased western investments. These actions marked Khodorkovsky as an outspoken
leader who was pro-western and challenged the non-transparent means by which
government and business operated in the Russian energy sector. All of this deeply

unsettled the Kremlin.

In 2002 and 2003, Khodorkovsky became increasingly outspoken on Russia’s
rampant corruption and on the need to create a more robust civil society. In February
2003, in a televised meeting between President Putin and the Russian Union of
Industrialists and Entrepreneurs, Khodorkovsky cited numerous statistics on state
graft in Russia showing that corruption cost the Russian economy over USD 30
billion per year. He said the Putin administration “must be willing to show its
readiness to get rid of some odious figures” in the regime, to prove its readiness and

ability to combat corruption. An angry President Putin shot back with clear threats to

15 As derived from negotiations with ExxonMobil concerning the potential acquisition of a 25% stake in

Yukos at a price of USD 17.5 billion.
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