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PRAGMA Corp RegIOnal Mutual Funds Support

BRIEFING BOOK

IntroductIOn

Investment funds, bemg the most effectIve way to attract capItal from small
mvestors, are popular both m countrIes wIth mature and transItIOn economIes In
RussIa there are $20-30 bIllIon of domestIc savmgs whIch could be drawn mto
economy through effectIvely workmg mvestment funds In July 1995, the
PreSIdentIal Decree No 765 put mto actIOn unIt mvestment funds (UIFs) - a new
mvestment vehIcle WIth a legal framework deSIgned to provIde mvestor protectIOn
and a tax regIme much softer than m all prevIOUS mvestment schemes

The Idea of UIFs IS close to that of Amencan mutual funds, the mam dIfference IS
that those funds are not legal entItles but represent a pool of assets whIch are
managed by the management company of the fund to prOVIde the value growth and
are kept m the speCIalIzed depOSItary to provIde the safety of assets

By November 14, 1997, FCSM has lIcensed 22 management compames and 4
speCIalIzed deposltanes of UIFs and regIstered 20 VIPs WhICh accumulated at the
moment 195 bIllIon rubles ($33 mllhon) The sum IS too small m companson WIth
the total value of savmgs m the country EVIdently, the funds need more mvestors
and the country needs more funds There are two optIOns to solve the problem

I) attract publIc attentIOn to UIFs and explam to them all the benefits of mvestmg
and the assOCIated nsks,
2) establIsh more management compames and VIF both m the center and m regIOns,

CollectIve Investment Centers (CICs) workmg under the auspIces of FCSM apart
from pnvate consultmg firms mterested m dIstrIbutIOn of speCIfic products, may
become entItles where people are mformed and educated on a vanety of mvestment
vehIcles avaIlable on secuntIes markets People should have access to the
mformatIOn about theIr mvestments, theIr nghts m connectIon WIth these mvestments
and they should have enough mformatIOn to make a proper declSlon

The second optIOn .s access.ble ooly-after a proper control IS establIshed over the
actIVIty of all management compames, speCIalIzed deposltanes and other partIes of
the scheme beanng m mmd recent scandals WIth finanCIal pyramIds As a result, the
objeCTIves and goals of the ongmal PRAGMA Task Order were changed and the
hIghest pnonty was put to

I) the creatIOn and supportmg of analytIC groups m four crcs and the followmg
analySIS of the secuntles market development m these regIOns

2) orgamzatIOn of educatIOnal semmars for cre's employees and Conferences WIth
partICIpatIon of regIOnal profeSSIOnals,
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3) creatIOn (m four regIOnal CICs) of data bases on UlFs, stock and bonds issued and
traded III the regions and on mtermediary firms offenng servIces and financial
products to general publIc
Task 1 CollectIOn & AnalysIs of mformatIOn

1 DeItvery and mstallatIOn of eqUIpment III 4 CICs
2 Supportmg of regIOnal analytIc groups
3 Job descnptlons & reportmg standards for CICs' employees
4 Scope of analYSiS
5 Formats for collectIOn ofmformatIOn
6 Standards for analYSiS of mformatIOn collected
7 Exchange ofIllformatIOn between regIOnal CICs and the center

Delzvery and mstallatlOn ofequzpment m 4 CICs

The Itst of eqUIpment for regIOnal CICs compnses 3 Server, 24 computers Pentmm
133 rvIHz and network eqUipment (HUB), 3 Laser-Jet and 3 Ink-Jet pnnters, 3 Xerox
RX 5309 3 Color scanners, 3 Fax machmes, 3 modems, 3 Telephone statIOns
Panasomc 4/16, 26 telephone sets Panasomc, software, cable, accessones (At about
- $45,000 for each CIC, totally - $135,000, mcludmg transportatIOn, mstallatIOn and
taxes)

All the eqUipment was purchased from R-Style firm won the tender m June In
Rostov-on-Don and Kazan the mstallatIOn of eqUIpment was completed on
November 17 Then Rostov CIC contracted WIth local provIders the connectIOn to the
Internet, Kazan Will be connected by November 21 after the R-Style speciaItsts put m
place an appropnate trunkmg system 5 computers were sent to Omsk on November
15 through the transportatiOn company contracted by the R-Style firm, now they are
m the Omsk alrport

Supportzng ofreglOnal analytIc groups

FCSM mdicated 3 CIties where CICs should start their work as soon as possIble -
Rostov-on-Don, Kazan and S Petersburg, m October the Omsk CIty was added to the
Itst It was recommended that 5 people m each CIC are pald from PRAGMA project
-- 3 analysts, IT person and a Itbranan Then the CICs dIrectors were added and the
Itbranan pOSITIOn was deleted The Table below shows the schedule ofpayments

City Date from whIch the salary IS paId

DIrector Analysts IT Libranan
Rostov-on-Don October 16 August 1 August 1 August 1

Kazan December 1 August 1 August 1 August 1

S Petersburg October 16 2 -- October 16 November 1
1 - November 1

Omsk December 1 December 1 December 1
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Job descrxptzons & reportmg standards for CICs' employees

To select appropnate people to the posItIOns of CICs' analysts and IT specIalIsts, the
tests for employment and Job descnptIOns were developed Tests then were used m
mtervIews and Job descnptIOns delIvered to CICs dIrectors Reportmg forms were
developed and sent to FCSM and USA ill for consIderatIon Now a pack of standard
documents necessary for orgamzatIOn of an analytIc group work IS avaIlable

Scope ofanalysIs

FCSM mdIcated that the scope of analysIs should provIde evaluatIOn of development
of the secuntIes market m the regIons recommended for CICs support At the
meetmgs wIth FCSM people It was formulated that the analysIs must cover UIFs
actIVItIes, secuntles - stock & bonds -- Issued and actIvely traded m the mdIcated
regIons, mtermedIary firms offermg financIal products to the publIc, mvestment
funds, orgamzers of trades & stock exchanges m regIOns, regIstrars, deposItanes,
cleanng firms

Formats for collectIOn ofInformatlOn

Formats and benchmarks for analySIS were dIscussed WIth FCSM officIals and CICs
people and correspondmg tables for collectIOn, momtonng and exchange of
mformatIOn were bUIlt and approved

Standards for analysIs ofmformatlOn collected

Standards for analysIs are m the stage of development, there are mdIcatIOns that
CICs have dIfferent analytIC potentIal WhICh depends both on the local peculIantIes
and staff skIlls The final verSIOn of the standards WIll be produced after on-Job
trammg (planned for December) of analysts and reVIew of theIr reports (planned for
January) Project analysts are assIgned to each of the 4 regIOns to momtor and
evaluate the qualIty and relevance of the data collected and coordmate regIOnal
analysIs at CICs Each IS responsIble for the work product commg from CICs and
workIng WIth semor analyst and coordmator to produce the final report and
recommendatIOns AddItIOnally, each analyst WIll be responsIble for the executIOn
(all aspects) of regIOnal trammg

Exchange ofmformatzon between regzonal CICs and the center

ThIS very Important Issue IS not the area of the project and there IS no clear deCISIOn
how the CICs WIll exchange mformatIon, namely terms, channels, volumes,
responsIbIlItIes, etc

Monztormg UIFs actIVItIes

In order to teach crc staff on U!F"s performance analYSIS, PRAGMA analysts
started momtonng UIFs performance from January 1, 1997 All the data are put m

3



the Excel tables and the graphs of NAV change, umt pnce, number of umts
outstandrng for each UIF separately and m comparIson WIth others are bUIlt and
updated every week

Task 2 Education

I EducatIOnal matenals for CICs
2 Eurobond Conference for the largest regIOnal corporatIOns - potentIal bond Issuers
3 Conference on Mums for regIOnal admrnistrattons
4 Educatrng semmars for CICs staff
5 Tramrng seSSIOns for CICs analysts

Educatzonal matenals for CICs

Four manuals were developed from March to September

I "CollectIve Investments SecuntIes market UIFs Investment portfolIo evaluatIOn
& marketmg Investors nghts " was prepared m March for 5-days trammg seSSIOn
deSIgned for CICs staff and local profeSSIOnal mterested m the tOpIC The table of
content IS gIven below

Table of Content
Day 1
1 CollectIve mvestments and theIr role m mobilIzmg people savmgs
2 InternatIOnal secunties market Types of secunties Bonds, shares, denvatives

Issuance and tradmg
3 Sources of InformatIOn on the secunties market
4 Rate of return on mvestment calculatIOn & evaluatIOn Total return concept
5 Workshop Rate of return calculatIon on stocks & bonds

Day 2
1 RUSSIan secuntIes market LegIslation & RegulatIOn Types of mvestment assets
2 Amencan mutual funds Contracts, servIcmg, placement
3 UIF as a mechamsm for collectIve mvestIng Companson WIth other types of

funds
4 UIF's operatIon scheme Management company SpeCIal depOSItary and regIstrar

Licensrng and model contracts
5 Investment portfolIo analySIS RIsk and return DIverSIficatIOn Balanced

portfolIo
6 Workshop BUIldmg of the stock mdex

Day 3
1 Rules and Prospectus ofa UIF Placement and redemptIOn ofumts Agents
2 UIF's assets PortfolIo of open-end and mterval UIF
3 FmancIaI aspects ofUIF's actIVIty NAVevaluatIon Umt pnce
4 Independent appraIser and audItor Accountrng and taxation
5 Workshop UIF Prospectus Prepanng of extracts for CICs clIents

Day 4
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1 RegulatIOn & control over UIFs aCTIVIty UIF lIqUIdaTIon
2 RIghts of mvestors m a UIF and m a shareholder mvestment fund DIsclosure of

mformatIOn
3 Non-hcensed financIal compames DeceIved mvestors Features of RussIan

mvestors
4 Types of CIC chents TheIr attItude to nsk
5 BaSICS of fundamental and technIcal analySIS
6 Workshop NAV Statement of a VIF FI1hng the forms

Day 5
1 Choosmg a VIP Advantages and drawbacks How to choose an appropnate fund
2 Investment plannmg Investment consultants profeSSIOnal skIlls and ethICS
3 Role playmg Game ClIents come to a CIC

Attachments

1 Investment AdVIsors Code of EthICS
2 RegulatIOn of Jom-Stock Compames actIVIty and shareholders nghts protectIOn
3 Glossary

2 "Development of VIFs & theIr Agent Net" was prepared m Apnl for 5-days
trammg of speCIalIst from local broker firms mterested m provIdmg agent servIces to
UIFs management compames The schedule of the semmar IS gIVen below

Dayt
1 CollectIve mvestments and theIr role m mobIlIzmg saVIngs
2 RUSSIan securITIeS market LegIslatIOn & RegulaTIon Types of mvestment assets
3 Workshop Rate ofreturP calculatIon

Day 2
1 ClaSSIficatIOn ofUIFs
2 Rules and Prospectus ofUIF VIP regIstratIOn m FCSM
3 Structure ofUIF assets NAVevaluatIOn Independent appraIser and audItor

Accountmg and taxatIOn
4 Workshop Stock mdex constructIOn

Day 3
1 Sales agents ofUIFs
2 Management ofUIF's assets & InformatIon dIsclosure
3 Workshop Wntmg the UIF Rules and Prospectus

Day 4
1 UIFs legal framework & regulaTIon UIF lIqUIdatIon Vmtholders nghts
2 Non-lIcensed finanCIal compames & DeceIved mvestors Features of RUSSIan

mvestors
3 Types of clIents & TheIr AttItude to nsk

DayS
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1 Choosmg a VIF
2 Investment planmng Investment consultants professIOnal skIlls and etlncs

3 Manual for CIC's analysts completed m August contams cntena for collectIOn of
mformatlon on Issuers of stock, professIonal partICIpants of the secuntles market and
debt secuntles Issued by regIons and cItles The manual covers current regulatIOn of
the defined areas and prOVIdes tables for collectIOn of mformatIOn

4 Manual for CICs staff prepared for the trammg seSSIon m Galltsmo covers both
orgamzatlOnal, educatIOnal and analytIC SIdes ofCICs' actIVIty The content of the
manual IS shown below

CONTENT

IntroductIOn

I EstablIshment of a CIC Goals and ObJectlves
2 OrgamzatIOnal Structure of a CIC FunctIOns of the Staff
Section 1 Sec1Irltres Market -LegIslatIOn and regulanons

I Types of ProfessIOnal ActIVItIes on the Stock Market
2 Types of secuntles

2 I Government secuntles
2 2 SubsovereIgn debt & MunlS
2 3 Corporate Stocks
2 4 DenvatIves

3 Issuance and Placement of Government secuntles
4 Issuance and Placement subsoverelgn debt & MunIS
5 Issuance and Placement of Corporate Stock & Bonds
6 CollectIve Investors on the Secuntles Market

SectIOn 2 UIFs

I UIF as a mechamsm for collectlve Investlng Types ofUIFs
2 UIP orgamzatlon

Management Company
Speclahzed DepOSItary
RegIstrar

3 Rules &Prospectus
4 Placement & RedemptIOn ofUmts
5 Sales Agents
6 UIF's PortfolIo
7 NAV & UmtPnce
8 MIstakes In NAV CalculatIon
9 Umtholder RIghts
10 DIsclosure of Informatlon by the Management Company
11 AnalySIS ofUIP's ActIVIty
12 Rate ofRetum on Umts TaxatIon

SectIOn 3 CollectIOn of InformatIOn on Issuers, ProfeSSIOnal PartIcipants and
InstitutIOnal Investors
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1 InformatIOn subject to be dIsclosed accordIng to RussIan legIslatIOn
2 Sources of InfonnatIOn accessIble to CIe analysts

2 1 InfonnatIOn publIshed In the Attachment to the "Vestmk of FCSM"
2 2 InfonnatIOn publIshed In the Internet

SectIOn 4 Investment Consultants SkIlls & EthICS
1 Investment Planmng
2 Work wIth ClIents MaIn PnncIples
3 Code of EthIcs

Attachments

Attachment I Job descnptIons for CIC staff
Attachment 2 Glossary

Eurobond Conference for the largest regzonal corporatzons - potentzal bond Issuers

The conference "Eurobond MobIlIzIng Corporate CapItal In RussIa" was held on
June 20 In Aerostar Hotel, Moscow It was one-day conference for Industry leaders
from dIfferent regIOns of RUSSIa, totally 108 people from 18 regIOns They
represented the most Important Industnes of RUSSIan economy -- EnergetIc,
Manufactunng, TelecommumcatIOns, TransportatIOn and UtIlItIes RegIOnal
Governors and officers of regIonal departments of FCSM were also InVIted The
chaInnan of the conference was Mr Kolesmkov, the Deputy ChaIrman of the FCSM
The major tOPICS for dIscussIOns were as follows

• OverVIew of the Eurobond Market
• The deal Process How It works and What It Costs
• The EconomICS of Issuance
• CredIt RatIngs
• PriCIng and SellIng

After the Conference It were prepared ProceedIngs tItled "ProceedIngs Eurobonds
MobIlIZIng Corporate CapItal In RUSSIa Conference held In Moscow, RUSSIan
FederatIOn June 20, 1997"

Monztonng ofRusszan Dollar and DM Eurobonds

Smce Apnl tIll August 1996 the PRAGMA analysts have been Issumg monthly
reports "RUSSIan Eurobonds on the InternatIOnal Market" The analySIS was based on
the data proVIded by the Bloomberg agency for the l-st, 2-nd and 3-d Eurobond
senes, Issued by the MInIStry of FInance m November 1996, March and June 1997
respectIvely The analySIS Included the evaluatIOn of changes of the yIeld on RUSSIan
Eurobonds, calculatIOn of the spread over underlymg benchmarks, further analySIS of
the results WIth respect to the overall economIC and polItIcal SItuatIon In RUSSIa and
world-wIde, as well as prognOSIS for the next month

Munzs Conference for regIOnal admmzstratzons

7



The Conference "Mums & theIr Role m RegIOnal Infrastructure Development" was
held on September 18-19, m Ekatennburg 119 partIcIpants from 33 cItIes of RUSSIa
were mVIted to thIS 2-days conference deemed for governors and speCIalIsts from
local admImstratIOns and regIOnal departments of FCSM The ChaIrman of FCSM,
Mr VasIlIev opened the conference and on the first seSSIOn he and the Sverdlovsk
Area Governor, Mr Rossel SIgned the Agreement of CooperatIOn Mr Kryssov, the
chaIrman of the local FCSM department chaIred the seSSIOns The major tOPICS for
dISCUSSIons were the followmg

• MUnICIpal bond Market OverVIew
• LegIslatIOn
• CredIt Ratmgs
• The Deal Process
• Market Infrastructure
• Western Experience

The Conference Proceedmgs are m progress

Educatzonal semznars for CICs Staff In Galztszno

The semmar "ProvIdmg InformatIOn to PublIc & Market AnalYSIS" was organIzed on
October 9-10 m Galltsmo and representatIves from all establIshed and potentIal CICs
were mVIted WIth compensatIOn of all tnp expenses Mr Zavadmkov, Deputy
ChaIrman of FCSM responSIble for regIOnal polIcy and CIC establIshment prOVIded
welcommg remarks and program overvIew General AdvIsor to the FCSM ChaIrman,
V Volkova, spoke about goals and objectIves of CICs, theIr orgamzatIonal structure
and mformatIOn exchange WIth regIOnal FSCM departments and Moscow Then
followed the lectures

• CollectIve mvestments and theIr role m mobIlIzmg savmgs CIC as a channel for
provIdmg mformatIOn to the publIc on mvestment

• Investment consultants skIlls & ethICS Investment planmng
• PractIcal Issues of mvestment consultmg FAQs Types of clIents Consultmg on

UIF selectIOn
• PR actIVIty of a CIC PromotIon of the CIC Image
• Types of secuntles Issuance and tradmg of stocks and bonds ProfeSSIOnal

partICIpants of the market Investment funds
• Collecnon and analySIS of mformanon m CICs Sources of mformatIOn

InformatIOn, dIsclosed through the Internet
• UIF's orgamzatIonal structure Types of VIFs Issue and placement of umts

Agents' network InformatIOn, dIsclosed by VIF's Management Company
• UIF's rules and Prospectus CompOSItIon and structure of the mvestment portfolIo

NAV and pnce of umts CalculatIon of the rate ofreturn TaxatIOn Issues
• AnalySIS of UIFs' actIVIty Bond funds vs stock funds NAV growth & umt pnce

Number of umts outstandmg ComparatIve analySIS

At the end of each trammg day panel dISCUSSIOns and Q & A seSSIOns were
orgamzed Each partICIpant got a pnnted copy of a manual and ItS electromc verSIOn
together WIth the lIst of CICs and theIr telephones and contact persons
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Trazmng sesszons for CICs analysts

Trammg for CICs' staff mcludes not only semmars but on-Job trammg of analysts
supported from the project The VISItS were scheduled for November but then were
delayed to provIde tIme for CICs staff to accommodate wIth the computer eqUIpment
and the Internet use
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WhIte Paper on RUSSIan MUnIcIpal Debt by Robert G SerafinI
October 13, 1997

IntroductIOn

MUnIcIpal secuntIes are the fourth largest financIal market In the UnIted States

(approxImately $160-bIlhon In new Issue volume In 1997) RussIa resembles the US m

geographIC SIze and structural dIversIty but the market for mumcIpal secuntIes remams

undeveloped despIte hvely markets m other finanCIal mstruments ThIS condItIon eXIsts,

however, only because pressures for pnce dIscovery and hqUIdIty developed qUIckly after

pnvatIzatIOn m the mdustnal and commercIal sectors but have been slower to reach the

publIc sector The market may make Itself felt m the pubhc sector Just as qUIckly as

mfrastructure needs mtensIfY and create the need for new capItal

The conventIOnal mUnICIpal market dIsappeared m 1917 and IS Just now re-emergmg as a

thm stream of ruble-denommated mUnICIpal debt Issues whIch began m 1994 In addItIOn, a

large mfusIOn of foreIgn capItal WIll have reached four of the Oblasts by the end of 1997

from five Eurobond Issues totalmg m excess of SI-bIllIon

The 89 Oblasts are known as Subjects of the FederatIOn and the MmIstry of FInance

(MmFm) IS where these subjects meet theIr federatlon m matters of economICS and finance

PublIc polIcy InItIatIves by MInFm WIll detennme the extent and dIrectIOn of that growth m

the near future

MacroeconomIC Issues

LIke other RUSSIan finanCIal markets, the mumcIpal market has to deal WIth the related

Issues of an apparently hIgh savIngs rate by households and perSIstent mvestor fears of

mflatIOn and sovereIgn nsk RUSSIan mattress money IS held as a large pool of hard currency,

mostly dollars, whIch should be cIrculatmg through the RUSSIan economy WIth Increasmg

velOCIty as productlve mvestment ForeIgn debt may be an acceptable substItute for domestIC
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WhIte Paper on RussIan Mumclpal Debt by Robert G Serafim
October 13, 1997

spendmg and mvestment m the short-term, but publlc pohcy makers m RussIa have to release

those unproductIVe dollar holdmgs to generate the economIC multlphers avaIlable to other

market economIes throughout the world

Reallstlc pncmg may be one means to loosen savmgs Hlstoncally subsIdIzed mumclpal

servIces forced to deal WIth current-account realltles and future capItal reqUIrements could

provIde an effectIve engme to pull savmgs from the populatIOn and cIrculate It through the

economy where It can labor alongSIde RussIan workers to create natlOnal wealth The

savmgs rate may have to be subordmated, as It has been m other market economIes, to keep

the engme pullmg

Management Issues

Stones of lITegulantles m the pnvatlzatIOn program have haunted the financIal pages m

1997 Those pnvatlzatlon stones hold undemable polltlcal appeal but the reahty of the new

RussIa IS afalt accomplz Robber barons appropnated a dIsproportIOnate share of Amenca's

growmg wealth m the last century but llfe went on and the natIOn outSIde Newport grew

Perhaps scandals about the past wIll serve to make future pnvatlzatIOn more dlstnbutIOnally

faIr but the pnvatlzatIOn story WIll be largely hIstory by the year 2000

SOCIal overhead may be the bIg story of the mdustnal and commercIal sectors m 1998 as

new owners dIscover the extent to whIch the SOCIal contract expllclt m the RussIan

ConstItutIOn dogs theIr efforts at streamlmmg operatIOns The holder of last resort of SOCIal

obhgatIOns IS the Oblast, WhICh mhents SOViet-style governmental machmery and SOViet-era

levels of expectatIons and yet carnes the burden of movmg forward mto a new century WIth

llmlted FederatIOn fund transfers The Oblast, moreover, IS among the least transparent of

orgamsms m the RUSSIan landscape New mdustnal managers have had to bnng orderly
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WhIte Paper on RussIan Mumcipal Debt by Robert G Serafim
October 13, 1997

accountmg practIces - whether RussIan, GAAP or lAS - to bear on theIr enterpnses

ConsIstent accountmg remams a goal m the pubhc sector

CommUnIsts and others contmue to advocate local deficIt spendmg For hIS part,

PresIdent Yeltsm has announced hIS mtentlOn to see the Oblasts carry theIr own weIght

DespIte acute financIal pressures, though, the Oblasts have yet to embrace broad perestroIka

In the short term, one of the best thmgs that MmFm can do IS encourage the Oblasts mto

ratlOnahzmg theIr operatlOns

That process mIght begm wIth a clear reqUlrement that no Oblast run a budget defiCIt and

that every Oblast develop a budget for some speCIfied future year WIth a pOSItIve rate of

return on assets These reqUlrements mIght not be achIevable m operatlOnal terms, but could

serve as a general framework for speCIfic actlOns to separate the munICIpal enterpnse,

mcludmg the muitifanous Non-Budgetary Funds (NBFs), mto functlOnal umts whIch can be

studIed by Oblast managers objectIvely to determme theIr cost or profitabIhty and theIr

future capItal needs

Supply of MunICIpal Paper

PotentIally enormous To date, lImIted Table I prOVIdes a breakdown note that the total

of local Issues IS equIvalent to $3-btllIon (All figures courtesy of SKATE Press and

"Secunties Markets") A survey of Issue features IS worthwrule

• DIsclosure The local Issues have sparse finanCIal and other mformatIOn

The Eurobond Issues are documented accordmg to Rule lO-b-5 standards With

the best avaIlable unaudzted finanCIal mformatlOn



WhIte Paper on RUSSIan MUnIcIpal Debt by Robert G SerafinI
October 13, 1997

• Legal structure The local Issues mclude sImple promIses by the

mUnIcIpalIty to pay all amounts when due, wIthout specIfic secunty

covenants Most of the Issues have been structured by MmFm lawyers The

Eurobond Issues are also structured as sImple oblIgatIons wIthout further

secunty features, though the FederatIOn Issues mclude a secunty mterest m

foreIgn-held currency reserve deposIts Because the Eurobond Issues have

been done "hand m glove" wIth Federal authontIes, most mvestors regard

them as mdirect oblIgatIOns of the FederatIOn

• Use of proceeds All local and Eurobond Issues are deSIgnated for general

governmental purposes The Issues are short- to medIUm-term and not tIed to

speCIfic projects or revenue streams

• DIstnbutIOn All local Issues but one are offered and traded on exchanges

Some are very actIvely traded, suggestmg that they are used as an alternatIve

to RUSSIan sovereIgn debt as a tradmg vehIcle and not WIdely held by "gomg

away" mvestors The Eurobond Issues are also traded and there IS enough

volume to document the steady declme m premIUm pncmg In recent months,

the Eurobond Issues, moreover, enJoy substantIal mvestor holdmgs

• Tax exemptIOn Some Issues were once conSIdered tax exempt, but thIS

feature was abolIshed at the begmmng of 1997

• Secunty RUSSIan law protectmg credItor nghts IS undeveloped and

hmdered by untested ConstItutIOnal guarantees of debtor nghts GIven the

state of RUSSIan law, the general promIse to pay, under the aegIs of MmFm

for both Eurobond and local Issues, may be the best secunty currently
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possIble The Tatarstan Issue mcludes a debt servIce reserve of

approxImately 15%

It IS clear that thIS market IS m Its very earhest stages Though the structunng of Issues

by MmFm IS probably a plus on balance, It IS worth notmg that the legal and accountmg

mfrastructure for a substantially larger mdustry IS not m place Moreover, the dlstnbutIOn

of sIgmficant amounts of mumclpal paper to end mvestors cannot yet be consIdered

realIstic

WIth potential new Issue mumcipal volume of $35-billIon per year based on the relatIve

sIze of other markets and an extrapolatIOn of current trends, these problems have to be

overcome

Demand for MUlllclpal Paper

Most of the dealers we have talked to thmk of munIcIpal bonds m tenns of tradmg rather

than dIstributIOn to mvestors If there IS real mvestment, It IS probably mlmmal ThIS

sItuatIOn WIll have to change If the market IS to develop as a large supplIer of capItal

Tax exemptIOn IS WIdely vIewed m the US as a costly subSIdy to local government whose

benefits are concentrated among the very wealthIest mdIV1duals One alternatIve to on-

gomg tax exemptIOn may be the creatIOn of a fund m whIch mvested proceeds are gIven a

tax amnesty, vahd If the mvestor keeps the mvestment for a specIfied penod of hme,

perhaps five years ThIS legally-sanctIOned money laundenng could make It eaSIer for

RussIans to repatnate foreIgn financIal asset holdmgs as well as lIberate mattress money

There IS an establIshed market for long-term zero coupon bonds m the US, but It IS a

mche market SIgnIficant mvestment m long-term bonds, however, reqUIres the nght kmd

of bonds coupon bonds whIch pay a current return A motivated mvestor or fund could
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accumulate a ladder of dIscount matunties whIch mIght provIde a sImIlar effect, but the Idea

IS awkward and dIfficult to Imagme m practIce So the goal IS clear longer-term bonds wIth

current mterest payments

That form, though, IS at consIderable vanance wIth current practIce, underlmmg the

current dispanty between the needs of Issuers and those of Investors Because Issuers are

lookmg for funds for current account needs, they look to dISCOunt Issues WIth no current

payments whIch they hope to refinance at matunty Only when Issuers break the munICIpal

enterpnse mto ObjectIve revenue streams WIll they be able to Issue long-term coupon bonds

wIth a reahstlc hkehhood of current payments

In summary, there currently eXIst two key bamers between supply and demand the

macroeconomIc Issues surroundmg mattress money and a structural Imbalance between the

needs of Issuers for current-account borrowmg and mvestor need for reltable current mterest

paYments

ForeIgn CapItal

The Eurobond market bndges the gap between supply and demand to a lImIted degree

WIth the blessmg of PresIdent Yeltsm and MmFm, five sIgmficant Issues have been placed

wIth foreIgn mvestors for terms rangmg from 2 to 5 years and at mitial placement yIelds

50% cheap to reserve currency sovereIgn benchmarks All the Eurobond Issues have current

coupon payments denommated m dollars or marks, satIsfymg the wIshes of lenders at least

untll they have to be refinanced at maturIty What IS the SIgnIficance of these Issues?

FIrst, they underlme the acuteness of the need for capItal by the few RUSSIan

municipahtles whIch have accessed the market Moscow, for example, has a SIgnIficant

program ofhousmg constructlon whIch has stumbled thIS year because of cost mflatIOn and

the absence of mortgage lendmg The 3 5-milhon square meters of new housmg begun III
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1996 cost $2 l-bllllon at the current cost of up to $600 per square meter It IS belIeved at

the CIty has a substantIal balance of new constructlOn from earlIer years at constructlOn

costs of $500 per square meter The prospectus for the Moscow Issue, however, lIsts

"general purposes" as the use of proceeds but hmts at the scope of housmg development

under other headmgs, mcludmg the note that housmg and utIlItIes represent 54% of total CIty

e'(penditure by all budgetary and non budgetary funds

Second, the Issues hIghlIght the demand for yIeld paper m foreIgn markets, where

conventIOnal mvestment yIelds have fallen dramatically m recent years Though the

secondary market has already tnmmed the yIeld premlUms on thIS paper from 350 to 230

baSIS pomts, It IS unclear whether RUSSIan borrowers should choose to pay the yIeld

premlUms requIred by thIS market or to assume the currency nsk asssoclated WIth forelgn-

denommated debt

ThIrd, the Issues underlme the weaknesses m current RUSSIan mdustry mfrastructure

The Issues have all been structured by foreIgn law firms and foreIgn mvestment bankers

Fourth, the Issues deflect attentlOn from needed perestroIka m the publIc sector by

provIdmg a qUIck anodyne to budgetary problems Unless and untIl the bond Issues are tIed

to ratlOnal revenue streams for domestIc dIstnbutlOn, the Oblasts WIll be forced to keep

lookmg for the ne'(t mfuslOn of temporary cash and WIll always have to subordmate theIr

local needs to the economIC concerns of the FederatlOn m mternatlOnal markets A short-

term goal for each Oblast should be careful analysIs of all budgetary and non budgetary

funds

CredIt and Other InfonnatlOn

Moody's and Standard & Poor's have rated the Eurobonds, mcludmg those of the

FederatlOn, Ba2 and BB- (Most observers expect that the FederatlOn's ratmg wIll Jump m
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early 1998 after revIew) These below-mvestment-grade ratmgs lImIt the Investment

potentIal In the bonds by a substantIal amount Moreover, because of the close supervIsIOn

of the Eurobonds by the FederatIOn, most observers regard the mumcipal Eurobond Issues as

surrogates of the federal Issues

A SubSIdIary of Urban InstItute, a RUSSIan thmk-tank on urban Issues, has Issued ItS first

ratmg on a Novgorod mumcipal bond HaVIng dIscussed thIS ratmg, and the ratIng process,

wIth the pnncIpals at the Urban InstItute, It IS clear that thIS pIece of the mumcIpa1 finance

mfrastructure IS m place The analytIcal methodology employed by the InstItute IS very

solId If they can survIVe finanCIally, they WIll be a strong asset to the developIng mUnICIpal

mdustry

Fmally, SKATE Press, a dynamIC mfonnatlOn provIder m many sectors of RUSSIa's

finanCIal markets, has begun a lIvely pubhcation on fi'Ced mcome secuntIes, mcludIng

mUnICIpal "ratIngs" The analytIcal methodology IS doubtful - these ratmgs should not be

relIed upon In the conventIOnal sense - but the market mtelhgence IS good

ProfeSSIOnal Infrastructure

ASIde from The Urban InstItute SubSIdIary ratmg sub-federal debt, RUSSIan profeSSIOnal

Infrastructure IS undeveloped Several Enghsh and Amencan law finn offices offer solId

expertIse, but there are no RUSSIan law finns specialIzmg In munICIpal law and finance The

same holds true for accountmg finns Western lawyers and accountants are very expenSIve

and are JustIfied perhaps III mternational bond offenngs or as anCIllary adVIsors, but they

must be replaced m the longer tenn WIth RUSSIan speciahsts, mcludmg speCialIsts at the

Oblast level An early goal of polIcy makers should be IdentIfyIng RUSSIan lawyers

motIvated to develop expertIse m thIS field
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RussIan bankers, despIte resourcefulness and the expenence gamed dunng pnvatIzatlOn,

are also mexpenenced m VIrtually all aspects of publIc finance They are, moreover,

mtensely competItIve We are told by RUSSIan bankers that left to theIr own deVIces they

WIll fragment the ongmatlOns busmess and may resIst the type of syndIcatIOn needed to

assure the successful completIOn of bond Issues

Conc1USlOns

The mumcIpal market IS not sufficIently large to support the growth of a solId lendmg

mdustry In addItIon, much of the work of the mdustry over the next few years WIll be as

consultants m the process of Oblast-level perestrOIka As the volume of Issues bUIlds, the

mdustry WIll have to be orgamzed to achIeve true dIstnbutIOn to mvestors In short, the

mUnICIpal finance mdustry m RUSSIa should be fee-based for some penod of tIme

MmFm should senously consIder a pnvate-sector partnershIp deSIgned to bnng sound

finanCIal analysIs to the Oblasts and preparatIOn for local bond Issues orgamzed around

specIfic enterpnses ThIS' mISSIOnary" phase mIght last as long as hvo years as finanCIal

adVIsors work closely WIth the Oblasts to restructure theIr finanCIal and orgamzatIOnal basIs

In addItIon, The Urban InstItute specIalIsts should be retamed at the begmnzng of the

process, before ratable bond Issues are prepared, to begm gettmg a handle on the finances of

the Oblasts MmFm could make small ($250,000) loans to the Oblasts to pay for thIS work

Upon successful completIOn of a bond Issue, MmFm's developmental loan could be repaId

from bond proceeds

As the Oblast-Ievel revenue streams come mto focus, bond Issues can be structured WIth

rate covenants and other secunty features At that pomt, the object WIll become effectIve

dIstnbutIOn The finanCIal adVIsor would then shIft focus to orgamzmg a sellmg group to
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dIstrIbute the bond Issues The role would be sImIlar to that of senIor manager but the

financIal advIsor would not be In competltzon wIth firms sellmg the Issue Thus, the

financIal advIsor would have the role of "deal manager" or wholesaler whose only concern

IS maxImIzmg the dlstnbutton ofbonds at the best mterest rate and lowest cost

Another role for the finanCIal adVIsor dunng thIS "dIstrIbutIOn" phase WIll be the

mvestlgatIOn of fund vehIcles deSIgned to bnng convenIence and other consumer features to

mUlllCIpal bond mvestment by mdIVIduals and to find mstItutIOnal sources of "warehouse"

capItal to undenvnte bond Issues pendmg, or m heu of, further dIstrIbutIOn

Based on the relatlve SIzes of other markets and the ltkely contmuatlon of a "socIalIst

style" local pubhc sector, It IS easy to Imagme an annual new Issue volume of $35-bIllton

ThIS estImate mcludes capItal needed for hospItals, all levels of educatIOn, water, sewer,

dIStrIct heatmg, munICIpal electrICIty, pollutIOn control and pubhc transportatIOn, but does

NOT mclude housmg, WhICh WIll probably be financed by an FHA-type entIty ThIS level

of munICIpal lendmg IS currently Impeded by structural weaknesses m the RUSSIan economy

and by an undeveloped mUnICIpal finance mdustry

The WIde avaIlabIlIty of mexpensIve mUnICIpal capItal may prove to be an Important

component of natIOnal stabIltty m the next few years Infrastructure needs have to be

addressed soon as an element of SOCIal and developmental poltcy FIrst, however, the publtc

enterpnse must be reorganIzed and MmFm must take the lead m proVldmg the finanCIal

resources for a fee-based mdustry



IntervIew wIth Robert G SerafinI by the
"SecurItIes Market" magaZIne

INSURANCE AS THE WAY TO I~CREASE THE LIQUIDITY OF
MUNICIP -\L BONDS

SM CredIt nsk Insurance for secunties has become wIdely used In the West ThIs
especIally apphes to the mUnIcIpal bonds Industry Could you name speCIfic features
of thIs type of secunty that created such an actIve growth of Insurance serVIces?

RS I thuD\. It IS fair to say that the Insurance market developed partly because the

mUnIcIpal bond market IS not at all speCIfic It IS very unhomogenous That IS the
market that IS charactenzed bv many good qualIty credIts whIch are, not WIthstandIng
that very dIfferent Insurance IS a \\ av of kInd of \\ IpIng a\\ay these dIfferences and
homogemzIng the market t\nother aspect In the development of the mumcIpal bond
Insurance market In Amenca IS that the general reqUIrement for an oblIgor to be
Insured IS to have good credIt qualIty BasIcallv, what the Insurance concept IS
desIgned to do IS to take a Sih er credIt and plate It WIth gold In general a brass or a
copper credIt doe::, not turn Into gold The credIt has to be of a good qualIty by Itself
In the last fe\\ vears In Amenca the percentage of Insured bond Issues WhIch have
come to market has Increased dramaticallY In 1993 appro'<Imatelv 35 % of the long
term bond market Vvas Insured In 1996 appro\.lmately 65% of the market was Insured
ThIS IS attnbutable to the fact that In I-\menca the Insurance Industry developed around
a lmge volume of Issues So they have become verY competItIVe WIth theIr Insurance
fees They hay e made It verv easy for Issuers to make the deCISIOn to go ahead \vIth
Insurance The deCISIOn that an Issuer makes about whether or not to buy an Insurance
IS really straight-forward If he can Issue hIS bonds at thIS Interest rate unInsured and at
thIS Interest rate Insured he saves money everY year If he than takes the money saved
everY year all over the lIfe of bond Issue and dIscounts It back USIng appropnate rates
he can compare the present value of saVIngs agaInst the cost of msurance Because the
Amencan msurance Industrv IS vel) competItlve, the cost of Insurance IS low It
makes the deCISIOn very easy In almost all cases, or m 65% of the cases The cost of
Insurance IS sIgmficantly less than the present value cost of the money saved

SM Can Vve say that there IS a lIst of secuntles or Issues that already IS' gold?

RS Yes, there are manv Issues In Amenca at the state level, that are on theIr own
strength AAA or very hIgh AA credIt qualIty There are also Issues WhIch for
techmcal reasons are also very hIgh, AAA credIt qualIty ThIS mIght not be of Interest
for RUSSIan readers but there are general oblIgatIOns collateralIzed by US Government
oblIgatIOns So It IS faIr to say that above and beyond Insurance there IS probably
another 10 or 15% of the US market that IS close to AAA or AA on ItS own strength

8M You hay e look.ed at Insurance from the standpomt of the Issuer, we now know all
advantages that It grves to hIm Can we now take the prospectIve of a potentIal
Investor and see what It gIVes to hIm')

RS One thIng that It gIves to hIm IS a secuntv that does not really reqUIre thorough
analySIS It puts a layer of gold over the underlYIng secunty and makes It pOSSIble



for the mvestor not to look at the partIculars of the underlymg obllgatIOn That IS
attractIve to some extent for a market that \ve have charactenzed at the begmmng of
the mtervlew as a very dIverse As m RUSSia Amenca has bIg CItIes and small to\vns,
IS geographIcally very wIde-spread IS vVIdel) rural but also verY urban So the varIety
of mstruments m Amenca as It \vI11 be the case m RUSSIa when thIS market develops,
IS e\.ceptIOnally broad, much broader that m most countlles m Europe The other sIde
of that questIOn IS that there are manv mvestors who \vould lIk.e the opportumty to
mvest not m A'\A low-YIeldmg paper but m A.-rated higher-YIeldmg paper or BAA
rated even higher-YIeldmg paper ThIS tv pe of mvestor has fewer a\ aI1able

Instruments to pIck from But the market as \\e all knovv IS supply on one SIde and
demand on the other And If Insurers haye made It so ovenvhelmmglv attractIve for
Issuers to supplv msured paper and the market IS wIllmg to accept that msured paper
It Just means that the group of mvestors \vho can tolelate nsk has to look else\vhere
tor hIgher vIelds

SM Could you please talk about m::.urance procedures at the puman or IPO market,
\\Jhen the Issuer takes the InitIatIve to msure hIS secuntle::. and \vhat IS the attItude of
1m estors to\vards such an InItiatIve')

RS The Issuer of secuntles usuallv conSIders Issumg both \vlth and \\Ithout msurance
and looks at them both at the same tIme He IS able to get adv Ice as to \v hat the llkeh
mterest rate \vould be eIther \\Ith or WIthout msurance He than does what \ve
descnbed earlIer - he sImplv compare::. the cost of msurance agamst the potentIal
savmgs and deCIdes WhICh \\Jay he \\ants to go If the economICS fay or msurance he
\\JIll submIt an applIcatIon to one ot the msurance companies or to several of
msurance companies Thev \\JIll then evaluate the finanCIal mformatIOn about the
Issuer and analyze It TheIr analvsls IS very much the kmd ot analvsIs that IS done bv a
ratmg agencv \\Jhen a bond Issue come::. to market unmsured The analvsts WIll reVIew
finanCIal data based on WhICh they WIll eIther sav Da' or NIet' and WIll submIt 11 to
someone who WIll say what the percentage cost of the Insurance would be ThIS IS
baSIcally what the Issuer looks at He looks at the bIds and does the computatIOn that
we descnbed above

SM Let's look at the SItuatIOn when bonds v\ ere Issued unmsured and are traded on
the secondary market Is there a way to stIll msure them, and If so then how and who
would do that?

RS The answer IS yes, there IS a wav There are funds of money that mvest m
mUniCIpal bonds and have ongomg agreements WIth msurance compames to prOVIde
AAA-ratmg on theIr portfolIos The bond bu) er would tell the msurance company that
there IS a block of 2 mIllIon dollars worth of bonds for let s say the CIty of Omsk or

•the CItV of NOVOSIbIrsk, that he \'vants to buy askmg the Insurance company whether
thIS block of bonds a) qualIfies for gettmg a hIgher ratmg and b) \Vhat the cost of
msurance \vould be That whole process takes place as you descnbed It m the
secondary SIde, or after the offenng It IS a procedure that IS deSIgned to take an
oblIgatIon that was unInsmed \'vhen Issued and make It msured \vhen purchased I am
not aware of anv \vay of domg v\hat vou descnbed as an mdiVIdual purchaser As I
understand that kind of arrangements onlY e\.Ists WIth a relatIvely small number of
large mstitutional mvestors and msUl ance companies



SM What Insurance mechanIsms or schemes became the most popular In the West
and could "ou descnbe them0

RS The general type of Insurance that vve have talked about so far IS the type of
Insurance that IS applIed to essentlallv long-term bonds and IS pnmanly onented
towards credIt nsk Agarn It IS desIgned to take an A-rated credIt or a hIgh B-rated
credIt and make It mto an At.\A. There IS a related type of Insurance that IS not really
called Insurance, It IS deSIgned to make short-term or very-verY short-term oblIgatIOns
marketable That type of Insurance usually takes the form of Letter of CredIt from a
"ery large bank and IS desIgned to permIt some Issuers to Issue e'{tremely short-term
oblIgations The) may have a 30-" ear bond Issue but the bond Issue may be set up so
that It IS re-pnced every SIngle day or even SIngle \veek So thIS tvpe of Insurance
combInes a credIt\\orthIness feature \\Ith a true lIqUidity feature so that the Investor
can present hiS bonds everY SIngle day fOI redemptIOn t± he does not lIke the new
mterest rate The bank letter of credit IS deSIgned to guarantee that the bank Will
accept the paper and pay tor It If It cannot be resold at toda" s Interest rate So that
tv pe of Insurance reall) IS credit plus lIqUldlty And that IS usually proYlded by largest
banks

SM Do) au kno\y about any case~ ""hen an Issuer would default on hiS obligatIOns
and the msurance compam Will come out to the market and bear the responslbtllty0

RS Yes but let me e'{plaIn a lIttle bit the \\aY the msurance works In a long-term
obltgatIOn If the Issuer defaults on payment of the pnncipal and mterests that IS
tYpically deSIgned to present SItuatIOn called an acceleratIOn At that pomt the entIre
oblIgatIon 0\ er the entIre future lIfe of It IS accelerated and becomes Immedlatelv due
The SItuatIon WIth Insurance IS somewhat dIfferent In the msurance SItuation the
msurance compam deCIdes whether the default In questIon IS an event that IS
supposed to tngger acceleratIOn Generally the Insurance company does not see It that
way and that IS because the Insurance company has only obltgated Itself to do one
thIng to prOVIde tImeIv payment ofpnnclpal and Interest on the bonds The Insurance
companv sees an event of default not as the tngger for an acceleratIOn, but as the
tngger for someone to get on an arrplane, go out to the Issuer and see what IS wrong
Because most payments of Interests are spaced SI'{ months apart the Insurance
company sees an event of default as a bUSIness problem and regards the SItuatIOn as
one In WhIch It must work WIth the oblIgor or the Issuer to fi'{ It what do they have to
d00 Do they have to rarse rates, do they have to rarse ta'{es, do they have to lower
e'{penses, do they have to pIck a new bank to be theIr trustee or to handle theIr funds,
IS there some one-tIme problem that prevented thIS partIcular Interest payment from
bemg pard \Vas there a gIant Ice stOlm as has happened In the North-East of the
Umted States and m Canada IS there a drought IS there some speCIfic thmg that can
be worked \vlth to fi'( the SituatIOn And thIS bnngs us back to your ongmal questIOn
on how the Insurance process works and the reason why It IS founded on the concept
of a SlIver credIt plated WIth gold Insurance companIes are lookmg for SItuatIOns that
are fundamentally sound so that they have a long-term comfort that whatever
problems an Issuer mIght face are tranSIent and can be fi'{ed



SM How Important IS the role of the Insurance on the Western market and dId It
become a cntlcal component of thIs market?

RS We have already dIscussed the percentage numbers - they are sIgmficant the \-Vest
and probablY wIll remaIn that way as long as the supply of Insurance company
appetIte tor mumcIpal nsk remaIns where It IS because the supply of the mumcIpal
paper In Amellca IS slowly gOIng do\\'n Each \ ear SInce 1993 the outstandIng volume
has shrunk a lIttle bit So I thInk the answer to your questIOn IS yes It probablY \\'Il1
remaIn the feature of the Amencan mumclpal finance tor some tIme to come

SM Let S talk about the Insurance bUSIness as It applIes to RUSSIa Does It have a
future and Vv hat are the speCIfic traits or features that \\'ould be charactenzIng thIS
market here ")

RS I thInk thIS IS a very Interestmg questIon probably one of the most InterestIng one
could ask about sub-federal debt m RUSSia unfortunately I cannot gIve a clear and
ImmedIate ansvver because I am not comfortable 'r et that I know what the answer IS In
the first mstance one has to ask "'rho \\'Ill capItalIze an Insurance company The
e'<.penence m Amenca \\-as reasonably stralght-fof"vard the first Insurers Vvere
capItalIzed b\ other Insurance compames \"ho vvanted to get Into a new bUSIness and
savv mumclpal credIt as an attractIve place to Invest money for nsk purposes It IS not
ObVIOUS to me who would capItalIze a RUSSIan - Insurance company nght no\y It IS
concel' able that all lnsUrance-companv mIght be capitalIzed by a non-pnvate source
But that IS highlY speculatIve and I am unm,Yare of am plans to do anything lIke that

SM The msurance market m general IS undeveloped In RUSSIa but we can often
WItness a SItuatIOn \yhen a guarantor IS a bank whereas the oblIgor IS an affilIated
company even a subSIdiary Can yOU comment on such a scheme')

RS Well I am not famIlIar with many detmls of the RUSSIan corporate scene but I
can say that It IS not at all uncommon In the \\ est for a parent company or a holdIng
compam to guarantee the debt of a subSIdIary

SM AssumIng the Insurance Industrv develops In RUSSIa do you thInk It wIll Increase
the level of Interest of Western Investors to\yards the RUSSIan mumcIpal debt market')
And, In general, IS thIS market InterestIng for foreIgn Investors?

RS PotentIally yes currently though the whole Idea IS hIghly speculatIve and really
be'r ond the honzon of what can be foreseen It IS not somethIng that IS lIkelY to
happen Immediately But It WIll happen and as you suggested, It could develop Into a
SItuatIon of Interest to Western Investors I can even ImagIne a SItuatIon where an
Insurer of RUSSIan mUnICIpal debt \\'111 bear the greatest nsk burden, and It IS lIkelv to
be backed up by Western Insurance money so that the Insurance money most at rIsk
wIll be the RUSSIan domestIc money, and the depth of Insurance WIll be prOVIded by a
larger Insurer pOSSIblY from the west AgaIn however, thIS IS the "dream of a WInter
mght'



SM Could vou gIve your mSIght on what steps should be made by Russian specIalIsts
or companIes to develop the mUnIcipal bond msurance mdustry? Is It reasonable to
copy western models?

RS I thmk It IS gomg to be hard to copy \vestern models because the fundamental
premIse of the western model IS sIlver covered WIth gold And for the sort term for
the next two years at least, the number of sIlver credIts m RussIa wIll be lImIted As
an Idea, It IS somethmg that IS \vorth to be thought about however I do know for a fact

~ ~

that the rvfImstrv of Fmance IS very commItted to workmg wIth local governments to

reduce theIr deficIts and to mcrease the overall economIC stabilIty To some extent

credIt IS the publIc tace that IS worn by the underlvmg economICS of the SItuatIOn So
to the e'\tent that the underl'v mg economICS of the local governments Improves theIr
credIt 'v'vill Improve as \\ell Another aspect that makes msurance attractive IS the
commItment ot the Federal CommISSIOn for the Secuntles Market to full dIsclosure of
all relevant matenals and financial mformatlOn b\ all vanetles ot publIc borro\vers m
RUSSIa

SM Can \\e sav that most mumcipal bond Issues m RUSSIa can be classIfied as
copper' ')

RS I have not personally mvestlgated the finances of the current mUnICIpal bond
Issuers m RUSSIa However other people haY e If vou look at the ratmgs applIed to
RUSSIan mUnICIpal obltgatIOns yOU really lookmg at a handful of ratmg entItles In the
first mstance there are mUnICIpal bond Issues that were done m the eurobond market
and have been rated bv mternatIOnal bond ratmg agenCIes at the apprOXImate level of
Ba2, WhICh IS Just slIghtlv below what IS called mvestment grade m the West That IS
probably not SlIver It mav not be copper, mavbe It IS brass Other ratmgs have
been applred by for example Skate Press ThIS IS a highly regarded RUSSIan finanCIal
reportmg sen Ice and those ratmgs are generally even more negatIve than the Western
ratmgs The RUSSIan Consultmg firm named the Urban InstItute has developed a
ratIonale for ratmg RUSSIan mUnIcipalltIes and has m fact done the ratmg for
Novgorod 'v'vhICh puts the credIt qualrty Just about the same place as S&P or Moody's
'v'vould Fmallv we are told bv knowledgeable people that Interfax the huge RUSSian
news organIZatIOn WIll be developmg a ratmg process for mUnICIpalItIes to
complement ItS eXIstmg ratmg procedures for banks and msurance companIes and
these ratmgs wIll be startmg to appear m the near future So there wIll be three
mdlgenous RUSSIan ratmg servIces m operatIOn or are already m operatIOn And It IS
qUIte pOSSIble that the development of a body of rated secuntIes could proVIde the
baSIS for a much larger mdustry m RUSSIa

SM To conclude let me ask you about the \vorld finanCIal cnSIS and ItS Impact on
the RUSSIan secuntles market and m partIcular the mUnICIpal debt market

RS I am not an e'<pert m mternatIonal finance and fund flows but I do knov. that
'v'vhen there IS a cnSlS It tends to spread at least psychologlcallv bevond the Immediate
focus of the CrISIS I have read that the ASIan CrISIS has resulted m the net dIS
mvestment of about 8 5 bIllIon dollars m the RUSSian eqUIty market There IS no
reason to belreve that the ASIan CrISIS SItuatIOn IS prevmlmg here and that dIS
mvestment mav sImplv be as plObablv a form of e'\cess cautIOn But I can tell vou



thIS nsk money does not tak.e vacatIOns If It pulls back temporanly It WIll soon be
lookmg for a new place to mvest and ASIa wIll probably not be that place for some
tIme Let me turn the questIon to you If you were a manager of a large pool of
mvestment capItal wouldn't you want to look carefully at the country that has
astomshmg reserves of natural resources, umversal lIteracy, hIgher lIteracy that m the
Umted States or Canada, that has a tremendous SCIentIfic and technologIcal
mfrastructure, mcludmg the space statIOn 120 mIles above us? I thInk, my pomt IS that
to the eye of thIS amateur the ASIan financIal cnSIS could end up favonng RUSSIa
because when vou elImmate South-East ASIa from your pOSSIbIlItIes for mvestment,
what IS left') The bnghtest dIamond m the dIadem IS nght here We can also assume
that the South-East ASIan financIal cnSIS WIll ultImately contnbute to the development
of the RUSSIan mUnIcIpal debt market because there IS a great number of mvestors
readv to mvest m the SOCIal mfrastructure elements - water heatmg, health care
schools etc

UnfortunateIv I spent too lIttle tIme m RUSSIa, the total of 3 months dunng the
last year But I keep on bemg amazed by the hIghest mtellectual potentIal and
profeSSIOnalIsm of people I am meetmg here I very much admIre and appreCIate the
dedIcatIOn and the determmatIOn of persons m government that clearly realIze what
efforts they are to make There are lots of people m thIS country who are ready to do
theIr best to Improve the Image of RUSSIa so that m the future It can agam be called a
super pOvver



The analysls ofthe actlVlty ofUIFs

In January 1997 there were only 2 UIFs - Short-tenn Ruble Investment Fund (SRI) managed
by CredIt SWISS Moscow and GKO fund managed by Pallada Asset Management (pG)

All the funds that started selhng umts at that moment were concentrated on GKOs as
secuntles, combmmg hqUIdlty, rehabilIty and hIgh yIeld and bemg tax-e'\.empt When by
June-July GKO yIelds dropped relatIve to fast growth of RUSSIa blue ChIpS, more funds
mvestmg m stock appeared There were 4 of them by the month of May CredIt SWISS Large
Cap Shares (LCS) Fund, Pallada Corporate (PC) Fund, PIOtr Stolypm (PS) Fund and
Dobryma NikItich (DN) Fund

In June 1997 10 VIPs were sellmg theIr umts m regular mode 3 CredIt SWISS funds - SRI,
Short-tenn ForeIgn Currency Investment Fund (SCI) and LCS, 2 DIalog funds - IlIa
Muromets (IM) and DN, 2 Pallada funds - PG and PC, PIOneer FIrst (P-1), Montes Aun
Short-tenn Mutual Investment (SMI) Fund and PIotr Stolypm (PS), managed by the Umted
Fmanclal Group "Invest"

The total NAV of all 10 funds reached by the end of June 113 bIn rubles (app $20 mIn),
Vol hlch IS not much CalculatIOns show that wIth US $ 1 mIn under management the
management company can count on gettmg ma'\.Imum of $50,000 per year (5% management
fee IS a legal reqUIrement), whIch WIll never allow to break even because only advertlsmg
and prmtmg costs WIll go far beyond thIS lImIt Accordmg to western experts opmlons the
mmlmum reasonable asset SIze IS $ 25,000 - 30,000 Consequently, the mam ObjectIve for
managers WIll be to attract large amount of capItal mto UIFs To do that, It IS necessary to
mfonn the publIc and to regam mvestors' confidence and pOSItIVe attItude towards UIFs

Below IS the chart dlsplaymg NAV dynamICS of all the UIPs dunng 1997 As we can see, the
conSIderable growth was observed up to October 27, when the World financIal system
crashed The presented data covers the whole year smce the begmmng when there was only 6
funds up to the end of the year when there were 17 funds operatmg on the market
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Below IS the NAV data of open-end UIFs that tenmnated pnmary dIstnbutIOn before the end
of 1997

Table 1 Open-end UIFs, data as of the begmmng of 1998

Management company Fund's name (full) Fund's NAV~ as of
name 010598
(short) mIn rbls

lSC CredIt SWISS Urnt Bond fund CSB 33165
Funds (Moscow)" Short-teffi1 foreIgn currency CSSCF 30185

mvestments fund 55112
Large and medlUm cap shares fund CS LCS

CJSC "Tnoka-Dralog" IlIa Muromets IM 2152
Dobryma NlkItIch DN 26015

ClSe "Pallada Asset GKO fund PG 4065
Management" Corporate secuntIes fund PC 3408
ClSC "PlOneer FITst PIOneer FITst P-I 3171
IFMC" PlOneer FITst - LIqUId shares fund P-2 2582
ClSC "Momes Aun" Short-teffi1 mutual m.... estments SMlMA 9904

Long-teffi1 mutual mvestments LMlMA 8138
CJSC "Urnted Fmanclal PlOtr Stolypm PS 14350
Group INVEST" Borel Borel 3070
"MKB-Capnal Ltd " Montblanc Montblanc 6881
CJSC "Templeton" Templeton Templeton 18044

Total 220242

The FIrst mterval fund "AVO-Dubna" was regIstered m March, 1997, started pnmary
dIstnbutIOn on June 30 and tennmated on October 28, 1997 "Petrol Fund of ReconstructIOn
and Development" was regIstered later (at the end of September), but termmated the pnmary
dIstnbutIOn 10 days earlIer than "AVO-Dubna" Table 2 contams bnef data about these
funds

Table 2 Interval UIFs, data as of the begmnmg of 1998

Management Fund's name Fund's name Interval NAV* as of
company (full) (short) dates In 010598

1998 mIn rbls
OJSC 'AYO-CapItal' AYO-Dubna AVO 1-1403 98 5330
CJSC "Management- "Petrol fund of Neftlanoy 5-200498 22650
Center" mdustnal

reconstructlOn
and development"

The total NAV of 17 operatIng funds at the begmmng of 1998 was equal to 248 mIn New
rubles LIke durmg the whole year, largest assets were accumulated by "CredIt SWISS" funds
- 1185 mIn (8% of the total NAV of all RUSSIan UIF'3), the smallest - by "PIoneer" - 75
mln rbIs (3 %)

It IS clear that such a deplorable SItuatIOn IS to a great extend explamed by the world finanCIal
cnSlS The RTS mde"'{ dropped 108 pomts (25% of the value as of October 24) dunng 27 and
28 of October 1997 Consequently, the total NAV of corporate funds dropped 155 rubles
overnIght of 27 to 28 of October CredIt SWISS LCS fund assets lost 11 mIn rbls (17 % of
October 27 value), DN - 3 74 mIn ( 13 %), PC - 1 04 mIn (12 %), PS - 225 mIn (1 6 %)



One could e'<.pect a sudden mcrease of redemptIOns - unsophIstIcated mvestors usually start
pamc when fund's assets go down Hopefully, m case of our funds It dId not happen
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FIg 2 Relatl\e change of number ofumts of corporate DIPs over the penod from October 27
tIll the end of 1997

As you can see from FIg 2, m November-December 1997 there was no sudden decrease of
number of umts m such funds as DN, LCI, MA, PS, PC and CS LCS On the contrary, dunng
the first ten days of November funds DN, PS, LCI and MA expenenced umt number growth
of 5 % m average, and CS LCS - 13 % Apparently, mvestors hurned up to buy umts at a
cheaper pnce, establIshed m that penod of tIme - between October 27 and November 14
assets of CS LCS fund lost 25% of theIr value

Government secuntles funds, however, were loosmg clIents, despIte the sudden growth of
yIeld on GKOs and OFZ m November (from 20% m October up to 30% at the end of
November Number of umts m IM and P-1 funds was droppmg by 4-6% tIll the end of
December, but 5 days before the New Year IM lost 12 % of umts CS B fund managed to
keep the number of umts vIrtually unchanged over the whole penod As for PG fund, the
sIgmficant (-30%) redemptIOns at the end of November were followed by a large placement
(+41 %), whIch resulted as of the end of the year m 11% growth Almost 10% ofumts were
redeemed from SCI MA fund at the begmnmg of November, after whtch umts started gettmg
placed lIttle by lIttle, and the percentage of redemptIons at the end of the year was 8% of the
value as of October 27

As you can see from FIg 3, there are no common trend hnes m the behaVIOr of government
secuntIes funds mvestors
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FIg 3 RelatIve change of number of umts of government secuntles UIFs over the penod
from October 27 tlll the end of 1997

It IS dIfficult to Judge upon the performance of funds based on these charts because of the
dIfferent umt pnce m dIfferent UIFs Thus, a P-I umt cost at that tIme 5,000 old rubles,
whereas a CS B umt was sellmg at 640,000 Consequently, redemptIOn of 1,000 P-1 umts
(5,000 x 1,000 = 5,000,000) IS equal to redemptIOn of8 (5,000,000/640,000 = 8) umts ofCS
B I thmk It would be logIcal to base the companson on some kmd of «dIscounted» umts of,
let's say, 500,000 rubles of value

Table 3 Change of number of umts of UIFs over the penod from October 27 tIll the end of
the year

Management Fund's short # ofumts # ofumts End of the In Total for all
company name In the In the year result dIscounted the funds of

regIster as regIster as umts the company
of of
271097 31 1297

Troika DIalog 1M 4446 3688 -758 -887 +906
DN 51773 53660 +1887 1793

Credit SWISS Umt CSB 51846 51987 141 180 +9923
Funds

CSLCS 82206 90040 7834 9613
CS SCI 50358 50467 109 130

Montes Aun SCI 914468 842664 -71804 -1688 -239
LCI 881565 970042 88477 1449

Pallada Asset PG 316752 352733 35981 828 828
Management

PC 4195 4195 0 0
IFMC P-l 614691 581469 -33222 -359 **
OFGINVEST PS 255175 274507 19332 1991 **

** - other funds of these compames dId not fimshed pnmary placement at that tlme

Table 3 shows that by the end of the year only Montes Aun funds showed negatlve balance
of umts the redemptIOns of SCI fund were Just 239 «dIscounted» umts more than placement



volume of the LCI fund (or 1195 mIn old rubles ofnegatrve balance) AgaIn, thIS evaluatIOn
IS very apprOXImate, SInce umts were sold and redeemed at dIfferent dates, and the umt pnce
was floatIng all over the analyzed penod

Assessment of UIFs performance based on the NAV analySIS IS also pretty rough, because
beSIdes the sales-redemptIons balance It also reflects changes In assets market value NAV
changes of RussIan UIFs over the examIned penod are shown In Table 4

Table 4 Change ofNAV ofUIFs over the penod from October 27 tIll the end of the year

Management company Fund s short NAV at 27 10 97 NAVat311297 End of the year
name MIn rbls MIn rbls result (mln rbls)

TrOIka-DIalog 1M 2599 2155 -444
DN 29268 25515 -3753

CredIt SWISS UUlt CSB 33177 33263 +86
Funds

CS LCS 62813 55243 -7570
CS SCI 30277 30195 -82

Montes Aun SCI 10553 9906 -647
LCI 8433 7943 -490

Pallada Asset PG 3739 4067 +328
Management

PC 4469 3491 -978
IFMC P I 3397 3158 -239
OFG INVEST PS 14048 14180 +132

YIeld on UIFs Investments

The Income of a UIF Investor IS generated as the dIfference between the bUyIng pnce and the
redemptlOn pnce There are neIther dIVIdends not Interests on umts and the Manager IS not
allowed to promIse to the Investor whatever Income In the future Consequently, the key
parameter to evaluate the yzeld zn a speczfic moment zn tlme zs the actual growth of UIF
assets over the specific perzod of tune ThIS enables us to draw two conc1uslOns that have
practIcal value for Investors

a) yIeld on UIF Investments IS subject to dally changes,
6) yIeld depends upon the penod of tIme It IS calculated for

Umt pnce growth data (see Table 1) shows that In the 2nd quarter of 1997 the maXImum
monthly average unIt pnce growth was achIeved by the fund IM - 3,91% Most other funds
also have a very decent value from 2,5 to 3,4%

The umt pnce growth IS IndIcatIve for nomznal yIeld To calculate effectzve, or net yzeld on
znvestments zn a speczfic fund zt zs necessary to account for premzums and dzscounts the
management company charges to sales and redemptzons Here IS an example

Let's assume the management company charges 3 % sales premIUm and 2 % redemptIOn
dIscount to the umt pnce An Investor bought a umt on March 31 The unIt pnce was
1,000,000 rubles Sales pnce then was 1,000,000 rbls X 1,03 = 1 030 000 rbls (umt pnce +
premIUm)



Dunng 3 months (March 31 - July 1) the umt pnce grew up to 1 1 mIn rbls Consequently,
the umt pnce growth was equal to 100,000 rbIs, and the nommal yIeld on mvestments over
the penod - 100,000 rbls 11,000,000 rbls x 100% = 10%

On July 1st the mvestor decIded to matenahze the mcome and sold the umt back to the
management company The real redemptIOn pnce was 1 100 000 rbls '( 0,98 = I 078 000
rbls The net profit of the mvestor ended up bemg 1 078 000 rbls - 1 030 000 rbls = 48000
rbis, and the net yield 48000 rbls /1 030000 rbis x 100% = 4,66%

So the example shows

• Nommal yIeld over the quarter =10%,
• Net yIeld for the mvestor over the quarter = 4,66% (two tImes less than the nommal

yIeld)

These values can be easIly calculated for longer penods Assummg that premIUms and
dIscounts are constant, and the umt pnce growth dynamICS don't change, If we calculate the
yIeld for the penods of 6 and 9 months respectIvely, we WIll get the followmg results

• Nommal yIeld for 6 months = 21 %,
• EffectIve yIeld for 6 months = 15 13% (30% less than nommal),
• Nommal yIeld for 9 months =33 1%,
• EffectIve yIeld for 9 months = 26 63% (20% less than nommal),

ConclUSIOns

a) premIums and dlSCOlllltS may have slg1lljlcant Impact on the effectIve yIeld on VIF
mvestments,
6) lowermg premIums and dIscounts has to become (and already starts bemg) one of the
mam tools ofcompetlllg for clIents among management compames,
6) the mvestor can only feel real advantages of mvestmg m VIFs when money IS mvested
for a relatIvely long perlOd oftIme (6 months and more)

Nommal yIelds of open-end UIFs are shown m Table 5, together WIth best results achIeved
by the fund over the year and the date when It was achIeved Umt pnce growth was
calculated from the date of ternllnatIOn ofpnmary placement

Table 5 Results achIeved by UIFs by December 31, 1997

Management company Fund's short Umt pnce Date of the end Max umt Date of
name growth, % ofpnmary pnce achIevement

placement growth of Max umt
pnce growth

Troika DIalog 1M 156 310397 16 2410 97
DN -47 180697 27 150897

CredIt SWISS Umt Funds CSB 153 10197 16 241097
CSLCS 906 290197 52 81097
CS SCI 695 40397 102 61097

Montes Aun SCI 17 180497 174 5 1197
LCI -18 1 170997 5 22 1097

Pallada Asset Management PG 128 1701 97 156 71097
PC -167 13 0697 27 150897



I

IFMC P 1 795 11 0297 1024 71097
P2 07 22 1297

OFGINVEST PS 27 290597 25 161097
Borel 3 1 161097 - -

MKB-Capltal Ltd Montblanc -016 19 1297 - -
ClSC «Templeton» Templeton 1 7 21 11 97 -

The best results were achIeved by funds m\ estmg m government secuntIes, WhICh IS no
surpnse m a cnsIs sItuatIOn on the stock market The champIOn became the fund SCI wIth the
result 17 % ( whIch IS 58 % annualIzed) Then come llvf and CS B, 156 % and 153 %
respectIvely Corporate funds could not show posItIve results due to the sudden fall of stock
quotatIOns on the RussIan market because of the stock market cnSIS, started m the South-East
ASIa

But the last two columns of Table 5 show that UIFs had better results dunng the year In
partIcular, for corporate funds best results were m August and the begInnmg October, for
government secuntIes funds - m October

FIg 4 and 5 below show the dynamIcs of umt pnce growth m October Dmt pnce changes
were calculated based on the pnce at the begmnmg of the month
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If we compare monthly growth of umt pnce, the most efficIent penod for government
secuntles funds was m Apnl and Mav Umts gamed 5-6 % m pnce per month, whIch was due
to extremely hIgh yIelds on GKOs and OFZs at that tIme, as well as to specIfic features ofre
evaluatIOn of funds portfolIos ThIS IS shown m FIg 6 and 7
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FIg 6 RelatIve change of UTIlt pnce of government secuntIes funds m Apnl 1997 (m percent
to the value as of the begmnmg of the month)

UIF managers evaluate GKOs and OFZs dally based on theIr current quotatIOns on MICEX
It IS known that dunng a few days nght after the auctIOn quotatIons grow rapIdly, then the



growth slows down and nght before matunty the pnce remaInS VIrtually stable So secuntles
bought In Apnl-May were ensunng good growth dynamIcs ofGKO funds assets In Apnl the
maXImum monthly assets growth was shown by the fund P-l - 5 2 % , and In May - by IM
(41%)
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FIg 7 RelatIve change ofumt pnce of government secunties funds m May 1997 (m percent
to the value as of the begmnmg of the month)

As for corporate funds, the most favorable penod IS surely July (see FIg 8) The umt pnce
growth of CS LCS fund m thIS month was 26%, PC and DN funds also showed good results 
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Fees charged to Investors

When managers realIzed that attractIOn of addItIonal clIents IS the key component of theIr
future success, they started makmg changes to theIr contract terms FIrst of all thIS applIes to
management fees and fund management expenses FIg 9 shows the dynamIcs of changes m
these mdIcators over 1997 for both corporate and government secuntles funds
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FIg 9 Changes of average management fees and e'(penses of corporate and government
secuntles funds

As you can see from FIg 9, most managers lowered theIr fees already m July, moreover, by
the end of the year government secuntles funds had much lower total fees (33 %), than
corporate (6 5 %) Data for each fund, mcludmg premIUms and dIscounts, IS avmlable m the
Attachment

Apparently, the trend of lowenng fees WIll stay WIth more funds there Will be more
competltIon There won't be, of course, very sIgmficant and sudden decrease of fees SIze, but
manages Will have to work hard on makmg theIr busmess profitable wIthout repulsmg
mvestors by hIgh comrmSSIOns

Agents

Success of a UIF manager depends a lot upon an effiCIent agents network Today all the
funds are located m Moscow, but they are gettmg to reglOns The first was "PlOneer" fund
manager to open agent offices m 8t -Petersburg and Voronezh at the end of May, 1997 ThIs
management company plans to open up to 40 offices m dIfferent CItIes and towns of RUSSIa
m a few months Other management compames also expressed theIr mterest m promotlng
UIFs to regIons ObVIOusly, the sooner the maSSIve UIF expanSIon starts, the sooner
managers WIll resolve theIr mam problem - to accumulate assets, whIch IS today hterally the
questIOn of hfe for all the funds



TaxatIOn

Speakmg of net yIeld on mvestments, we have to take mto account taxes mvestors have to
pay on theIr mcome So, let's talk m bnef about UIF taxatIOn

Cianficatlons of UIF taxatIOn are gIven m the Letter of the State Tax Agency N2 HII-2
OU80H of January 15, 1995 agreed with the Mmlstry ofFmance and the FCSM

Income of mdlViduals, generated from redemption of umts IS subject to mcome tax accordmg
to sub-sectIOn «t» of paragraph 1 of article 3 of the Federal Law N2 1998-1 of December 7,
1991 «About Income Tax For IndIVIduals» accountmg for changes made by the Federal Law
.N2l59-<I>3 of December 31, 1997 «About Changes And Amendments To the Federal Law
About Income Tax For IndIVIduals» IndIvIduals are gIven two chOIces whIle defmmg
taxable mcome they can eIther get tax relref for mcome generated from sellmg property
(mcludmg secuntIes) WhICh IS then not to exceed 1000 mmImal wages, or subtract from theIr
total taxable mcome documented expenses for purchase of thIS property

- - In the first case when the company redeems umts It charges mcome tax based on the current
progressIve scale on the actual dIfference between dIstrIbutIOn and redemptIOn pnce At the
end of the year the mvestor files necessary documents to the tax authonty, whIch makes
adjustments and pays out the rebate The second vanant IS much more attractIve for mvestors
- purchase expenses for secuntles (mc1udmg umts) can be accounted at source of the mcome
-1 e the management company WIthout applymg 1000 mmImal wages rule

The revenue of an mstitutIOn - mvestor m UIF IS generated at the moment of redemptIOn and
IS determmed as the dIfference between dlstributlOn and redemptIon pnce, bemg accounted
m finanCIal results of the mstitutIOn

UIF revenues of non-reSIdent mstItutIons, m case they are not related to company's actIVItIes
m RussIa, are taxed accordmg to ArtIcle 10 of the Federal Law «About TaxatIOn Of
InstItutIons' Revenues>~ at a 20 % rate The tax IS WIthheld by the management company m
the currency of payment, the taxable base IS the total sum of revenue at each transfer of umt
pnce Accordmg to pomt 5 1 9 of the InstructIon of the State Tax Agency N2 34 of June 17,
1995 «About taxation of revenues of non-reSIdent mstitutIOns» the revenue from redemptIOn
of umts should be determmed as the dIfference between theIr redemptIOn and purchase pnce

Before commg mto force of the Federal Law «About Changes And Amendments To The
Federal Law «About Taxation Of Revenues Of InstitutIOns» N2 13-C!>3 of January 10, 1997
revenues and mcomes ofUIF mvestors were tax-free on condItIon that all of the assets of the
fund were mvested m government secuntles and equally treated secuntles, revenues on
WhICh were free of mcome and revenue taxes

Startmg from January 21, 1997 mstltutIOnal UIF mvestors lost thIS tax relIef smce the
moment when funds started buymg taxable government and equally treated secunties


