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1. General Situation

There are no dgnificant changes with regards to the political/security Situation to report for
the period of this report. Although the overdl Stuaion was cdm, two incidents deserve
mentioning: in the beginning of May a bomb exploded in a money exchange office in Osh,
killing one person. Approximately one week later, a gang robbed a police wegpons depot in
Dzhdd Abad. Wheress the motivation of the firsd incident remains unclear, the second
incident appears to have been a crimind act. According to avalable information mogt of the
gang (former policemen) have been arrested and some of the wegpons secured. On the other
dde of the border (in Kazakhgtan), a gang of men dressed as policemen successfully and in a
rather spectacular manner robbed a bus of smal traders on ther way from Almaty to
Shimkent.

The economic dtuation gppears to have deteriorated. In part this a result of the fact that the
borders to China and Uzbekistan were closed for most of May and into the beginning of June.
Additiondly, the US Ddla — Kyrgyz Som exchange rate has changed noticeably over the
past quarter (from approx. 46/47 KGSUSD to 39KGSUSD). Although the Kyrgyz Som has
become stronger againgt the USD, the generd reaction of the populaion (and bankers) is one
of insecurity and uncertainty. Mot bankers expect the exchange rate to return to its old levels
(or even shoot beyond) in the fdl. Turnovers a a number of MSFF clients are unseasonably
low and the generd dtitude appears to be one of “let’ swait and see’.



In teems of demand, the May holidays took ther toll. The usud seasond dump was

exacerbated by SARS, i.e. closure of the border to China as a preventive measure and

uncertainty on when and how the border would be reopened. Rumors were rampant and

avalable information changed nearly daly. As a result, effective demand for loans was down
in May and the firs haf of June. Many dlients withdrew their applications or rejected aready
granted loans. Demand levels only darted recuperating during the second part of June but
faled to come back up to usud levels. According to the counterparts a the partner banks
these are the forebodings of the usud summer dow-down.

Overdl, cooperation with the partner banks continued to develop within expected parameters.
Nevertheless, program expansion at the banks moved forward dower than expected:

Kazkommertsbank took the decison to close the branches in Tokmok, Karabata and
Baykchi and opted agang mantaining smdl lending offices in the regions. The
dready outsanding MSFF loans a8 KKB Tokmok were closed and the clients
transferred to the AKB Kyrgyzstan branch in Tokmok. The future of the branch in
Dzhda Abad is undecided. Furthermore, once again a key person — deputy manager
A. Shetpibaev — has left KKB Kyrgyzstan For the time being, his replacement, K.
Nurtayev, is only an interim solution until the bank can find a long term replacement
for the pogtion;

It is teking Ineximbank significantly longer than planned to set up the additiond office
in Bishkek. In the neantime the bank has moved the date for active operations of this
office to mid-July.

So far Demirbank has not brought policy, procedures and necessary documents in line
with the MSFF requirements. Although the bank is willing to participate and
publicizes the fact, internal processing and approval procedures are dow; on 25 June
Demirbank and EBRD sgned the Policy Statement as a firs step to restarting active
lending at the bank;



At the same time, there were postive developments that can serve as indicators for the

growing importance of the MSFF in the overdl economy:

- Vice Prime Minister D. Otorbaev persondly visited the 500" client of the MSFF and
stressed the importance of the MSFF for the Kyrgyz economy;

- InApril, the MSFF successfully launched its operations in Tokmok.

- With Ineximbank being one of the leaders, interes rates have gone down (for the
MSFF 15 — 25% p.a. in USD and 22 — 35% p.a. in KGS);

- Agan, some of the other players active in the MSE market have made pogtive
adjustments and improvements to their products to bring them more in line with those
of the MSFF (e.g. FINCA now calculates interest differently)

- The EBRD/MSFF was invited to paticipate in an “expert group” tasked with
highlighting the shortcomings in the proposed new collaterd law and suggesting
dternatives,

- AKB Kyrgyzstan has taken the srategic decison to increase its presence on or close
to the mgjor markets in Bishkek, Osh and Dzhadd Abad — a dear Sgn of the growing
importance the bank dlotsto MSE as atarget group.



Table 1. Disbur sements and Outstanding Portfolio of EBRD M SFF Micro and
Small Loansfor the second quarter of 2003 (in US$)

DISBURSEMENTS OUTSTANDING PORTFOLIO
Number of Number of Volume of Averageloan || Number of Volumeof | Averageloan
loan officers | loansgranted | loans granted | amount granted loans loans amount
outstanding | outstanding | outstanding

Bishkek
Apr 24 100 192849 1928 481 883808 1837
May 25 45 81231 1805 499 861261 1726
Jun 26 74 185154 2502 538 921692 1713
Total Bishkek

26 219 459234 2097 538 921692 1713
Osh
Apr 13 29 32077 1106 114 95126 84
May 14 29 37689 1300 140 126949 907
Jun 12 32 39399 1231 164 154785 944
Total Osh 12 90 109165 1213 164 154785 944
Tokmok
Apr 1 6 3511 585 6 3511 585
May 1 - - 3 2390 797
Jun 3 11 5889 535 14 6636 474
Total Tokmok

3 17 9400 553 14 6636 474

GRAND
TOTAL 41 326 577799 1772 716 1083113 1513

Comment: in May KKB took the decision to close its branch in Tokmok. At the same time AKB and the MSFF
launched the program at the AKB branch in Tokmok. The KKB loans were closed and the clients received new
loans at AKB. For technical reasons, the loans disbursed at AKB in May are legally AKB Bishkek loans.
Consequently, the Tokmok loans are included in the Bishkek data for May. At the end of May there were still 3
loans outstanding at KKB Tokmok. In June these loans were closed.



The different banks accounted for disbursements as follows:

Table2: Disbursements and Outstanding Portfolio of EBRD MSFF Micro and
Small Loans per Bank for the second quarter of 2003 (in US$)
DISBURSEMENTS OUTSTANDING PORTFOLIO
Number of [ Number of Volume of Averageloan || Number of Volumeof | Averageloan
loan officers| loansgranted | loans granted | amount granted loans loans amount
outstanding | outstanding | outstanding

I neximbank
Apr 17 46 88347 1921 260 507600 1952
May 18 32 52663 1646 280 507201 1811
Jun 18 49 90257 1842 307 523386 1705
Total 18 127 231267 1821 307 523386 1705
AKB
Kyrgyzstan
Apr 10 49 57370 171 231 304333 1317
May 9 18 26308 1462 233 285995 1227
Jun 12 42 58189 1385 259 300311 1160
Total 12 109 141867 1302 259 300311 1160
Demirbank
Apr 1 - - - 20 33625 1681
May 1 - - - 20 29633 1482
Jun 1 - - - 19 24298 1279
Total 1 - - - 19 24298 1279
Kazkommertz-
bank
Apr 9 40 82720 2068 0 136837 1521
May 11 24 39949 1665 109 167771 1539
Jun 10 26 81996 3154 131 235118 1795
Total 10 90 204665 2395 131 235118 1795
GRAND
TOTAL 41 326 577799 1772 716 1083113 1513




2. Cooperation with the Partnerbanks

I neximbank

During the second quarter of 2003 127 loans for 231,267 USD were disbursed. The
outstanding portfolio as of 30 June 2003 was 307 loans for 523,386 USD.

Table 3: Disbur sements and Outstanding Portfolio of EBRD M SFF Micro and
Small Loansat Ineximbank for the second quarter of 2003 (in US$)
DISBURSEMENTS OUTSTANDING PORTFOLIO
Number of [ Number of | Volumeof |Averageloan| Numberof [ Volumeof |Averageloan
loan |loansgranted|loansgranted| amount loans loans amount
officers granted outstanding | outstanding | outstanding
I neximbank
Apr 17 46 88347 1921 260 507600 1952
May 18 32 52663 1646 280 507201 1811
Jun 18 49 90257 1842 307 523386 1705
Total 18 127 231267 1821 307 523386 1705
Table 4 Thecurrent loan officer distribution at | neximbank
Timein Program/ | Morethan | 1-3months | Lessthan 1 | Selected but Total
city 3 months month not yet in
training

Bishkek 8 8

Reserve Bishkek 2 2 1 1 6

Osh 6 3 9

Reserve Osh 3

Total 16 5 3 26

In Bishkek, four of the loan officers with more than three months' experience are on the payroll of the bank,
which is partially ahead of the mandatory take over time prescribed by EBRD.

Although program implementation moved forward, the fuson with Temirbank darted taking
its tall. As dated in last quarter's report, the expected fuson with Temirbank resulted in

unwillingness on the pat of the management to make sgnificant changes or teke drategic

decisons. At the same time the Temirbank representatives at Ineximbank were aso not
actively implementing any changes. This dtuatiion did not change for most of the period of
this report. As a result the MSFF was deding with counterparts only hdfheartedly on the job

for most of the period of this report. Summoning credit committees became more and more



difficult, and a true willingness to move forward in an active and consequent manner was
lacking as exemplified by the ddays in sdecting and renovating the additiona premises
(initidly promised by the bank for mid-May).

On 05 June, the fuson with Temirbank was officidly celebrated with a reception athough the
actud capitd increese is only expected for July. In mid-June additiond Temirbank <taff
arived a the bank to drengthen exiding daff. Currently, the consultants are discussng
expangon of the program a the bank and the future organization of the MSFF at the bank
with the management. On 25 June, EBRD (E. Lefting, J. Gdieva) and IPC (M. Scheck), met
with CEO, M. Kunakunov and the newly arrived staff from Temirbank, to discuss the future
drategy of the bank for regiond expanson. Although the bank is not planning on adding any
ful-fledged branches this year, the bank is invedigating the possbility of opening additiona
andler officesin the Chuy and Osh region.

AKB Kyrgyzstan

During the period of this report 109 loans for 141,867 USD were disbursed. As of 30 June
2003 the outstanding portfolio was 259 loans for a volume of 300,311 USD.

Tableb: Disbursements and Outstanding Portfolio of EBRD M SFF Micro and
Small Loansat AKB Kyrgyzstan for the second quarter of 2003 (in US$)
DISBURSEMENTS OUTSTANDING PORTFOLIO
Number of [ Number of Volume of Averageloan || Number of Volumeof | Averageloan
loan officers| loans granted | loans granted | amount granted loans loans amount
outstanding | outstanding | outstanding
AKB
Kyrgyzstan
Apr 10 49 57370 1171 231 304333 1317
May 9 18 26308 1462 233 285995 1227
Jun 12 42 58189 1385 259 300311 1160
Total 12 109 141867 1302 259 300311 1160




Table 6: Thecurrent loan officer distribution at AKB Kyrgyzstan

Timein Program/ | Morethan | 1-3months | Lessthan 1 | Selected but Total
city 3 months month not yet in
training
Bishkek 9 9
Reserve Bishkek 1 2 2 1 6
Tokmok 2 3 1 6
Reserve Tokmok
Total 12 5 3 1 21

Not included are two loan officer candidates from Dzhalal Abad currently undergoing training.

The bank continued to use its own resources for MSFF lending. As discussed in a meeting
between EBRD (E. Lefting, J. Gadieva), IPC (M. Scheck) and CEO S. Sadebakasova, signing
of a credit agreement with EBRD for 2.0 to 3.0 million USD (inclucing up to USD 1.5 million
IFC funds) is expected in mid-duly or the beginning of August. On the operationd leve
cooperation with the bank continued to go well. The launch of the program a the Tokmok
branch went smoothly. The bank operationdly resolved dl key issues i.e furniture,
equipment, phone lines and resources for the branch. The bank was dso cooperative in
refinancing those clients tha had origindly receved a loan a the Kazkommertsbank
Kyrgyzstan branch in Tokmok.

Currently, the consultants are preparing the ground for incduding the AKB branches in Osh
and Dzhaa Abad.

In view of increesng crime, especidly shuttle traders are becoming more reluctant to travel
with large amounts of cash. AKB Kyrgyzstan is reacting to this by expanding its network d
so-caled “Sherkass” (savings and deposit offices) a or close to important markets. Foremost,
the bank is looking a adding such offices in Bishkek and in the south. The bank and the
consultants are highly intereted in udng thee offices for the MSFF and desgning
procedures in such a way that clients can physcdly receive their loans and make their loan
payments a these offices This draegic decison of the bank dealy exemplifies the
management’ s growing interest in MSE as atarget group.



Demirbank

As the cooperation with Demirbank has been suspended by EBRD until al procedura and
policy questions are resolved, during the period of this report no loans were disbursed. As of
30 June 2003 19 loans for 24,298 USD were outstanding.

Table 7. Disbur sements and Outstanding Portfolio of EBRD M SFF Micro and
Small Loansat Demirbank for the second quarter of 2003 (in US$)
DISBURSEMENTS OUTSTANDING PORTFOLIO
Number of [ Number of | Volumeof |Averageloan| Numberof [ Volumeof |Averageloan
loan |loansgranted|loansgranted| amount loans loans amount
officers granted outstanding | outstanding | outstanding
Demirbank
Apr 1 20 33625 1681
May 1 20 29633 1482
Jun 1 19 24298 1279
Total 1 19 24298 1279
Table 8: Thecurrent loan officer distribution at Demirbank
Timein Program/ | Morethan | 1-3months | Lessthan 1 | Selected but Total
city 3 months month not yet in
training

Bishkek 1 1

Reserve Bishkek

Osh

Reserve Osh

Total 1 1

On 24 March, the Board officidly agreed to the EBRD Policy statement on the MSFF. The
bank dso included office space for the program loan officers in its plans for the new branch

premises in Osh. Neverthdess, the internad procedures and decison-making gructures at the

bank are dowing down the actud completion of the prerequisites for a restart of active MSFF
implementation. Since March, the bank has been working on redesgning its internd
procedures to dlow for efficient MSE lending based on the skeleton versonstemplates
provided by the MSFF. On 25 June, in a meeting between the EBRD (E. Lefting, F. Rillond),



IPC (M. Scheck) and the bank (A. Parmaksiz, B. Moldobekova), the EBRD and Demirbank
sgned the Policy Statement. It was agreed to drive for completion of al the necessay
changes to procedures’documents and policies by the end of Jduly.

Kazkommertsbank Kyrgyzstan KKB (former Kyrgyz Avtobank)

During the second quarter of 2003 90 loans for 204,665 USD were disbursed. The outstanding
portfolio as of 30 June 2003 is 131 loansfor 235,118 USD.

Table9: Disbursements and Outstanding Portfolio of EBRD M SFF Micro and
Small Loansat Kazkommertsbank for the second quarter of 2003 (in US$)

DISBURSEMENTS OUTSTANDING PORTFOLIO

Number of | Number of Volume of Averageloan || Number of Volumeof | Averageloan
loan officers| loans granted | loans granted | amount granted loans loans amount
outstanding | outstanding | outstanding

Kazkommertzb

ank

Apr 9 40 82720 2068 0 136887 1521
May 11 24 39949 1665 109 167771 1539
Jun 10 26 81996 314 131 235118 1795
Total 10 90 204665 2395 131 235118 1795

Table 10: The current loan officer distribution at KKB Kyrgyzstan:

Timein Program/ | Morethan | 1-3months | Lessthan 1 | Selected but Total

city 3 months month not yet in
training

Bishkek 4 1 1 6

Reserve Bishkek 1 1

Osh 4 1 2 7

Reserve Osh 1

Total 9 2 3 1 15

The concerns outlined in last quarter’s report proved well founded. Deputy Manager and
MSFF counterpart A. Shetpisbaev left the bank in mid-May. Throughout April and until his
resgnation in May, his unexplained absences increased in frequency and length. K. Nurtayev
(previoudy Director of the Depatment of Commercid Network Sales Support & KKB in
Almaty) has replaced A. Shetpisbaev. Furthermore, the bank took the decison to close the
branches in Tokmok, Karabdta and Badykchi. In addition, the bank decided against the
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origindly agreed concept of mantaning MSFF lending outlets in these regions. As a resullt,
the MSFF, which had only launched lending a the KKB branch in Tokmok in April, closed
its operations a the Tokmok KKB branch in May. As the MSFF launched lending at the AKB
Kyrgyzstan branch in Tokmok in May, the dready outstanding MSFF clients were routed to
AKB.

Neverthdess, this unexpected change in the drategy of KKB has implications for the
expanson plans of the MSFF. As outlined in last quarter’s report, the MSFF was looking at
KKB as one partner in rapid regiond expanson. The new srategy of the bank, concentrating
on developing business in the main cities of the country and the bank’s rejection of the notion
of mantaning smdl lending outlets in the regions means that — & lesst in the mid-term —
KKB will not be a partner for expansion into the more rurd aress of the country. It should be
noted that KKB Kazakhstan Managing Director, B. Apsenbetov, warned the MSFF to hold off
on expanson to Dzhdd Abad as the future of this branch remans undecided as wel. A
decison on Dzhdd Abad is expected in July. At the same time, the bank increased its
presence in Bishkek by opening a second branch in the city. The MSFF is dso present a this

second branch.

Oveadl, peformance of the bank in those branches aready included in the MSFF was
disappointing. The personnd and drategy related changes a the bank resulted in delays and
additional difficulties in daly operations. Budget issues interest rate corridors and
operationa limits for the respective branches took unduly long to decide. In a meeting on 25
June, E. Lefting and M. Scheck discussed these issues with K. Nurtayev and expressed their
disstisfaction with results to date. Mr. Nurtayev explained the delays with the change in
personnd, reterated the bank’s interest in developing MSE lending and its strategic priority
of developing activitiesin Osh.
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3. Seminarsand Training

Table11 Number of loan officer candidates selected

Month No. of LO candidates selected
Apr 8
May 4
Jun 6

During the second quarter of 2003 seven loan officer sdlection cycles were conducted
resulting in the sdection of an additiona 10 loan officer candidates in Bishkek and 8 in Osh
17 loan officers were sent to Kazakhstan for on-the-job training and/or attendance of the
micro loans seminar in Almaty. In addition to orrgoing on the job training measures and
evening mini-seminars on sdected issues, a specid communications seminar for the loan
officers from Bishkek and Tokmok was organized. In preparation for launching “express’
loans, i.e micro loans with amplified processng and collaterd requirements, a first group of
loan officer candidates from Bishkek and Osh was sent to Almaty for “express micro”

traning.
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Table 12: The current distribution of loan officer candidates

Timein Program/ | Morethan | 1-3months | Lessthan 1 | Selected but Total
Bank 3 months month not yet in
training
Inexim 8 8
AKB Kyrgyzstan 9 9
Demir 1 1
KKB 4 4
Reserve* 4 4 2 15
Total Bishkek 26 5 4 2 37
Osh
Inexim 6 3 9
KKB 4 1 2 7
Reserve* 1 3 4
Total Osh 10 4 3 3 20
Dzhalal Abad
AKB 0 2 2
KKB
Reserve*
Total Dzhalal Abad 2 2
Tokmok
AKB 2 3 1 6
KKB
Reserve*
Total Tokmok 2 3 1 6
Total 38 14 8 5 65

*not yet allocated to a specific bank
4, Regional Expansion

In April, the MSFF expanded its activities to Tokmok. For the early fdl (September), the
MSFF is looking a expanding activities to Karabdta via AKB Kyrgyzstan. Currently, the
MSFF is preparing the incluson of AKB in Osh (duly). In preparation for launching lending
activities in Dzhdd Abad, the MSFF has darted sdecting and training loan officer candidates
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from Dzhdd Abed. Initidly, the MSFF will launch lending activities & AKB in Dzhdd
Abad. Thisis planned for August/September 03.

5. Other Banks

Due to lack of additiond banks with sufficient financia strength, corporate governance and
commitment to MSES, at this time, no other banks are under consderation for incluson into
the MSFF. It is hoped however, that further invesments from regiond banks will have a
positive impact on the banking sector, further widening the range of potentia partner banks
and lending channds.

6. Other |ssues

The establishment of a Credit Information Bureaut moved forward with the hdp of MSFF —
dthough only dowly. In the meantime most of the larger financid inditutions engaged in
lending have declared their intention of participating.

The project of a new pledge law as proposed by the Ministry of Justice once again moved into
the limdight. Already last year, the consultants and EBRD had made the Ministry of Judtice
and other offices of the adminigration aware of the shortcomings in the proposed law. The
draft foresees mandatory registration of moveable property, does not provide for efficient and
effective out-of-court settlement possibilities and procedures and, in some parts, conflicts
with other legidation. M. Scheck participated in a inter-organizationd working group
comprisng representatives of donors, commercia banks, MFOs, lega advisers, the NBKR,
the Ministry of Judtice, and other adminidration representatives, established with the god of
highlighting the issues and proposng dterndives. The group succeeded in dowing down the
parliamentarian process and putting forward dternative suggestions for review of the
respective bodies.

In preparation for the EBRD MSE support project in Tadzhikistan, consultant S. Dziurman
visted the MSFF to study the borrowers under the program.

7. Outlook

! The M SFF project manager, Marga Scheck, is a board member of the Credit Information Bureau.
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During the second quarter of 2003, program expanson was dower and lending results lower
than planned. The combination of seasond factors, the noticeable exchange rate changes and
the SARS related uncertainties played a role as wel as the unexpected change in KKB’s
drategy and the dower than planed deveopment of Ineximbank and Demirbank.
Nevertheless, the program included Tokmok and preparations for expanson within Osh and
to Dzhald Abad are under way. At the same time, the developments of the last quarter once
agan exemplify the dependence of the program on the avalability of reliable partner banks
with a potentia for out-reach and large- scde sustainable MSE lending.

The new concept of AKB Kyrgyzstan to open up smal outlets at mgor markets is a welcome
devdopment in terms of increesng feasble lending opportunities. At the same time the
qudity of the branch network of AKB Kyrgyzstan remains an area for concern. In view of the
dgned Policy Statement and agreement with Demirbank, active lending a this bank will most
likely be resumed in August. During the fal, but depending on the future developments at the
branch in Osh (there ill are repercussons of the theft of 80 000 USD — see last report),
Demirbank Osh may be included. The actud reorganization a Ineximbank will only go ahead
during the second pat of the year and will most likey temporarily negatively impact the
efficiency of MSFF operations a the bank. The decison of KKB to concentrate business in
two or a mogt three cities and the unexpected rejection of the lending outlet concept reduces
the number of feasble opportunities for rgpid regiona expanson. Consequently, for the next
quarter the MSFF will concentrate on expanding its presence in adready included regions and
on adding the Dzhald Abad region.
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