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A. PROJECT OVERVIEW

I PROJECT DESCRIPTION

The Pragma Team works with the Kazakhstan Stock Exchange (KASE), the National Bank of
Kazakhstan (NBK), the Pension Regulatory Body/State Accumulation Pension Fund (SAPF), the
Ministry of Labor and Social Protection, Ministry of Finance, pension fund asset managers,
banks, and broker/dealers to implement the Financial Sector Initiative Project.

In September 2001, Mr. Rick Gurley, the CTO for the USAID/CAR Mission, approved the Work
Plan that set forth the priorities of the Project through its completion date. In August, 2002 Dr.
Lewis Tatem became the new CTO of FSI. During the eighth quarterly review, Dr. Tatum
approved FSI’s work plan though the remainder of the first option exercise, August 2003. In
July, 2003 FSI reviewed its activities and received notification that USAID would exercise its
option to have FSI continue. In late August, FSI and USAID mutually agreed on revised
expected results. The updated work plan that reflects these revised expected results (for
completion during the remaining six quarters) was presented to FSI’s CTO for approval during
FSI’s quarterly review (12" & 13™) in December 2003 (See Attachment 1).

The priorities of the Project for this period are noted by component in the boxes below.

The project update for this quarterly report will correspond to the activities set forth in the action
plan described below and reported by component.

I.  SIGNIFICANT EVENTS AND ACHIEVEMENTS
1 NBK REGULATORY FUNCTIONS TRANSFERRED TO NEWLY FORMED
AGENCY FOR REGULATION OF FINANCIAL INSTITUTIONS AND MARKETS
(AS OF JANUARY 1, 2004)

. SUPERVISORY AGENCY GIVES PRELIMINARY APPROVAL TO HEDGING OF
FOREIGN CURRENCY RISK

 BANK TUREN ALEM MORTGAGE COMPANY ISSUES ITS FIRST MBS

" ASSESSMENT OF INSURANCE SUPERVISION DEPARTMENT FOR NEWLY
FORMED REGULATORY AGENCY BEGINS

" AGENCY FOR REGULATION ADVISED ON SYSTEMIC RISK RE: AFFILITED
INSURANCE COMPANIES

T ACTUARIAL ADVANCED COURSE IV DELIVERED

T KAZAKHSTAN MORTGAGE GUARANTEE FUND RECEIVES FSI/USAID
EQUIPMENT



USAID FSI Project: Fourteenth Quarterly Report

" PRAGMA/FSI COMPLETES VALUATION OF STATE ACCUMULATION PENSION
FUND

 FSIMEETS WITH PRIME MINISTER’S REPRESENTATIVE ON REGIONAL
HOUSING FINANCE INITIATIVE

 FANNIE MAE COMPLETES ASSESSMENT OF KAZAKHSTAN MORTGAGE
COMPANY

1 DRAFT CREDIT BUREAU LAW SUBMITTED TO MAZHILIS IN DECEMBER
2003, FSI INVITED TO MAKE MAJOR PRESENTATION TO MEMBERS OF
PARLIAMENT

' NBK SIGNS LETTER SUPPORTING CREDIT BUREAU SHAREHOLDERS
MEETING

 CHAIRMAN OF AGENCY FOR REGULATORY AGREES TO ESTABLISH
PRIVATE CREDIT BUREAU FOR CONSUMERS AND SMALL BUSINESS;
UPHOLDS CONSUMERS’ CONSENT.

' FSIHOSTS AMBASSADOR OF ISRAEL, EDP AND USAID REPRESENTATIVES
FOR PROGRAMATIC DISCUSSIONS

" FSIMEETS OPIC REPRESENTATIVE

 FSI MEETS MBIA REPRESENTATIVES

ITII. PROJECT EXECUTIVE SUMMARY

This Report provides details on the events and activities summarized below, as well as other
events and activities regarding the USAID Financial Sector Initiative, as implemented by
consultants for The Pragma Corporation (the Project), for the period from November 22, 2003
through February 21, 2004. The report is comprised of four components: Financial Instruments,
Pension/Insurance, Mortgage, and Credit Bureau/Credit Rating Agency. Each component
section of the report will have a summary with specific activity tasks identified and the status of
each task with appropriate commentary, relevant attachments, and reference to administrative
issues, if any.

Financial Instruments

In February, Azamat Djoldesbekov, President of KASE, and Pragma/FSI representatives met
with the Deputy Director of the Financial Supervisory Agency to discuss the issue of hedging
currency risks in the pension fund system. At that meeting, FSA gave tentative agreement to
allowing pension funds to use the KASE futures contract, provided (1) pension funds themselves
expressed some interest in using the dollar futures contract and (2) Pragma/FSI would develop
the methodology for determining and reporting the amount of currency risk in pension fund
portfolios.
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BTA Mortgage, the mortgage lending subsidiary of Bank Turen Alem, issued its $3.0 million
pilot mortgage-backed security during February 2004. The issue is a tenge-denominated un-
indexed three-year maturity with an embedded put-call feature that allows semiannual re-pricing.
This is the second issue of a MBS by a financial institution other than the Kazakhstan Mortgage
Company.

By the end of the quarter under review, cumulative corporate bond issuance in Kazakhstan stood
at $1.24 billion of cumulative issuance this year with $716 outstanding excluding MBS. KMC
issuance now stands at $108 million. The KMC has conducted bi-monthly auctions for the
purpose of ensuring predictability to investors and maintaining sufficient liquidity for the
purchase of new mortgages.

Currently, the weighted average maturity of outstanding corporate bonds is 5.7 years and the
weighted average yield to maturity (YTM) 7.4 percent per annum.

Insurance/Pension
The Association of Insurance Industry Participants was registered in January 2004.

Insurance companies that are affiliated to banks are offering mortgage insurance or down
payment insurance. While this is legal under current Kazakh law, using a non-credit insurance
(“civilian responsibility”) to insure a credit product (mortgage) represents a serious deviation
from prudential fiduciary norms of both insurance and banking. If allowed to continue, this
could jeopardize the soundness of both the banking and the insurance industries in Kazakhstan.
The practice is outlawed in virtually all developed economies worldwide.

In September, the Government of Kazakhstan reiterated its interest in privatizing the State
Accumulation Pension Fund. In response to the statement, the National Bank of Kazakhstan
changed the prudential norms, which had governed the SAPF’s investment policies since its
inception, to those which now govern the investment policies of private pension funds. At the
direction of the National Bank, the management of SAPF also approached Pragma/FSI with a
request to value the fund for sale. In the first quarter of 2004, the GOK publicly announced its
decision to privatize the SAPF. Pragma/FSI’s completed valuation will provide the Government
with an independent, third party assessment of SAPF’s value as an ongoing concern. Potential
buyers, whether domestic or international, will in the course of their due diligence undertake
their own valuations.

Concurrent with its completion of the valuation, Pragma/FSI received its semiannual visit from
Jonathan Woollet, EBRD’s Director of Non-Bank Financial Institutions Operations in London.
The EBRD has long expressed an interest in investing in SAPF when the decision was finally
taken to privatize it. Pragma/FSI assisted EBRD in arranging a meeting with the Governor of the
National Bank of Kazakhstan to discuss EBRD’s possible participation. SAPF is currently a
wholly owned subsidiary of NBK.
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Mortgage

The Kazakhstan Mortgage Guarantee Fund (KMGF) continued preparing its legal guidelines in
cooperation with Pragma/FSI’s legal staff and refining insurance products for ultimate sale.
Additionally, and related to KMGF and the varying kinds of mortgage guarantees the fund would
offer, FSI prepared a paper for the Agency for Regulation that directs attention to systemic risk
banks present to when having affiliated insurance companies offering mortgage insurance. In the
event of a real estate market meltdown, bank exposure through affiliates can result in massive
losses i.e. consolidated balance sheets. Please see the related insurance component executive
summary.

Pragma/FSI’s consultants from the Institute for Urban Economics continued technical assistance
to local and regional banks that cooperate with the Kazakhstan Mortgage Company (KMC).
Their emphasis included a review of compliance with KMC underwriting standards and efforts
for improvement. One structural weakness identified in a KMC roundtable with originating
banks was the lack of confidence in independent appraisals. This condition, in turn, has led to
banks using their own appraisers. This lack of confidence derives from different appraisers
using non-standard methodologies. FSI plans to remedy this deficiency by undertaking a series
of roundtables with independent and bank appraisers participating together in order to agree on a
standardized approach all appraisers can use to ensure acceptability. Other roundtable findings
include unprofessional sales practices. FSI is considering the introduction of licensing
requirements for all real estate sales persons. An assessment by FSI staff of real estate selling
practices is currently underway. FSI/USAID received a request from the First Deputy Prime
Minister Pavlov to assist in the establishment of a pilot regional housing finance program. FSI’s
COP and FSI’s CTO, Dr. Lewis Tatem met with a representative of the Prime Minister’s office
in Astana, Mr. Kuanganov, to discuss the scope of the request and applicability to FSI’s expected
results and deliverables. Mr. Kuanganov expressed his desire to execute a Memorandum of
Understanding that would detail the technical assistance the Government Of Kazakhstan could
expect and the level of cooperation that FSI/USAID could expect from the Government of
Kazakhstan. Subsequently, in response to First Deputy Prime Minister Pavlov’s request, USAID
Mission Director Deikun responded in a letter that limited Pragma/FSI assistance to specific
items.

Lawrence Taff, a senior staff member from Fannie Mae, completed his assessment of the KMC
in accordance with his pre-approved Scope of Work. Of special concern to the KMC was his
evaluation of their operating procedures and duration matching. Dr. Taff also noted the lack of a
suitable Government of Kazakhstan “risk free”” benchmark (Government yield curve) to assist in
pricing KMC issues. The maturity of the Government of Kazakhstan debt is simply too short to
provide pricing guidance. FSI expects to receive his final report during the fifteenth quarter.

Cumulative residential mortgage origination during this quarterly period is approximately $275
million, an increase of approximately $57 million over the previous quarter. KMC issuance now
stands at $108 million.

Credit Bureau

FSI continued to work on refining the legal framework in order to establish a system of private
Credit Bureaus. While the passage of the Credit Bureau Law remained a key focus of efforts
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from November 22, 2003 through February 21, 2004, FSI reached agreement with the
Association of Financiers of Kazakhstan and its member banks to hold a Credit Bureau
shareholders meeting on March 5™, 2004. The NBK fully supported this initiative. In addition,
on February 8", 2004, FSI met with the Chairman of the Unified Regulatory Agency to review
the principle outstanding issues regarding the draft Credit Bureau law. Among the issues
discussed during the meeting, the URA agreed to a) establish a private credit bureau which
combined consumers and SME data, b) pre-trial procedures for dispute resolution, and c) less
regulation and monitoring of the Credit Bureau. Pragma/FSI was invited to the Mazhilis to make
a major presentation to the members of Parliament on March 16", 2004.

Other

USAID and the Embassy of Israel share USAID funding through Israel’s donor arm MACHEV.
Based on interest expressed by Moshe Kambi, Ambassador of Israel, to David Lucterhand, FSI

Chief of Party, for increased cooperation with USAID, FSI set up a meeting with representatives
of EDP and Kimberly Rosen, Deputy Director, E&F, and USAID.

At the request of Debra Erb, Director of Housing Programs, OPIC, FSI met to discuss possible
opportunities for using OPIC guarantees. Constraints such as OPIC’s minimum deal size
preclude utilization of such guarantees in the near-term.

FSI’s Chief of Party David Lucterhand and Senior Advisor Steve Moody met with
representatives of the Municipal Bond Insurance Agency (MBIA) to discuss guarantee
possibilities. Minimum deal size is one impediment, but passage of the Securitization Law will
present future opportunities as transactions come on stream.

I1. PROJECT STAFFING

The following personnel were engaged in project activities this quarter:

 David Lucterhand, Chief of Party

I Stephen Moody, Resident Senior Advisor, Financial Instruments, Mortgage,
Pension/Insurance

Javier Piedra, Resident Senior Advisor, Credit Bureau
Natalya Rogozhina, Consultant, Mortgage Training
Alexander Kopeikin, Consultant, Mortgage Training
Douglas Whitely, Consultant, Mortgage Insurance
Sally Merrill, Consultant, National Mortgage Insurance

Lawrence Taff, Consultant, Mortgage, Fannie Mae

= = =4 -—a -—a _—a -2

John Wetherhold, Consultant, Pensions
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II1. ADMINISTRATIVE

FSI has been informed by the NBK, administrative authority for the offices that FSI rents, that
the building will undergo major renovation for one month starting July 11. FSI will have to
vacate its office space causing operational disruption. FSI IT personnel will endeavor to
minimize inconveniences in telephone and other electronic communication. The building
administrator will offer alternative space in the building during this period.

David Lucterhand, FSI Chief of Party was absent on leave December 21, 2003 through January
5, 2004 and February 19 through February 21, 2004.

LIST OF ATTACHMENTS

1. Work Plan for the 12™ and 13™ Quarters, December 2003

2. Quarterly Review, December 2003
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B. FINANCIAL INSTRUMENTS
I COMPONENT DESCRIPTION

This Report provides details on the events and activities relating to the Financial Instruments
Component of the USAID Financial Sector Initiative, as implemented by the Pragma/FSI
Corporation, during the period from November 22, 2003 through February 21, 2004.

The primary purpose of the Financial Instruments Component is the development of new
investment-grade instruments which fill financial needs unmet by the current commercial
banking, corporate and municipal finance communities in Kazakhstan, and which expand the
selection of corporate or municipal securities in which private Pension Fund asset managers may
invest. Secondarily, the Financial Instruments Component is intended to extend the yield curve
of the Kazakhstani corporate bond market by facilitating the issuance of longer maturities, and to
upgrade the quality of new issues by introducing credit enhancement techniques, and by
improving both bond indentures and investment memoranda.

I1. SIGNIFICANT EVENTS

" PRAGMA/FSI PREPARES DRAFT LAW ON SECURITIZATION FOR
SUPERVISORY AGENCY WORKING GROUP

 SUPERVISORY AGENCY GIVES PRELIMINARY APPROVAL TO HEDGING OF
FOREIGN CURRENCY RISK

" CUMULATIVE CORPORATE BOND ISSUANCE EXCEEDS $1.0 BLN

T BANK TUREN ALEM MORTGAGE COMPANY ISSUES ITS FIRST MBS

III. EXECUTIVE SUMMARY

In a directive dated 10 February, B. Zhamishev, Chairman of the Financial Supervisory Agency,
created a securitization working group under the chairmanship of Yelena Bakhmutova, Deputy
Chairman of FSA, and named several Pragma/FSI consultants as participants (See Attachment 1).
As stated in the directive, the working group will prepare a draft law on securitization for
submission to Parliament no later than 1 May.

Pragma/FSI advisor and attorneys have been working on the said draft since November (See
Attachment 2). The draft is modeled on the Italian Law on Securitization which, in the opinion
of senior advisors, can be adequately adapted to Kazakh law and circumstance. The cornerstone
of the Italian law is the off-balance sheet treatment of securitized assets; that is, assets sold to the
SPV are carried in off-balance sheet accounts of the SPV. This structure, which at first seems
unwieldy, prevents the income flowing through these accounts from being taxed within the SPV
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itself. A similar structure already exists in Kazakh pension fund legislation and for the same
purpose. It can therefore be readily adapted to serve the securitization law.

The first meeting of the securitization working group is scheduled for 25 February.

In 2003, pension funds lost an estimated $80.0 million due to revaluation of the tenge. Pension
funds incur currency risk from two sources: (1) foreign and domestic dollar-denominated bonds
and (2) domestic bonds indexed to the dollar, which represent the largest segment of the
corporate bond market in Kazakhstan. (See chart below.) Ironically, the practice of indexing
domestic issues to the dollar arose in response to pension funds’ demand for products that
protected them from tenge devaluation.

6,99%

17,53%

21,14%

6,99%

O Kazakhstan Mortgage Company B KZT denominated

O Inflation indexed O Devaluation-indexed
Bl USD denominated

The pension funds lost money to tenge revaluation because current legislation does not permit
pension funds to invest in “derivative” financial instruments. The term derivative includes, of
course, futures contracts which are the most common instruments for hedging currency risks. A
six-month dollar futures contract is listed on the Kazakhstan Stock Exchange, but pension funds
are not allowed to trade it; therefore, the contract doesn’t trade at all (See Attachment 3).

In February, Azamat Djoldesbekov, President of KASE, and Pragma/FSI representatives met
with the Deputy Director of the Financial Supervisory Agency to discuss the issue of hedging
currency risks in the pension fund system. At that meeting, FSA gave tentative agreement to
allowing pension funds to use the KASE futures contract, provided (1) pension funds themselves
expressed some interest in using the dollar futures contract and (2) Pragma/FSI would develop
the methodology for determining and reporting the amount of currency risk in pension fund
portfolios.

At a subsequent meeting of pension fund representatives, KASE, FSA representatives and
Pragma/FSI, the pension funds expressed interest in being able to hedge their currency risk (See
Attachment 4). Pragma/FSI is now developing the reporting methodology, and the FSA is
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drafting amendments to pension fund legislation which will permit pension funds to hedge
currency risk.

During the quarter under review, cumulative issuance of corporate bonds surpassed the
benchmark of the one billion dollar level (See Attachment 5).

BTA Mortgage, the mortgage lending subsidiary of Bank Turen Alem, issued its $3.0 million
pilot mortgage-backed security during February 2004 (See Attachment 6). The issue is a tenge-
denominated un-indexed three-year maturity with an embedded put-call feature that allows
semiannual re-pricing.

I11. ADMINISTRATIVE ISSUES

Stephen Moody was absent from December 16, 2003 through January 5, 2004.

10
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DESCRIPTION AND STATUS OF TASKS

Task 1 - Development of Financial Instruments

Defined Activity

Progress Made During Quarter/

Proposed Future Actions

1  Mortgage-Backed
Security

SECURED DCA GUARANTEE ADMINISTRATOR
SECURED BONDHOLDER REPRESENTATIVE
SECURED LARIBA SHAREHOLDERS’ RESOLUTION
PREPARED DRAFT BOND INDENTURE

SECURED MINISTRY OF JUSTICE RULING ON PROCEDURES FOR
REGISTERING MASTER PLEDGE (MORTGAGE POOL)

DOCUMENTS SUBMITTED TO NBK AND NSC FOR FINAL REVIEW
BOND REGISTERED WITH NSC/NATIONAL BANK
BOND LISTED ON KASE

FIRST MORTGAGE-BACKED SECURITY PLACED BY SECONDARY
MORTGAGE - MARKET FACILITY

LARIBA BANK MORTGAGE-BACKED SECURITY PLACED

1  Social Obligations Bond

IDENTIFIED PROSPECTIVE WATER PURIFICATION PROJECTS IN
ATYRAU AND MANGISTAU OBLASTS

COMPLETED DRAFT LETTER OF INTENT BETWEEN OIL
COMPANIES AND AKIMATS

COMPLETED PRESENTATION FOR OIL COMPANIES

1  Microlending Project

PERFORMED FINANCIAL ANALYSIS OF KCLF
DETERMINED STRUCTURE OF POTENTIAL BOND OFFERING

MADE PRESENTATION TO KCLF BOARD OF DIRECTORS

RESEARCHED KCLF LEGAL STATUS AND REREGISTRATION
REQUIREMENTS

RESEARCHED KCLF BANKING LICENSE

1 Warehouse Receipts
Project

GRAIN WAREHOUSE RECEIPTS REPLACED OLD SOVIET FORM
PK-13 AS OFFICIAL CERTIFICATES OF OWNERSHIP OF GRAIN IN
LICENSED KAZAKH ELEVATORS

MET WITH ACDI-VOCA CONCERNING POTENTIAL WAREHOUSE
RECEIPTS PROGRAM IN KAZAKHSTAN

RESEARCHED STRUCTURE OF KAZAKH GRAIN MARKET AND
OWNERSHIP OF PRIMARY GRAIN ELEVATORS

11
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CONDUCTED SEMINARS ON GRAIN INSPECTION AND GRADING

PARTICIPATED IN WORKING GROUP TO DEVELOP CREDIT
PROCEDURES USING GRAIN WAREHOUSE RECEIPTS

WAREHOUSE RECEIPTS REGS APPROVED BY PARLIAMENT

SEMINARS CONDUCTED INSTRUCTING GRAIN INSPECTORS IN
THE ISSUANCE, MONITORING AND MAINTENANCE OF GRAIN

WAREHOUSE RECEIPTS RECORDSGRAIN ELEVATOR MUTUAL
ASSURANCE SOCIETY REGISTERED WITH MINISTRY OF JUSTICE

Principal Protected
Notes (PPNs)

INTRODUCED PPNs TO PENSION FUND ASSET MANAGERS

NATIONAL BANK AGREES TO THE PURCHASE OF PPNs BY
PENSION FUNDS

Task 2 - Legal Reform

Defined Activity

Progress Made During Quarter/Proposed Future Actions

National Securities
Commission Working
Group

CONTRIBUTED DRAFT LANGUAGE AND COMMENTARY TO NEW
UNIFIED NSC/KASE BOND REGISTRATION REGULATION

CONTRIBUTED DRAFT LANGUAGE AND COMMENTARY TO NSC
MINIMUM REQUIREMENTS FOR BOND INDENTURES AND
INVESTMENT PROSPECTUSES.

National Bank

Working Group

AGREED WITH GOVERNOR OF NATIONAL BANK TO
COORDINATE EFFORTS ON A COMPREHENSIVE REFORM OF
BANKRUPTCY LAW, PLEDGE LAW AND RELATED ELEMENTS OF
CIVIL CODE

INITIATED THE MERGER OF THE LEGAL COMPONENTS OF THE
NBK FINANCIAL INSTRUMENTS AND MORTGAGE LENDING
WORKING GROUPS

REVIEWED RESUMES AND CONDUCTED INTERVIEWS WITH
APPLICANTS FOR ATTORNEY POSITIONS AT NBK

IDENTIFIED FOR NBK WORKING GROUPS THE PRIMARY
DEFECTS OF EXISTING PLEDGE LAW

GAVE TESTIMONY BEFORE BUDGET AND FINANCE COMMITTEE
ON NATIONAL BANK’S DRAFT LAW TO EXCLUDE PLEDGED
ASSETS FROM BANKRUTCY ESTATE

l

Pledge Registration

HELD PRELIMINARY MEETINGS WITH BTI (REGISTRATION
CENTER) ON PROCEDURES FOR REGISTERING MASTER PLEDGE
OF MORTGAGE POOL

SECURED MINISTRY OF JUSTICE RULING ON PROCEDURES FOR
REGISTERING MASTER PLEDGE (MORTGAGE POOL)

SECURED MINISTRY OF JUSTICE RULING ON ARTICLE 308 OF
THE CIVIL CODE

12
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3. Un-tasked Activities/Accomplishments

Defined Activity

Progress Made During Quarter/Proposed Future Actions

l

Bond Index

DEVELOPED CLEAN PRICE BOND INDEX AND PORTFOLIO
PERFORMANCE INDICATOR

INDEX AND INDICATOR MADE AVAILABLE TO PUBLIC BY
REUTERS NEW SERVICE

PUBLICATION OF PRAGMA/FSI INDEX METHODOLGY IN RYNOK
TSENNYKH BUMAG

1

Atyrau Mortgage
Lending Project

PROVIDED LEGAL AND FINANCIAL ANALYSIS ASSISTANCE TO
ATYRAU OBLAST FOR LOCAL MORTGAGE LENDING PROGRAM

LIST OF ATTACHMENTS

1. FSA letter creating the Working Group on the Law on Securitization

2. Pragma/FSI’s draft law on Securitization

3. KASE’s six-month dollar futures contract

4. Pragma/FSI currency risk presentation prepared for the pension funds

5. Cumulative Corporate Bond Issuance

6. BTA Mortgage Investment Memorandum

13
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C. PENSION AND INSURANCE

I. COMPONENT DESCRIPTION

This report provides details on events and activities relating to the Pension and Insurance
Component of the USAID Financial Sector Initiative (FSI), as implemented by the Pragma
Corporation, during the period from November 22, 2003 through February 21, 2004.

The purpose of the Pension part of this component is to ensure that Kazakhstan’s pension system
provides a suitable income for retired, disabled, sole survivors and other Kazakhstani citizens no
longer able to provide for themselves.

The objective of this part of the component is to develop a strong, competitive accumulation
private pension system, which is well regulated and safeguarded against systemic risk, yet which
provides an adequate income for old age pensioners and supports the development of the private
financial sector. Specifically, the FSI seeks to establish an effective regulatory body to supervise
all components of the accumulation pension system; to assist in the privatization or liquidation of
the State Accumulation Pension Fund (SAPF); and to provide technical assistance to monitor,
evaluate and respond quickly to specific issues that threaten the continued development of the
accumulation system.

The purpose of the Insurance part of this component is to continue existing measures to assist the
National Bank (NBK) in developing a strong Department of Insurance Supervision (DIS), and to
assist increasingly in the development of the Kazakhstani insurance market and the insurance
industry itself.

The major objectives of this part of the component are to continue existing measures to upgrade
the legal and regulatory environment of the insurance industry to a level compatible with
international standards of insurance commerce; to continue existing measures to strengthen the
DIS so that it is able to effectively monitor Kazakhstan’s insurance market by implementing
improved regulatory and supervisory functions; to continue such training and education as may
be appropriate to ensure that the DIS staff is able to implement its regulatory mission effectively;
to assist in the development of the insurance market in Kazakhstan (including measures to attract
foreign participation to the Kazakhstani insurance market and the provision of education to the
public); and to assist in the development of the insurance industry in Kazakhstan (including the
provision of training and education to the insurance industry).

The results sought from this part of the component are the development of efficient, reliable
insurance regulation and supervision in Kazakhstan; a legal and regulatory framework in
Kazakhstan’s insurance sector consistent with international standards; the institutional
infrastructure necessary to support life insurance activities (actuarial capacity, information
systems, etc.); and the development of the private insurance market and industry in Kazakhstan
(in particular, the life insurance market and industry).

II. SIGNIFICANT EVENTS AND ACHIEVEMENTS

" PRAGMA IDENTIFIES ABUSE OF INSURANCE LAW

14
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" ASSOCIATION OF INSURERS REGISTERED

T PRAGMA COMPLETES VALUATION OF STATE ACCUMULATION PENSION
FUND

III. EXECUTIVE SUMMARY

As early as October 2003, the newly appointed Deputy Chairman of the Mortgage Guarantee
Fund had reported that certain banks were requiring borrowers to “insure” their mortgages by
making the bank beneficiary of a so-called “civilian responsibility” policy purchased from an
insurance company affiliated with the bank.

A “civilian responsibility” policy insures one party in a contract or agreement against loss or
damages in the event the other party should not honor said contract or agreement. Since a
mortgage is a contract under the terms of which issuing banks run considerable credit risk, it is
logical and reasonable for the banks to seek some form or guarantee or insurance against
borrower default. The practice was fairly widespread; some affiliated insurance companies were
offering packages consisting of life, property and “civilian responsibility” insurance for
premiums as low as 1.5% of the face value of the mortgages they insured.

This was brought to the attention of Pragma’s mortgage insurance consultants, Sally Merrill and
Doug Whitely, and they were concerned with the issue of “civilian responsibility” insurance (See
Attachment 1). While legal under current Kazakh insurance law, using non-credit insurance
(“civilian responsibility”) to insure a credit product (mortgage) represents a serious deviation
from prudential fiduciary norms of both insurance and banking. If allowed to continue, this could
jeopardize the soundness of both the banking and the insurance industries in Kazakhstan. The
practice is outlawed in virtually all developed economies worldwide.

The first and most obvious threat arises from using insurance companies affiliated with the
issuing bank. This practice does not transfer the credit risk inherent in mortgage lending off the
banks’ consolidated balance sheets since, as a rule, banks own insurance companies. Thus, if real
default rates begin to exceed estimated rates, banks must absorb the losses either in the insurance
company or, if the insurance company becomes insolvent, in the mortgage department (or
company). In either case, the bank’s capital adequacy is impaired; in the second case, the bank’s
capital adequacy is impaired and there’s one less insurance company.

Second, in virtually every developed economy, companies issuing credit insurance products
(including mortgage insurance) are mono-line companies. That is, the reserves securing credit
insurance products cannot be co-mingled with the reserves securing other insurance products
such as property, casualty or life. The reason for this is that credit insurance is actuarially quite
different from other kinds of insurance; by comparison to the long term trends in life or casualty
actuarial models, credit product trends are subject to many more extraneous factors and are, as a
consequence, quite volatile.

Last, while “civilian responsibility” might be some kind of credit product, it is not mortgage
insurance and using it as such is actuarially unsound.

15
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Consultants Sally Merrill and Doug Whitely met with FSA Director, Bolat Zhamishev, and
brought the issue to his attention. Subsequently, at a meeting in the insurance supervisory
department at FSA, Pragma was informed that the FSA would prepare amendments and
additions to the Law on Insurance to correct the problems.

The Association of Insurance Industry Participants was registered in January 2004.

The valuation of the State Accumulation Pension Fund, which Pragma began in the last quarter,
was completed in the quarter under review. Pragma valued SAPF at $41.1 million as of 1
January 2004 (See Attachment 2).

Concurrent with its completion of the valuation, Pragma/FSI received its semiannual visit from
Jonathan Woollet, EBRD’s Director of Non-Bank Financial Institutions Operations in London.
The EBRD has long expressed an interest in investing in SAPF when the decision was finally
taken to privatize it. Pragma/FSI assisted EBRD in arranging a meeting with the Governor of the
National Bank of Kazakhstan to discuss EBRD’s possible participation. SAPF is currently a
wholly owned subsidiary of NBK.

ADMINISTRATIVE ISSUES

Stephen Moody was absent from December 16, 2003 through January 5, 2004.

16
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V.

DESCRIPTION AND STATUS OF TASKS

Task 1 Pension — Establishing an Effective, Efficient Unified Regulatory Body

to establish a unified
regulatory body

Defined Activity PROGRESS MADE DURING QUARTER/PROPOSED
FUTURE ACTIONS
1 Prepare a strategy and AS PART OF A LARGER MERGER OF REGULATORY BODIES, IN
timetable for achieving MID-OCTOBER, 2001 THE NBK OFFICIALLY TOOK CONTROL
the establishment of a OVER THE STATE ACCUMULATION PENSION FUND.
unified, independent
regulatory body (within
30 calendar days of the
start of the activity)
1 Support political efforts PRAGMA/FSI’S INVOLVEMENT IN THIS AREA HAS BEEN

DOWNGRADED FROM A PROACTIVE ROLE TO ONE OF
ASSISTANCE.

l
1
1

Establish standardized
(uniform) reports,
methodologies, normative
acts, and supervision

Unified reporting
Common methodologies
Unified supervision

PRAGMA/FSI CONTINUED TO SUPPORT AND ACTIVELY
PARTICIPATE IN MARKET ASSET VALUATION COMMITTEE
ACTIVITIES.

PRAGMA/FSI CONTINUED ITS ANALYSIS OF THE
COMMISSION FEE STRUCTURE FOR PENSION PLANS, BASED
ON A VARIETY OF SCENARIOS.

PRAGMA/FSI CONTINUED TO CONTRIBUTE TO A LEGAL
WORKING GROUP ESTABLISHED TO IDENTIFY AND PROCESS
REQUIRED AMENDMENTS TO THE PENSION LAW.
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Defined Activity

PROGRESS MADE DURING QUARTER/PROPOSED FUTURE
ACTIONS

Prepare a plan for
eliminating the State
Accumulation Pension
Fund as a dominant
market force (within
45 days of the start of
the activity)

1 PRAGMA/FSI’'S INVOLVEMENT IN THIS AREA HAS BEEN
DOWNGRADED FROM A PROACTIVE ROLE TO ONE OF
ASSISTANCE (SEE ABOVE).

Resolve technical

issues related to the

privatization of the

SAPF

{ Clean up duplicate
accounts

1 Prepare financial
analysis

1 Prepare a
preliminary design

1 PRAGMA/FSI’'S INVOLVEMENT IN THIS AREA HAS BEEN
DOWNGRADED FROM A PROACTIVE ROLE TO ONE OF
ASSISTANCE (SEE ABOVE).

Strengthen political
support for the
privatization of the
SAPF

Build support from
donors, international
investors, etc.

Provide local
counterparts with
supporting analysis

1 PRAGMA/FSI’S INVOLVEMENT IN THIS AREA HAS BEEN
DOWNGRADED FROM A PROACTIVE ROLE TO ONE OF
ASSISTANCE (SEE ABOVE).

Task 3 Pension — Monitoring, Evaluation and Quick Response

Defined Activity Progress Made During Quarter/Proposed Future
Actions
Identify key threatsto | 1 PRAGMA/FSI CONTINUES TO MAINTAIN A “WATCHING BRIEF”

the pension system and
develop a plan for
monitoring them
(within 30 calendar
days of the start of the
activity)

ON THREATS AND DEVELOPMENTS, USING MEDIA
MONITORING AND PROFESSIONAL CONTACTS.

Improve record
keeping

1 PRAGMA/FSI’S INVOLVEMENT IN THIS AREA HAS BEEN
DOWNGRADED FROM A PROACTIVE ROLE TO ONE OF
ASSISTANCE (SEE ABOVE).

Improve policies and
supervision

' SEE “ESTABLISHING STANDARDIZED (UNIFORM) REPORTS,
METHODOLOGIES, NORMATIVE ACTS, AND SUPERVISION”

1  PERFORMED PRELIMINARY LIQUIDITY ANALYSIS

Task 2 Pension — Privatization or Liquidation of the State Accumulation Pension Fund
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Task 1 Insurance — Supervision / DIS Efficiency

Defined Activity Progress Made During Quarter/Proposed Future Actions

f  Assess Department of 1 TASK WAS COMPLETED PRIOR TO QUARTER
Insurance Supervision
(DIS) current procedures
and practices,
organizational structure,
supervisory framework,
use of information
technology, staff
capabilities and training
needs within 60 days of
start of contract date for
production of User Guide
to be established within
30 days of start of
contract dates of other
relevant areas

1  Develop framework for 1 INITIAL FRAMEWORK WAS DEVELOPED PRIOR TO
upgrading supervisory QUARTER
procedures and practices
within 60 days of start of
contract

1 Implement framework 1  TASK WAS COMPLETED PRIOR TO QUARTER
date for production of
User Guide to be
established within 30
days of start of contract

1 Develop and deliver DIS | § TASK WAS COMPLETED PRIOR TO QUARTER
training based on TNA
date for production of
User Guide to be
established within 30
days of start of contract
dates of other specific
areas

1 Identify foreign
opportunities

1 Develop and implement 1  AREAS (IF ANY) IN RESPECT OF WHICH CERTIFICATION

certification exams for EXAMINATIONS WILL BE REQUIRED ARE TO BE IDENTIFIED
relevant industry IN CONSULTATION WITH DIS
participants

1  THIS IS A LONGER-TERM ISSUE AND IS CURRENTLY A LOW
PRIORITY

1 NO ACTION TAKEN DURING QUARTER

THIS WAS AN AREA IDENTIFIED DURING THE ASSESSMENT

1  Develop and implement Il
PHASE AS REQUIRING TRAINING

dispute resolution regime

1 IMPLEMENTATION MAY FACE LEGAL DIFFICULTIES,
INCLUDING AMENDMENT OF OTHER LEGISLATION
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DIRECTOR OF THE DIS ADVISES THAT HE PREFERS TO KEEP
THIS ACTIVITY INTERNAL, INFORMAL AND LOW-KEY, DUE
PRIMARILY TO RESOURCE CONSTRAINTS

NO ACTION TAKEN DURING QUARTER

Task 2 Insurance — Legal Reform

Defined Activity Progress Made During Quarter/Proposed Future Actions
1  Develop and pass FINAL DRAFTS OF LAWS FOR MOTOR VEHICLE AND
legislation COMMON CARRIER MANDATORY LIABILITY INSURANCE
WERE TO BE SUBMITTED TO PARLIAMENT IN DECEMBER,
2001. HOWEVER, THE MAZHILIS REJECTED DRAFTS OF
MANDATORY INSURANCE LAW DUE TO THE ABSAENCE OF
AN INSURANCE INDEMNITY FUND EFFECTIVELY
GUARANTEEING THE MANDATORILY INSURED AGAINST
LOSS DUE TO FAILURE OF INSUROR
DEVELOPED PROPOSAL FOR MANDATORY INSURANCE
INDEMNITY FUND
1  Develop and DRAFT REGULATION ON OPERATIONS OF INSURANCE
promulgate regulations AGENTS PREPARED AND SUBMITTED TO NBK AND
ASSOCIATION OF FINANCIERS INSURANCE DIVISION
PRIOR TO THIS QUARTER, DRAFT REGULATION WHICH
WOULD ALLOW INSURANCE COMPANIES TO CALCULATE
THEIR OWN PREMIUMS FOR SOME TYPES OF MANDATORY
INSURANCE WAS SUBMITTED TO NBK AND PARTIALLY
ADOPTED
Assessrules and DISCUSSIONS CONTINUED ON HOW TO IMPLEMENT
regulations within 60 CUSTOMS BONDING INSURANCE
days of start of
contract FURTHER ASSESSMENT WILL FOLLOW THE PROMULGATION
OF ALL NECESSARY REGULATIONS UNDER THE NEW
INSURANCE LAW
1 Develop short-term THIS WILL FOLLOW COMPLETION OF THE ASSESSMENT OF
plan (approved by THE RULES AND REGULATIONS (SEE PRECEDING BOX)
DIS) to reform rules
and regulations within NO ACTION TAKEN DURING QUARTER
60 days of start of
contract date for
production of User
Guide to be established
within 30 days of start
of contract
1 Develop and NO ACTION TAKEN DURING QUARTER
implement consumer
protection measures,
including trade
practices and consumer
disclosure
requirements
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Develop and implement
rules for licensing

brokers

actuaries

auditors

companies

other relevant industry
participants

= =& —a —a —a

THESE WILL BE SET OUT IN THE REGULATIONS CURRENTLY
UNDER EXAMINATION BY THE NBK

ACTUARIAL LICENSING REQUIREMENTS IMPLEMENTED
DURING PAST QUARTER

Develop and issue other
required regulatory
documents:

1 guidelines

1  rulings

i interpretation bulletins
T best practices papers

THESE ARE LONGER TERM GOALS, AND REFLECT MATURITY
OF THE SUPERVISORY PROCESS AND FINE-TUNING OF
LEGISLATION AND REGULATIONS. THE DIRECTOR OF THE
DIS HAS ACKNOWLEDGED THE EVENTUAL NEED FOR SUCH
DOCUMENTS

NO ACTION TAKEN DURING QUARTER

1. Memorandum on Mortgage Insurance from Sally Merrill and Douglas Whitely

LIST OF ATTACHMENTS

2. Valuation of State Accumulation Pension Fund
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D. MORTGAGE

L COMPONENT DESCRIPTION

This report provides details on events and activities relating to the Mortgage Component of
the USAID Financial Sector Initiative, as implemented by the Pragma Corporation, during
the period from November 22, 2003 through February 21, 2004.

The primary purpose of the Mortgage Component is to provide technical, advisory, and
training assistance to banks and non-bank financial institutions willing to start mortgage
lending market operations and assist in developing mortgage origination, and to provide
banks with the technical assistance necessary for securitization of mortgage pools in order to
demonstrate how mortgage pools can be liquefied and proceeds re-lent. Further, it is to
develop and support the legislative and regulatory framework for supporting the mortgage
lending industry. A collateral activity, designed to increase mortgage origination as well as
increased securitization, includes the introduction of National Mortgage Insurance.

II. SIGNIFICANT EVENTS

 KMGF CONTINUES DRAFTING MASTER AGREEMENT/RECEIVES EQUIPMENT

{ FSI/IUE CONSULTANTS CONTINUE TECHNICAL ASSISTANCE TO KMC AND
ORIGINATING BANKS

1 FANNIE MAE CONSULTANT COMPLETES ASSESSMENT OF KMC

f FSI/USAID RECEIVES REQUEST FOR HOUSING FINANCE ASISTANCE FROM
DEPUTY PRIME MINISTER PAVLOV

 ACCUMULATION OF MORTGAGE ORIGINATION EXCEEDS $275 MILLION

II. EXECUTIVE SUMMARY

The Mortgage component and the Financial Instruments component are inter-related.

During the quarter, the Kazakhstan Mortgage Guarantee Fund (KMGF) continued
organizational activity. Previously, FSI had requested and received approval from USAID to
purchase computer and office equipment for the Fund, not exceeding $12,000. The KMGF
received the equipment during the quarter. Deputy KMGF Director Gulfarus Shaikokova,
assumed responsibility for the legal drafting of the master plan that will govern the terms and
conditions of the fund with participating banks. FSI attorneys continued to work closely with
the new deputy to complete the policy. Consultants from Pragma/FSI’s sub-contractor IUE
also worked on variants of the business plan to include different LTV ratios for “first tier”
coverage i.e. the amount of a mortgage insured against default. The business plan included
different premiums for each increase in coverage. For example, if the purchase price is
$10,000, LTV is 30/70 and the mortgage is made for $7,000 the “top tier” coverage could be
for the first 30% of loss or $2,100. Different premiums assumptions for coverage of up to

22



USAID FSI Project: Fourteenth Quarterly Report

50% were used in the business model to reflect projected risk. These, in turn, were reflected
in the business plan. The KMGF then distributed a description of the various products and
pricing to banks for comment.

Dr. Lawrence Taff, a senior staff member from Fannie Mae, completed his assessment of the
KMC in accordance with his pre-approved Scope of Work (See Attachment 1). Of special
concern to the KMC was his evaluation of their operating procedures and duration matching.
Dr. Taff also noted the lack of a suitable Government of Kazakhstan “risk free” benchmark
(Government yield curve) to assist in pricing KMC issues. The maturity of Government of
Kazkhstan debt is simply too short to provide pricing guidance. Dr. Taff also noted that a
need for software that keeps track of duration for the KMC’s portfolio was not important at
this time since the most of the portfolio was composed of floating rate instruments. Prior to
his visit, this was a major concern of the KMC. Dr. Taff also met with USAID Mission
Director George Deikun to discuss his preliminary findings and recommendations. FSI
expects his final report during the fifteenth quarter at which time FSI will present it to
USAID and the KMC.

During the thirteenth quarter, an assessment of conditions in Kazakhstan that would allow the
introduction of title insurance was completed by Robert Cemovich and Walter Coles,
consultants with Stewart Title based in Houston. In his conclusions, Cemovich stated that a
title insurance industry was about to emerge in Kazakhstan. Further, he stated that no reserve
or guarantee funds are in place. Title Insurance should be regarded as similar to a guarantee
fund and not insurance. He recommended hosting a two-day conference on title insurance,
involving representatives of the Ministry of Justice, National Bank, KMC, Centers for Real
Estate Registration, National Agency for Land Resource Management and interested
insurance companies, mortgage companies, banks, real estate professionals, notaries and
lawyers. The agenda should address standardization, model regulations, and other topics to
ensure integrity and confidence in title insurance. Since then, FSI has repeatedly tried to
implement this recommendation with Stewart Title but did not succeed in the fourteenth
quarter.

Pragma/FSI’s consultants from the Institute for Urban Economics continued technical
assistance to local and regional banks that cooperate with the Kazakhstan Mortgage Company
(KMC). Their emphasis included a review of compliance with KMC underwriting standards
and efforts for improvement. One structural weakness identified in a KMC roundtable with
originating banks was the lack of confidence in independent appraisals. This condition, in
turn, has led to banks using their own appraisers. This lack of confidence derives from
different appraisers using non-standard methodologies. FSI plans to remedy this deficiency
by undertaking a series of roundtables with independent and bank appraisers participating
together in order to agree on a standardized approach all appraisers can use to ensure
acceptability. Another roundtable finding was unprofessional sales practices. FSI is
considering the introduction of licensing requirements for all real estate sales persons. An
assessment by FSI staff of real estate selling practices is currently underway (See Attachment

2).

FSI/USAID received a request from the First Deputy Prime Minister Pavlov to assist in the
establishment of a pilot regional housing finance program. FSI’s COP and FSI’s CTO, Dr.
Lewis Tatem met with a representative of the Prime Minister’s office in Astana, Mr.
Kuanganov, to discuss the scope of the request and applicability to FSI’s expected results and
deliverables. Mr. Kuanganov expressed his desire to execute a Memorandum of
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Understanding that would detail the technical assistance the Government of Kazakhstan
could expect and the level of cooperation that FSI/USAID could expect from the Government
of Kazkhstan. In response to First Deputy Prime Minister Pavlov’s request, USAID Mission
Director Deikun responded in a letter that there should be: (1) limited FSI assistance to
consultations on the design of the concept, (2) a legal opinion identifying any legal
impediments involved in the implementation of the concept and recommending changes or
amendments to normative acts, (3) legal assistance in the establishment of the fund, and (4)
technical assistance in structuring a bond issue by the fund with sufficient credit
enhancements to meet market requirements (See Attachment 3). FSI/USAID has not received
a response and due to the change in Government at the beginning of 2004, may not.

Cumulative residential mortgage origination during this quarterly period is approximately
$275 million, an increase of approximately $57 million over the previous quarter. KMC
issuance now stands at $108 million. The KMC has conducted bi-monthly auctions for the
purpose of ensuring predictability to investors and maintaining sufficient liquidity for the
purchase of new mortgages.

III. ADMINISTRATIVE ISSUES

Commitment by Stewart Title to follow—up on Title Insurance Assessment

David Lucterhand, Senior Advisor, was absent December 19, 2003 through January 5, 2004.
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V.

DESCRIPTION AND STATUS OF TASKS
Task 1 — Legal and Regulatory Reform

Defined Activity

Progress Made During Quarter/Proposed Future Actions

A

Assessment of rules and
regulations for the
mortgage sector

Work plan for reform of
rules and regulations

Work plan for
development of mortgage
default insurance

Assessment of rules and
regulations relevant to
default insurance and
recommendations for
development of such a
product, including
relevant data collection

Implementation of work
plan for reform of
mortgage lending rules
and regulations,
including development of
needed legislation

A

COMPLETED BY IUE

COMPLETED BY IUE

COMPLETED BY IUE

COMPLETED BY IUE AND UI

AN AMENDMENT NOW EXISTS THAT EXCLUDES REAL ESTATE
COLLATERAL (PLEDGE) USED IN MORTGAGE BACKED-SECURITIES
FROM BANKRUPTCY ESTATE CONSITUTING A MAJOR STEP IN THE
REFORM OF BANKRUPTCY STATUATES.
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Task 2 — Creating Fully Trained Mortgage Banking Personnel

Defined Activity Progress Made During Quarter/Proposed Future
Actions
A Review of mortgage A THIS WAS COMPLETED THROUGH CONSULTATION WITH
banking courses and PRAGMA/FSI’S COP AND IUE STAFF IN MOSCOW.

materials developed by
Housing Sector Reform

Project
A Framework for mortgage A THIS WAS COMPLETED THROUGH CONSULTATION WITH
banking training developed PRAGMA/FSI’S COP AND IUE STAFF IN MOSCOW. THE

FIRST MODULE OF COURSES WAS COMPLETED IN APRIL
2000. A REPEAT OF THESE COURSES WAS OFFERED IN
MARCH AND APRIL 2002. DELIVERY OF ANOTHER CML
COURSE BEGAN IN FEBRUARY 2003, IN COOPERATION
WITH THE KAZAKHSTAN MORTGAGE COMPANY (KMC).
PARTS TWO AND THREE WERE COMPLETED IN MARCH
AND APRIL.

A 62 PERSONS HAVE NOW RECEIVED CERTIFIED MORTAGE
LENDER (CML) DESIGNATION. CML TRAINING IS NOW
OFFERED BY THE KMC WITH OVERSIGHT PROVIDED BY

IUE.

Development of

strengthened modules for:

1. Alternative mortgage f  THE CML CURRICULUM WAS CUSTOMIZED TAKING
instruments, including INTO ACCOUNT 1, 2 & 3 AND KAZAKHSTANI
spreadsheet program PRACTICES, AND INCORPORATED INTO THE THREE
for class use MODULES COMPLETED IN APRIL 2000 FOR USE BY THE

TRAINERS OF THE ALMATY BANK TRAINING CENTER

2. Features of different (ABTC). THE CURRENT CURRICULUM WAS FURTHER
mortgage securities - UPDATED TO EMPHASIZE THE BENEFITS OF
“mortgage bank SECURITIZATION SINCE KAZAKHSTANI BANKS AS
model” use of WELL AS THE KMC ARE NOW ISSUING MORTGAGE-
guarantees BACKED SECURITIES. IT IS ESSENTIAL THAT PRACT

ITIONERS UNDERSTAND THE RELATIONSHIP

3. Adjust courses to BETWEEN PRIMARY ORIGINATION AND SECONDARY
Kazakh situation; MARKET ISSUANCE ESPECIALLY AS IT RELATES TO
develop local case UNDERWRITING STANDARDS FOR CONFORMING
studies LOANS.

4. Development of loan A TWO TRAINERS FROM THE ABTC ATTENDED AND
servicing simulation COMPLETED COURSES I, IT AND III, AND RECEIVED
software THE DESIGNATION OF ‘CERTIFIED MORTGAGE

LENDER’. SINCE THEN, MORTGAGE EXPERTS FROM
IUE HAVE PROVIDED ONGOING TECHNICAL
ASSISTANCE TO THE ABTC IN TEACHING, COURSE
DEVELOPMENT AND CONTENT. DURING A FEBRUARY
VISIT AND REVIEW OF MATERIALS AND INSTRUCTOR
CONTENT KNOWLEDGE , IUE CONSULTANTS
DELAYED DELIVERY OF ABTC’S CML MORTAGE
TRAINING COURSE IN ORDER TO REFINE THE
CURRICULUM AND TEACHING METHODS. THE
COURSES WERE DELIVERED IN MARCH AND APRIL
2002. HOWEVER, IUE CONSULTANTS DO NOT FEEL
THAT TEACHING STANDARDS ARE HIGH ENOUGH TO
CONTINUE USING ABTC AS A PROVIDER. AFTER
CONSULTATION, THE KAZAKHSTAN MORTGAGE
COMPANY AGREED TO BEGIN PROVIDING CML
COURSES AFTER APRIL 2003. THE NBK ALREADY
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REQUIRES A CML DESIGNATION FOR ANY BANK
MORTGAGE DEPARTMENT EMPLOYEE DOING
BUSINESS WITH THE KMC. FSI COMPLETED
‘TRAINING THE TRAINERS’ FOR KMC AT THE END OF
APRIL. THE KMC IS NOW CONTINUING THIS
COURSEWORK- ENSURING SUSTAINABILITY OF
MORTGAGE LENDING TRAINING.

THE LOAN SIMULATION SOFTWARE CURRENTLY
AVAILABLE HAS NOT BEEN UPDATED DUE TO THE
EXPENSE INVOLVED AND USE BY BANKS OF MORE
MODERN SYSTEMS. CONSEQUENTLY, THIS EFFORT
HAS

BEEN CURTAILED. RECOMMENDATIONS FOR
SOFTWARE SPECIFICALLY DESIGNED FOR LOAN
SERVICING AND CURRENTLY AVAILABLE IS
CONTAINED IN THE FANNIE MAE VISIT TO THE KMC.

Task 3 — Develop Action Plans for Mortgage Lending Infrastructure and Implement

Selected Plans
Defined Activity Progress Made During Quarter/Proposed Future Actions
A Formation of A THE KAZAKHSTAN SOCIETY OF REAL ESTATE APPRAISERS IS NOW
independent FUNCTIONING AS A REGISTERED LEGAL ENTITY. ITS FORMAL
appraisal NAME IS THE UNION OF APPRAISERS. FSI CONTINUES TO SUPPORT

association

Formation of
professional real
estate brokers
association.

Devise or adjust
methodology for
appraisal of
property that is
being mortgaged

EDUCATIONAL ACTIVITIES AND IS CONTINUING COOPERATIVE
ACTIVITIES WITH THE ARIZONA-KAZAKHSTAN PARTNERSHIP

COMPLETED IN FEBRUARY 2002. A FINAL BUSINESS PLAN WAS
PREPARED AND PRESENTED TO THE NBK. THE PLAN
INCORPORATED GOVERNOR MARCHENKO’S COMMENTS
REGARDING THE NEED FOR DETAILED PROCEDURES FOR PAYING
CLAIMS AND RECOVERY BY THE MORTGAGE INSURANCE
COMPANY OF KAZAKHSTAN. THE PLAN WAS SUBMITTED TO THE
NBK AND APPROVED BY THE BANK’S SUPERVISORY BOARD.IN
SEPTEMBER. THE PLAN INCLUDES $5MILLION IN
CAPITAL.PROVIDED BY THE NBK. AND $1 MILLION FROM USAID
TO FUND OPERATIONAL EXPENSES. AS A RESULT, A NATIONAL
MORTGAGE INSURANCE WORKING GROUP CONSISTING OF BANKS,
THE NBK, THE ALMATY ASSOCIATION OF REALTORS WAS
FORMED IN THE SPRING OF 2002. SINCE THEN FSI HAS SUPPORTED
THEIR PROFESSIONAL DEVELOPMENT FUNDING SEMINARS AND
EDUCATIONAL TRIPS THAT EMPHASIZE ETHICS IN SELLING
PRACTICES AND TRANSPARENCY IN REAL ESTATE
TRANSACTIONS. DURING THE QUARTER AND IN COOPERATION
WITH THE RUSSIAN GUILD OF REALTORS, FSI FUNDED AND
PARTICIPATED IN A SEMINAR DEDICATED TO THE USE OF ETHICS
IN PROFESSIONAL PRACTICE. FOLLOWING THE AFORESAID
ROUNDTABLE, FSI PLANS TO INTRODUCE A PLAN FOR
CERTIFICATION AND LICENSING OF REAL ESTATE SALES
PERSONS.

FSI IN COOPERATION WITH THE KMC AND THE BANKS HELD A
ROUND TABLE ON HOW TO IMPROVE COORDINATION. DURING
DISCUSSION, MANY PARTICIPANTS HIGHLIGHTEFD THEIR LACK
OF CONFIDENCE IN THE EMPLOYMENT OF A STANDARDIZED
APPRAISAL METHODOLOGY. CONSEQUENTLY, FSI ORGANIZED A
SEPARATE MEETING WITH THE CHAMBER OF APPRAISERS AND A
REPRESENTATIVE OF THE BANKING COMMUNITY, BTA
MORTGAGE. AS A RESULT, A MEMO OUTLINING OUTSTANDING
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A Establish
methods and
terms of
mortgage risk
insurance

ISSUES DISCUSSED WAS PREPARED BY FSI AND DISDRIBUTED TO
EACH FOR COMMENT. A FOLLOW-UP MEETING IS PLANNED ON
HOW BEST TO ADDRESS THESE DEFICIENCIES. THE LACK OF A
UNIFORM METHOFOLOGY IN APPRAISING REAL ESTATE HAS LED
BANKS TO USE FOREGO USING INDEPENDENT APPRAISERS AND
EMPLOY THEIR OWN. DURING THE NEXT QUARTER, FSI
ANTICIPATES HOLDING ANOTHER ROUNDTABLE WHEREBY THE
MARKET PARTICIPANTS WILL TRY AND ARRIVE AT A COMMON
APPRAISAL APPROACH.

A FEASIBILITY STUDY CONDUCTED BY THE URBAN INSTITUTE
AND THE INSTITUTE FOR URBAN ECONOMICS IN MOSCOW WAS
AND FSI CONSULTANTS WAS SET UP TO ADDRESS THE SPECIFICS
OF SETTING PREMIUMS AND DESIGNING THE MASTER POLICY
WHICH GOVERNS THE RELATIONSHIP BETWEEN THE BANKS AND
THE NATIONAL MORTGAGE INSURANCE ENTITY. AFTER
REVIEWING WORKING GROUP RESULTS, THE NBK APPOINTED A
NEW CHAIRMAN OF THE KMGF GIVING FSI A COUNTERPART WITH
WHOM TO WORK. DEVELOPMENT OF LEGAL DOCUMENTS
INCLUDING THE MASTER POLICY WHICH GOVERNS THE
RELATIONSHIP BETWEEN THE KMGF AND THE BANKS IS BEING
DEVELOPED AND ORGANIZATION OF THE FUND IS NOW
UNDERWAY. ADDITIONALLY, DIFFERENT KMGF PRODUCTS HAVE
BEEN DISTRIBUTED TO BANKS FOR COMMENT.

FSI/UI CONSULTANTS ALSO ANALYZED NBK CAPITAL RESERVE
REQUIREMENTS FOR MORTGAGE LENDING AND PREPARED A
DRAFT MEMORANDUM FOR NBK CHAIRMAN GOVDERNOR
MARCHENKO WITH SUGGESTIONS FOR LOWERING THESE
REQUIREMENTS ON MORTGAGES HAVING KMGF GUARANTEES.
THESE RECOMMENDATIONS WERE GIVEN TO THE NEW KMFG
CHAIRMAN PRIOR TO SUBMISSION TO GOVERNOR MARCHENKO.

A System of
registration of
real estate rights
and transactions

AN ANALYSIS OF THE OVERALL PROPERTY REGISTRATION
SYSTEM WAS COMPLETED. THE ANALYSIS NOTED FEW
IMPEDIMENTS TO THE ESTABLISHMENT OF TITLE INSURANCE BE
IDENTIFIED. NEXT STEPS INCLUDE ORGANIZING A CONFERENCE
OF INTERESTED PARTIES.
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Task 4 — Rules and Procedures of Retail Mortgage Lending

Defined Activity

Progress Made During Quarter/Proposed Future Actions

A

Assessment of:

Bank internal
rules and
procedures for
retail mortgage
banking

External rules
and regulations
for retail
banking

A COMPLETED AS PART OF THE IUE ASSESSMENT.

A COMPLETED AS PART OF THE IUE ASSESSMENT.

Work plan to
establish rules
and procedures
for retail
mortgage
lending

A COMPLETED AS PART OF THE IUE ASSESSMENT. RESULTS WERE
REFLECTED IN UPDATED CML COURSEWORK.

Standards for
mortgage
underwriting,
loan
documentation
rules, mortgage
contracts

A THIS WAS UPDATED FOR INCLUSION IN CML COURSEWORK THAT
WAS COMPLETED IN APRIL 2002. THE CURRICULUM WAS UPDATED
TO REFLECT DEVELOPMENT OF THE SECONDARY MORTGAGE
MARKET IN KAZAKHSTAN.

LIST OF ATTACHMENTS

1. Schedule for Lawrence Taff’s trip
2. Memorandum for Round Table

3. Letter to First Deputy Prime Minister Pavlov
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E. CREDIT BUREAU/CREDIT RATING AGENCY

I COMPONENT DESCRIPTION

Credit Bureau

This report provides details on events and activities relating to the Credit Bureau/Credit
Rating Component of the USAID Financial Sector Initiative, as implemented by the
Pragma Corporation, during the period from November 22, 2003 through February 21,
2004.

The objective of this activity is to establish a Credit Bureau and rating agency capacity in
Kazakhstan. A Credit Bureau serves as a financial intermediary between the lender and
the borrower in order to stimulate, in the first instance, the SME and retail markets within
a free market competitive economic system.

A Credit Bureau helps to develop a solid middle class and produces both short and long
term benefits to an economy by empowering the citizens in any country with greater
mobility, greater opportunity, and, in the long run, by providing individuals with greater
resilience against economic shocks. A Credit Bureau provides products, services,
convenience, security, acknowledgment, accessibility, and low costs to all individuals in
society. The result of this is increased access to credit across the income spectrum,
greater purchasing power for individuals and the improved transparency of small
businesses. This message has been clearly received and reconfirmed over the past 3
months by the Government of Kazakhstan and the financial sector.

The practical definition of a Credit Bureau, for design and implementation purposes in
Kazakhstan, is one of an impartial entity that will store all past and present credit
transactions entered into by a particular legal or physical person, and one that will
indicate the manner in which the subject of the credit profile repaid the obligation to the
respective creditors. The Credit Bureau will also contain demographic information on the
subject to ensure proper identification, information that is pertinent to their
creditworthiness, and an indication of the overall risk relating to an applicant as regards
the repayment of newly established credit, such as inquiries by other parties with a
permissible purpose. The Credit Bureau will provide an avenue for the verification or
validation of any information that may be questioned or disputed by the subject of the
credit profile. A Credit Bureau serves both parties in a credit transaction and is an
excellent tool to reduce risk and facilitate and accelerate the approval process.

The Credit Bureau component of FSI remains a high priority for Kazakhstan. From
November 22, 2003 through February 21, 2004, Pragma/FSI built on successes in the last
quarter by pushing forward the draft Credit Bureau law, consolidating the commercial
banks’ interest in Kazakhstan to fund a private Credit Bureau, and deepening awareness
in the financial sector of a Credit Bureau’s role regarding risk management and increased
access to credit for consumers.
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The Government of Kazakhstan is determined to establish a system of private Credit
Bureaus that will serve the entire country. Towards this end, the Government of
Kazakhstan officially submitted to the Mazhilis the draft Credit Bureau Law in December
2003. During the first two months of 2004, the Mazhilis began preliminary consideration
of the law, which is expected to pass both Houses of Parliament by the beginning of the
3" quarter 2004. In order to ensure successful passage of the law, Pragma/FSI continued
to work with all stakeholders, particularly the NBK, the Unified Regulatory Authority
and the Association of Financiers of Kazakhstan, to reach a common position on the
remaining major Credit Bureau policy items before fully debate of the law begins in
March 2004. Pragma/FSI was asked to make a presentation to the Mazhilis on March 16,
2004 in order to better inform the members of Parliament about the functions and
objectives of a Credit Bureau.

Preparation for full debate of the Credit Bureau Law remained a key focus of efforts from
November 22, 2003 through February 21, 2004. The draft law touches on one of the most
sensitive issues surrounding the establishment and operation of a Credit Bureau: the
trade-off between the protection of personal privacy and the flow of information. In
February 2004, Pragma/FSI reviewed with the Unified Regulatory Authority the
importance and purpose of Credit Bureaus within the context of European and North
American legal environment.

During the quarter, Pragma/FSI was able to secure additional agreement with the major
stakeholders — the government agreed in principle to establish a “universal Credit
Bureau”, i.e., a Credit Bureau that would include both SME data and private consumer
data in a single Credit Bureau, thus avoiding data fragmentation, and secondly
USAID/FSI, Experian Ltd, and individual private banks agreed to sign a Memorandum of
Understanding outlining the roles and intentions of the various stakeholders.

Rating Agency

The rating agency part of this component is central to the development of financial
markets and for making effective financial intermediation possible in Kazakhstan.
Lenders and market participants need to be able to assess risk in order to engage in credit
relationships. Moreover, free economies require the open transfer of information among
market participants. An informed market also leads to improved prudential lending in
traditionally volatile markets, thus stimulating economic growth and development for a
larger segment of the population.

The objective of the rating component remains to develop the capabilities for providing
valuation services and credible financial information for judging risks inherent in
financial instruments in Kazakhstan over the medium term. Other medium term
objectives are to develop risk analysis capabilities, to build the confidence and serve the
needs of both domestic and international investors by providing them with analysis,
advice, and database resources, to enhance investment transparency, and also to prepare
the ground for delivery of financial and investment information by offering a range of
products and services that meet the credit risk management needs of financial institutions
and investors.
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II. SIGNIFICANT EVENTS

 USAID/FSI, EXPERIAN, AND INDIVIDUAL PRIVATE BANKS AGREE TO
SIGN MEMORANDUM OF UNDERSTANDING OUTLINING ROLES AND
INTENTIONS OF VARIOUS STAKEHOLDERS.

" MAZHILIS SETS DATE OF MARCH 16, 2004 FOR FSI TO MAKE A
PRESENTATION TO THE MEMBERS OF PARLIAMENT. EXPERIAN AGREES
TO MAKE A PRESENATION IN ASTANA

 FSI AND UNIFIED REGULATORY AGENCY AGREE TO SCHEDULE CREDIT
BUREAU SHAREHOLDERS’ MEETING, MARCH 5, 2004. EXPERIAN (UK)
AND IFC (WASHINGTON) AGREE TO MAKE PRESENTATIONS TO
POTENTIAL SHAREHOLDERS.

 NBK ISSUES OFFICIAL LETTER SUPPORTING FSI INITIATIVE TO HOLD
SHAREHOLDERS MEETING FOR PRIVATE CREDIT BUREAU INVESTORS.

1 PRAGMA/FSI MADE AN OFFICIAL MEMBER OF THE WORKING GROUP AT
THE MAZHILIS THAT REVIEWS CREDIT BUREAU LAW

T GOVERNMENT AGREES IN PRINCIPLE TO INCLUDE SME DATA IN
PRIVATE CONSUMER CREDIT BUREAU, AVOIDING DATA
FRAGMENTATION.

. CONSUMER CONSENT RECONFIRMED AS KEY PART OF CREDIT BUREAU
LEGISLATION

IV. EXECUTIVE SUMMARY

From November 22, 2003 through February 21, 2004, FSI continued to initiate actions to
create the framework for a credit reporting system that would meet the needs of
Kazakhstan and bring the project from the feasibility/development phase to the
implementation phase.

During the past quarter, Pragma/FSI focused on the passage of the Credit Bureau Law,
investor relations, and defining the Unified Regulatory Agency’s powers and
responsibilities with respect to credit bureaus. In addition, FSI continued to expand
public awareness by visiting individual banks and building on the messages conveyed in
published articles during the previous quarter regarding credit bureaus. Visits to banks,
and tangible support from the NBK, led to agreement on holding a shareholders meeting
and to signing a Memorandum of Understanding.
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The Memorandum of Understanding will indicate that the banks agree to provide either
foundational capital for the Credit Bureau in Kazakhstan or services, and agree to provide
their credit information in accordance with the requirements of the law and legislation
governing the activities of the Credit Bureau in the Republic of Kazakhstan. When
signed, this document will prove to be significant when discussing the specifics of the
business plan, shareholder structure and the role of a professional operator such as
Experian. Preliminary feedback indicates that all the major banks will sign the
Memorandum of Understanding. Non-banking organizations such as Kaztelecon and
Experian appeared ready to sign.

FSI, the NBK, the Unified Regulatory Authority and the Association of Financiers of
Kazakhstan agreed to schedule a Credit Bureau shareholders’ meeting on March 5, 2004.
Experian (UK) and IFC (Washington) further agreed to make presentations to potential
credit bureau shareholders. Given the importance of the meeting, the NBK signed an
official letter of endorsement supporting the shareholders meeting; this letter clearly
underscores the urgency of Pragma/FSI’s activities (See Attachment 1). To further
underscore FSI’s activities and the upcoming shareholder’s meeting, the Chairman of the
URA agreed to send out letters of invitation to the entire banking community wherein he
emphasized that attendees at the conference should only be the senior management of the
banks. Preliminary discussions with the Chairman of the NBK suggested that he would
chair the shareholders meeting.

During the quarter, the Mazhilis set a date of March 16, 2004 for Pragma/FSI to make a
presentation to the members of Parliament with respect to the Credit Bureau law.
Experian agreed to be present in Astana during “the Questions and Answers” period.
Experian’s visit to the Mazhiis would represent its 4t trip to Kazakhstan. Experian
continued to show real interest in helping to establish a Credit Bureau in Kazakhstan,
unlike other major private Credit Bureau operators throughout the world.

As was noted in earlier quarterly reports, certain provisions of the draft Credit Bureau
law contained a number of features with were not entirely consistent with international
best practice and with the 1998 European Union Data Processing laws. However,
between November 22, 2003 and February 21, 2004, all major outstanding issues
appeared to be brought into line with best practice. The government agreed in principle to
include SME data in the private consumer Credit Bureau, thus avoiding data
fragmentation and thus recognized the linkage between SME and consumer data for
processing purposes. In essence, the government agreed to amend its view in the draft
law which had established a split system - a “Consumer Credit Bureau” and a separate
“Small Business Bureau”. The government also agreed to limit the amount of regulatory
oversight which remains a contentious issue. Pragma/FSI continued to argue that while
regulation is necessary and the responsibility of the government, some limits must be
imposed to avoid “overreach”. One other key issue was that consumer consent was
reconfirmed as a key part of Credit Bureau legislation because of the need to protect
consumer privacy and confidential information. Moreover, the responsibility of
“checking” the validity of the consumer consent was shifted from the Credit Bureau to
the private banks.
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Discussions continued with banks on how to improve strategies for SME business and
consumer finance given the emergence of a Credit Bureau. FSI continued discussions
regarding the development of credit scoring products and other services, such as fraud
detection for the banking. Credit bureaus offer their clients expert services and products
to help detect potential fraud from new and existing clients.

As of February 21, 2004, the draft law does not yet allow insurance companies to
participate in the Credit Bureau system. While this is not optimal, the point is still under
review. The participation of insurance companies is not critical for Credit Bureau
operations at this time in Kazakhstan. Indications remained that the inclusion of
insurance data will be a “second step” after demographic and credit information is loaded
in the Credit Bureau database.

Discussions with potential international investors continued and revolved around the
status of the draft law, the business case, and related technical issues. Experian and the
IFC have again reconfirmed their willingness to provide technical assistance and/or
strategic investment at the right time and under the right conditions. Experian has been
considering a joint venture (direct foreign investment) with the local banks but needs
further clarity with respect to the law. Experian has been clear, on the other hand,
regarding technical assistance and with respect to hosting an “off shore” Credit Bureau as
it is currently developing for Bulgaria and in other markets. Kaztelecon has expressed
strong support for the Memorandum of Understanding and has indicated that it will
attend the shareholders meeting on March 2003. Pragma/FSI commenced discussions
with Kaztelecon during the period regarding their potential participation as a shareholder
in the Credit Bureau.

The debate over the role and powers of the Supervisory Body remained a critical issue
and is linked to the complex responsibilities of Unified Regulatory Authority” which
oversees “data processing”. It is clear, however, that the Government understands the link
between information flows, on the one hand, a pillar of free market economic systems,
and privacy, on the other. It is expected that the “privacy vs. data flows debate” will
figure prominently in the upcoming parliamentary debates at the Mazhilis. As such,
Pragma/FSI was named as an official member of the Mazhilis Working Group which will
review the Credit Bureau law

The Government upheld previous statements regarding privacy protections and consumer
consent. Because of the importance of privacy issues given the historical legacy of the
former Soviet Union, this reconfirmation must be considered a major policy shift from
earlier drafts of the law. FSI continued to reinforce the concept that any credit reporting
system must reflect basic principles which underpin a consumer’s right to privacy (i.e.,
the right to obtain a credit report within a reasonable time, at a reasonable cost, and in a
reasonable way; the right to dispute data and have it corrected in a timely fashion; the
right to know the purpose for data collection; the right to limit the type of data collected,
the right to limit its transferability; the right to demand that data be accurate; and the right
to know that there are remedies in the event of data misuse).

There have been no changes in the draft law regarding investment. International and local
private investors are welcome to found a Credit Bureau subject to licensing. The Credit
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Bureau will operate in a competitive free market environment (in other words, there will
be no monopoly by the largest banks). The idea of foreign investment, as well as the
possibility of establishing a “full file” database, has also been reconfirmed by the
Chairman of the Unified Regulatory Authority. In a number of East Asian countries,
some Credit Bureaus maintain “negative” databases only, which most experts believe has
contributed to over-indebtedness and to poor consumer bank portfolios in countries such
as Hong Kong, South Korea and Malaysia. Kazakhstan chose a “full file” system, based
on Pragma/FSI’s recommendations.

The Credit Bureau Working Group, which consisted of the major banks in Kazakhstan
and the Unified Regulatory Authority, continued to meet on a regular basis in connection
with commercial, technical, and legal issues, The Unified Regulatory Authority replaced
the NBK as the main participant in the Working Group.

There was no change to FSI’s report last quarter regarding the establishment of a rating
agency in Kazakhstan. As such, there was little progress in convincing one of the major
rating agencies to develop a long-term interest in Kazakhstan. To date, “brand name”
agencies to enter the Kazakhstani market although this situation could change suddenly
given current macro economic and banking conditions in Kazakhstan.

The objectives for the establishment of the framework for a credit rating agency, as
reflected in previous quarterly reports, continue to be to set the stage for industry ratings
and for differentiation among various financial instruments such as junk bonds, public
securities, and investment grade or high-yield securities. Other objectives are to develop
an effective and practical framework for improving the ability of investors to assess bank
and corporate risk, including long and medium term debt, commercial paper, bank loans,
preferred stock and common equity, and also to develop an effective and practical
mechanism for assessing corporate governance, public finance, markets and competition,
and sovereign and transfer risk.

V. ADMINISTRATIVE MATTERS
Javier Piedra, Senior Advisor, was absent December 27, 2003 through January 18, 2004.

FSI contracted Mr. Anvar Akmetov, a financial and credit specialist, on a short term
basis.
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III.

Task

DESCRIPTION AND STATUS OF TASKS

1 — Credit Bureau

Defined Activity

Progress Made During Quarter/Proposed Future Actions

1

PHASE I

Complete a feasibility

study on the possibility
of establishing a Credit
Bureau in Kazakhstan

Analyse the legal
environment for the
creation of a Credit
Bureau

COMPLETED - FOR DETAILS SEE 6™ QUARTERLY REPORT

l
l

PHASE 11

Develop a Credit
Bureau in Kazakhstan
Develop and Distribute
a business plan and a
detailed
operations/technical
implementation plan
Design a marketing and
PR campaign

Develop the legislative
package and actively
resolve any legal issues
Work toward drafting a
Credit Bureau law.

COMPLETED OR INITIATED AS OF FEBRUARY 21, 2004:

USAID/FSI, EXPERIAN, AND INDIVIDUAL PRIVATE BANKS
AGREE TO SIGN A MEMORANDUM OF UNDERSTANDING
OUTLINING THE ROLES AND INTENTIONS OF THE VARIOUS
STAKEHOLDERS.

MAZHILIS SETS DATE OF MARCH 16, 2004 FOR PRAGMA/FSI TO
MAKE A PRESENTATION TO THE MEMBERS OF PARLIAMENT.
EXPERIAN AGREES TO MAKE A PRESENATION IN ASTANA
ALSO.

NBK SUPPORTS IN OFFICIAL LETTER PRAGMA/FSI INITIATIVE
TO HOLD A SHAREHOLDERS MEETING FOR PRIVATE CREDIT
BUREAU INVESTORS. .

FSI CONTINUED TO HONE DRAFT CREDIT BUREAU LAW FOR
THE GOVERNMENT THROUGH REGULAR MEETINGS WITH THE
BANKERS ASSOCIATION AND WITH THE UNIFIED REGULATORY
AGENCY

PRAGMA/FSI MADE AN OFFICIAL MEMBER OF THE WORKING
GROUP AT THE MAJALIS WHICH WILL REVIEW THE CREDIT
BUREAU LAW

GOVERNMENT AGREES IN PRINCIPLE TO INCLUDE SME DATA
IN PRIVATE CONSUMER CREDIT BUREAU, THUS AVOIDING
DATA FRAGMENTATION.

CONSUMER CONSENT RECONFIRMED AS KEY PART OF CREDIT
BUREAU LEGISLATION BECAUSE OF THE NEED TO PROTECT
CONSUMER PRIVACY BEFORE TRANSFER OF PRIVATE
INFORMATION TO THIRD PARTIES

PRAGMA/FSI CONTINUED TO HONE DRAFT CREDIT BUREAU
LAW FOR THE GOVERNMENT THROUGH THE REGULAR
MEETINGS OF THE BANKERS ASSOCIATION/NBK WORKING
GROUP

SIGNIFICANT GAINS IN MARKETING CREDIT BUREAU TO NON-
FINANCIAL SECTOR

36



USAID FSI Project: Fourteenth Quarterly Report

1

1

1

PHASE III

Establish a Credit
Bureau in Kazakhstan

Create a credit
reporting system

Construct a data base

FSI AND UNIFIED REGULATORY AGENCY AGREE TO SCHEDULE
CREDIT BUREAU SHAREHOLDERS’ MEETING ON MARCH 5, 2004.

EXPERIAN (UK) AND IFC (WASHINGTON) AGREE TO MAKE
PRESENTATIONS TO POTENTIAL CREDIT BUREAU
SHAREHOLDERS.

Task 2 — Credit Rating Agency

Defined Activity

Progress Made During Quarter/Proposed Future Actions

Create conditions and
interest favorable to
establishing a credit
rating agency in
Kazakhstan by holding
second credit ratings
training.

NO SIGNIFICANT CHANGE SINCE THE 11™ QUARTERLY REPORT.
NO MAJOR RATING AGENCY SUCH AS MOODY’S OR S&P HAS
SHOWN INTEREST IN THE KAZAKHSTANI MARKET DURING THE
LAST QUARTER. IT IS EXPECTED THAT INTEREST WILL GROW
AS THE ECONOMY CONTINUES TO CONSOLIDATE AND BANK
CREDIT EXPANDS.

1  Identify credit agency
willing to establish
office in Kazakhstan
LIST OF ATTACHMENTS
1. Letter of Endorsement from National Bank of Kazakhstan
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Description of Activity

Draft mobilization plan — Coordinated with USAID/CAR

Mobilization

1. Transition to new Project

Time Period (in Months)

48149

50|51

52|53

54 |55

56|57

58159

60

2. Establish Reporting Relationships

DL

3. Field team of resident advisors

Insurance

1. Supervision / DIS Efficiency

A. Conduct an Assessment of Department of Insurance
Supervision

i) Procedures and practices

ST

ii) Organizational structure

ST

iii) Supervisory framework

ST

iv) Use of information technology

ST

v) Staff capabilities and training needs

ST

vi) Identification of other areas requiring improvement

ST

B. Develop framework for upgrading supervisory
procedures

RW/ST

C. Implement framework

i) Develop manuals and written procedures

RW/ST

ii) Develop risk-based supervisory framework

RW/ST

iii) Assist Unified Financial Superviser in implementing risk-
based supervisory framework, if and as requested, in
accordance with EU standards

RWISM

D. Training

i) Develop training program, based on TNA

RW/ST

ii) Deliver training, based on TNA

ST

2. Legal

A. Develop and draft voluntary insurance law

RW

B. Assess existing insurance rules and regulations

RW

C. Develop and implement other insurance regulatory
documents, as required

RW/SM

D. Assist in amending voluntary insurance laws and
regulations, as required

RW/SM

E. Assist in identifying, drafting and amending mandatory
insurance laws and regulations, as required, using
intenrational standards of practice

RW/SM

F. Assist in drafting and amending insurance-related laws
and regulations, as required

RW/SM

G. Assist in development of insurance indemnity fund law;
rules and regulations in accordance with international
standards of practice

SM

I. Assess feasibility of consolidation and review of
insurance-related Court decisions

RW/SM

E. Assess barriers to foreign participation

RW

MF = Mohammad Fatoorechie DL=David Lucterhand, SM=Steve Moody PP=Paul Pieper, RW=Richard Webb, PB=Paul Backer, JP=Javier Piedra, SMI=Sally Merryl, DW=Douglas Whitley, RR=Rebecca Richards, CB=Chris Barltrop,ST=Short Term

Advisor
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Staff 112|3|4)5|6|7|8|9|10[11(12|13]|14]|15]|16[17[18[19(20(21]|22|23|24|25(26(27|28|29|30|31|32|33|34(35(36|37|38| 39 |40(41 |42 44 47|48|49|50|51|52| 53 | 54 | 55|56 |57 |58 |59 |60

3. Actuarial Matters

A. Assist in establishing Society of Actuaries RWISM
B. Assist in developing Society of Actuaries (e.g.

standards, continuing education, disciplinary procedures| Rwism
international contacts, memberships and affiliations, etc.

C) Assist DIS in establishing and maintaining the

Actuarial Center

i) Arrange administrative matters (workplan, budget, .
resources,  equipment,location, etc.)

ii) Establish and maintain actuarial database (including
development of scope and format of various types of SM
data)

iii) Develop actuarial library sM

iv) Develop actuarial tables sM

a) Analysis sM

b) Research sM

c) Modeling sM

d) Information and consulting services sM

e) Training to system users sM
E Develop and deliver actuarial training

i) Basic (2 courses per year) ST

i) Advanced (3 courses per year) ST

ii) Curriculum development and examination setting sT

iv) Continuing education, as required ST
F. Transfer training responsibilities to local universities .

over time
4. Insurance Industry Development
A. Conduct assessment of Kazakhstani insurance
industry and market, including
i) Current state of industry development ST
i) Current capacity of industry ST
iii) Current state of regulation sT
iv) Current impediments to growth of industry sT
v) Areas for industry growth ST
vi) Current opportunities for foreign insurance o
companies
vii) Industry training needs sT
B. Prepare report based on assessment, including o
recommendations on
i) Potential growth areas within the insurance market ST
ii) Steps to be taken to encourage growth in these o
areas
iii) Steps to be taken to improve the regulatory o
environment
iv) Steps to be taken to remove impediments to growth o
of industry
v) Steps to be taken to encourage participation by o
foreign insurers
vi) Identification of international sources of assistance ST

MF = Mohammad Fatoorechie DL=David Lucterhand, SM=Steve Moody PP=Paul Pieper, RW=Richard Webb, PB=Paul Backer, JP=Javier Piedra, SMI=Sally Merryl, DW=Douglas Whitley, RR=Rebecca Richards, CB=Chris Barltrop,ST=Short Term
Advisor



Description of Activity

C. Commercial Use of Annuities Seminar

Time Period (in Months)

ST

48149

50|51

52|53

54 |55

56|57

58159

60

i) Assist in development and use of annuities

ST

D. Assist EBRD in conducting diligence activities for
investment in Kazakhstani insurance companies

DL/SM

5. Other

A. Establish insurance guarantee fund

i) Seek UFS approval

RW

i) Assist UFS to develop and implement methodology

and as requested

for risk assessment and pricing according to international RW/SM
standards of practice

B. Assist National Bank of Kazakhstan in connection with
development of consolidated financial sector supervision, if RW/SM

C. Assist industry in establishing Association of Insurors.

1. Establish unified independent regulatory agency

A. Facilitate a political decision on unification

RW

B. Assist in the final design of the unified regulatory body,
if and as requested by NBK

RW/ST

C. Provide assistance and support for the staff of the
regulatory body, if and as requested

RW/ST/SM

2. Privatize or liquidate SAPF

A. Support preparation of the SAPF for privatization
(cleaning accounts, etc.)

RWST

B. Develop a privatization strategy, if and as requested

RW/ST/SM

C. Provide technical support for privatization, if and as
requested

RW/ST/SM

i) Complete valuaion of SAPF

DL/SM/ST

3. Improve systems supporting the accumulation pension
system

A. Design a comprehensive data reporting system for
pension regulators

RWST

B. Implement a comprehensive data reporting system for
pension regulators, if and as requested

RW/ST

C. Establish a plan for improved recordkeeping for the
accumulation pension system

RWST

D. Support implementation of improved recordkeeping, if
and as requested

RW/SM

4. Research and methodolgy

A. Develop valuation methodology for pension assets

RWST

B. Participate in valuation activities

RW/SM

C. Promote acceptance by government of uniform
accounting standards

RW/ST

D. Develop uniform methodologies for calculating
investment returns

RWST

E. Amend uniform methodologies for calculating
investment returns, as required

RW/ST

F. Analyze changes to commission structures

RWST

G. Perform monthly pension system liquidity analyses

SMITA

H. Assist The World Bank in pension study

SM

5. Legal

MF = Mohammad Fatoorechie DL=David Lucterhand, SM=Steve Moody PP=Paul Pieper, RW=Richard Webb, PB=Paul Backer, JP=Javier Piedra, SMI=Sally Merryl, DW=Douglas Whitley, RR=Rebecca Richards, CB=Chris Barltrop,ST=Short Term
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Time Period (in Months)
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Description of Activity

A. Assist in amending pension law and regulations, as
required

B. Develop and implement other pension regulatory
documents, as required

RWISM

RW/SM

C. Assist in drafting and amending pension-related laws
and regulations, as required

RW/SM

D. Assess feasibility of consolidation and review of
pension-related Court decisions

6. Other

A. Assess feasibility of establishing association of pension|
contributors

RW/SM

RW

1. Legal and Regulatory

A. Review, develop revise and/or amend legislation re:
foreclosure and mortgage lending

swm/sT

B. Review real estate registration system and recommend|
changes to accommodate mortgage bond issuance

PB/SM

2. Develop mortgage origination

A. Promote the use of mortgage insurance (KMC and
banks)
B. Provide on-site technical assistance to design “FHA
like” facility

1) Complete fesability study DL/SM/SMIDW

DL/SMIST

DL/SM

2) Complete business plan DL/SMISM/DW|

3) Assisting operational set-up of KMGF DL/SM/SMIDW|

a) Complete Insurance policy DL/SM/SM/DW

b) Complete operational forms DL/SM/SMIDW|

c) Complete organizational planning DL/SM/SM/DW

d) Develop marketing plan DL/SM/SMIDW

. SM/DW/AM/G
e) Commence marketing s

C. Training Bank Personnel/Potential Investors

1) Review IUE training materials and methodology for
applicability to Kazakhstan

DLST

2) Develop and administer formal training program to
financial institutions interested in mortgage lending

DLST

3) Provide on-site technical assistance DL/ST

4) Develop rules and procedures for retail mortgage
lending

3. Activity Plans

SM/DL/ST

A. Develop society of appraisers DLISM
B. Develop Mortgage Term Life Insurance DLRW
C. Assess viability of reverse mortgages DL/RR/CB
D. Develop Kazakhstan Association of Realtors DUST
E. Develop title insurance PB/SM/ST
1) Complete assessment DUST
2) Conduct industry seminar DLST
3) Provide industry technical assistance DL/ST

Financial Instruments

MF = Mohammad Fatoorechie DL=David Lucterhand, SM=Steve Moody PP=Paul Pieper, RW=Richard Webb, PB=Paul Backer, JP=Javier Piedra, SMI=Sally Merryl, DW=Douglas Whitley, RR=Rebecca Richards, CB=Chris Barltrop,ST=Short Term
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Description of Activity

1. Regulatory reform

Staff

2(3|4|5(6|7]|8]9(10[11]12]13[14|15]|16[17[18]|19]20(21|22]|23|24(25|26|27(28|29]|30|31[32]|33|34|35(36|37|38( 39 |40(41 |42 44

A. Develop bond regulation to include the promotion of
default remedies and disclosure.

STISM

47148149|50(51|52) 53 | 54 | 5556 | 57 [ 58 | 59 | 60

B. Participate in NBK legal reform working groups

PB/SM

1) Remedy pledge law deficiencies

STISM

2) Remedy deficiencies in bankruptcy law to
accommodate MBS's

PB/SM

3) Install institution of bondholder representative

PB/SM

C. Develop KASE requirements for risk disclosure

PB/SM

D. Assist NBK in developing rating regulations for pension
fund investment

DL/SMIST

E. Institutionalise use of SPVs

SMITJ

2. Corporate Finance and Investment Banking

A. Assist SMEs in raising capital

DL/SM

B. Assist financial institutions in issuing mortgage-backed
bonds

DL/SM

1) Identify potential issuers

DL/SM

2) Train and assist banks in preparing for bond issuance

DL/SMIST

3) Structure issues with necessary credit enhancements

DL/SM/ST

4) Promote mortgage-backed securities to investors

DL/SM

C. Design and develop other new financial instruments

1) Asset-Backed Securities

DL/SM

2) Development of warehouse receipts

DL/SM/ST

a) Regulations

DL/SM/ST

b) Indemnity Fund

DL/SM/ST

c) Bank Lending

DL/SMIST

2) Social obligation bond (SOB)

DL/SM

3) Principal Protected Notes

DL

4) Promote Equity Issuance and Trade

DL/SMIST

J——
=
S

3. Assist Kazakhstan Mortgage Company

A. Assist Kazakhstan Mortgage Company to become
liquidity facility

DL/SM/ST

B. Provide on-site technical design assistance

DL/SM/ST

1) Complete risk and duration analysis

C. Assist in designing mortgage-backed security

D. Standardize mortgage loan documentation

Credit Bureau/Rating Agency

Phase | - Feasibility Study - Determine whether or not to
estabish CB

DL/SMIST

1) Analyze the legal and regulatory environment

JP

2) Review methods of extending credit
(Banks/Merchants/Other)

JP

3) Determine feasibility and best method for bank
participation

JP

4) Government's view and NBK participation

JP

5) Analyse best approach for structuring, establishing
and operating

JP

a) Produce cost benefit and breakeven analysis

JP

Phase Il - Development Stages

MF = Mohammad Fatoorechie DL=David Lucterhand, SM=Steve Moody PP=Paul Pieper, RW=Richard Webb, PB=Paul Backer, JP=Javier Piedra, SMI=Sally Merryl, DW=Douglas Whitley, RR=Rebecca Richards, CB=Chris Barltrop,ST=Short Term
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Description of Activity

1) Define business plan and operations plan for Credit
Bureau

JP

2) Design marketing and PR campaign

JP

3) Develop Package describing financial needs

JP

4) Develop legislative package and actively resolve legal
issues

5) Contact Investor "Groups"

JP

Time Period (in Months)

[ 6] 17] 18] 13 ] 21 22] 23] ¢ 25 25

Phase lIl - Marketing & Implementation Plan

1) Legal

JP

a) Draft, Negotiate & Monitor Legislation

JP

i) Review of Civil and Banking Law

JP

ii) Detailed Discussions with Government Ministries
and Informatization Agency

JP

iii) Technical Legal Issues

JP

iv) Monitor Data Disclosure Laws, Privacy and
Confidentiality of Information

JP

b)  Draft and Monitor Regulations related to various
ministries

JP

2) Consolidate Interests of Strategic Investors and
interested parties (Secure buy-in)

JP

a) Refine Business Plan

JP

i) Review with domestic banks and other local
investors

JP

i) Review with Credit Bureau operators and
specialists

JP

iii) Review with IFC and other strategic international
investors

JP

iv)  Review with Bankers’ Association and Central
Bank

JP

3) Targeted Marketing Activities and Material

JP

a) Regional Credit Bureau Conference

JP

b)  Formalize Financial Sector Participation

JPIA

c) Formalize Participation of Public Record Holders

JP

d) Validate CB Product Offerings & Services

JPIA

i) Convince potential subscribers to become
participants

JP

ii) Launch seminars on CB Product Offerings and
Services

JPIA

iii) Develop participation of Insurance Industry

JP

e) Develop Non-financial Sector Participation

JP

i) Educate retailers, SMEs and utilities (providers)

JP

if) Educate public to benefits

JP

f) Develop Company Charter

JP

i) Develop data sharing agreements

JP

ii) Develop government data agreements

JP

4) Source Technical Assistance JPITA
a) Develop and Implement Plan JP
b) Network Infrastructure Design JPITA

MF = Mohammad Fatoorechie DL=David Lucterhand, SM=Steve Moody PP=Paul Pieper, RW=Richard Webb, PB=Paul Backer, JP=Javier Piedra, SMI=Sally Merryl, DW=Douglas Whitley, RR=Rebecca Richards, CB=Chris Barltrop,ST=Short Term

Advisor




Time Period (in Months)

Description of Activity

47|48(49|50(51]52( 53 | 54 55|56 |57 (58|59 60
c) Software Design, System Components, Database JPITA
d) System Development JPITA
e) Develop and Refine Operating Manuals JPITA
f) Technical Implementation JPITA
g) Launch Pilot Project and refine JPITA
h) Provide Tech. Assistance & Training JPITA
E. Develop domestic ratings capabilities DL/JP
Social Policy Initiative
A. Develop social protection system analytical papers PRISTRW ..
B. Develop concept paper for Kazakhstan's social PRIST
protection polic

Reporting, Monitoring and Evaluation/Team Building

A. Weekly meetings Al

B. Team Building Al . .
C. Quarterly review MF/DL

D. Plan revision MF/DL

MF = Mohammad Fatoorechie DL=David Lucterhand, SM=Steve Moody PP=Paul Pieper, RW=Richard Webb, PB=Paul Backer, JP=Javier Piedra, SMI=Sally Merryl, DW=Douglas Whitley, RR=Rebecca Richards, CB=Chris Barltrop,ST=Short Term
Advisor
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Establishing the leading edge
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Today’s Presentation includes:

. Progress review (through month 39)
June through November 2003

Il. The project’s financials

lll. FSI financial instruments (explanation)




The Leading Edge in Financial Sector
Development...

« Creating opportunities for creation of a Middle Class
though increased access to credit;

* Interventions that are timed to political and economic
opportunities as they arise;

* Developing financial market infrastructure and
economic growth in Kazakhstan.



|Id Investment Capacity and Wealth,
I Is developing :

* Financial instruments for domestic investment

» The mortgage industry including the
primary and secondary Mortgage market

* The insurance industry and consolidation
of pension funds

* A Credit Bureau for Kazakhstan



1. Corporate bonds (1)
2. Warehouse receipts (1)

Structured instruments (5)

1. Mortgage Backed Securities (2)
(1 completed)

2. Asset-backed security (1)
3. Principal protected note (1)

4. Kazakhstan Mortgage Company bond (1)

(2 completed)
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E=-§he 100t Anniversary of Flight (Kitty Hawk-NC)

THE ANALOGY A
( Taxi to take-off, climb, cruise, descend, land, and taxi to destination )

Y 4
&
r 4

1. Taxi/takeoff — Research and assessment, identify and
design intervention, time and lau

2. Climb/cruise — a) Developing support infr cture
b) Developing products and markets
c) Issuance and investment (trade) in
the market place

3. Descent/landing — a) Developing liquidity
b) Eliminating impediments

4, TaX|/dest|nat|on — a) Progressive removal of TA
- alnablllt



T g

|
H"J

Establlshlng the leading edge

~ Financial Instrument
- The Example of Mortgage Backed Securities (MBS)
From $500,000 to $65 M to $200 M to $700 M est.)

fl
m’"mﬂhv

I1q']

—

1- Lariba MBS (starting in Feb. 2000)
(Jan. 2003 - Jan 2006) $500,000/3yr. bond
2- Kaz. Mortgage Company Bond (starting Jan. 2001)
(Oct. 2002, Oct. 2005) $4 M/3yr. bond
3- Kaz. Mortgage Co. Agency Bond
(Oct. 2003, Oct. 2013) $60 M/10yr. bond

]

* Increased issuance of mortgage and asset backed securities
* Enhanced trade of mortgage and asset backed securities
landing. ( Feb. 00 - Aug. 2005)

« THE NEW FRONTIER - Ensuring sufficient volume through
Securltlzatlon the use of special purpose vehicles
| to issue bonds colla terallze b credlt card receivables,

auc t-l::_- A

Liquidity

.
004

b | 'n"--.' a2
A T
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1. Completed assessment of real estate registration centers
2. Created the KMGF
3. Provided TA to management of newly
created KMGF
4. Organized round table discussions between
KMC and the banking community
5. Provided TA to banks throughout Kazakhstan

. Through April 2004

1. Introduce title insurance
2. Assist KMGF to become operational
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During the past six months:

1. Formed and directed insurance legal working group
2. Developed the Insurance Industry Association

!
\

. Through April 2004

| 1. Development of Annuities

2. Provide TA to the Unified Financial Services Agency

3. Continue assistance to the Insurance Industry Association



1. Signed Protocol with NBK — confirms establishment of
private credit bureau for 15t time
2. Drafted and completed the credit bureau law
* Privacy protection secured
» Government agrees to single regulator
3. Moscow (Visa Int. financed) and Kiev CB Conferences
4. De-linked establishment of CB from passage of law

Through April 2004

1. Revise investor business plan (secure buy-in)
2. Public Education
ducation of the Majilis



$242,071

-
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Total Expenditure: $9,198,712

Average Monthly Expenditure:

Cumulative Project Expenditure By
Month through October 31, 2003
(USD 1000)

Financial Sector Initiative
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Financial Sector Initiative

FSI Budget
through October 31, 2003
(USD 1000)

Obilgated
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Establishing the leading edge
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Financial Sector Initiative

Cumulative Project Expenditure By
Component through October 31,2003

(USD 1000)
3,000
o 2,381 2,369
1,691
I 277
—
Financial ension& | | Mortgage | Credit Bureau Social

5 Protection

JC 1 LUVUVUJ
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A financial instrument is an IOU using assets to secure an issue.
Example: warehouse receipts; corporate bonds (2)

- A structured financial instrument is a bond using specific assets not before used
\ to secure an issue. Each instrument represents a new class of security.

Example: mortgage — backed securities; lease-backed securities; securities
collateralized by credit card receivables, car loans or future income streams, and
principal protected notes. (1)

Individual classes of securities structured with features never before used in
- previous structures are also new financial instruments.
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_~ The Leading Edge
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Examples of discrete features include: floating rate coupons with imbedded
options; coupons indexed to inflation; Dollar indexed and Tenge
denominated issues. These are applicable to any class of security.

Mortgage — backed securities (MBS) are bonds collateralized by
mortgages. They are also a class of security. Further refinement into
categories such as corporate or agency; covered or pass — thru, within that
class of security, constitutes a new financial instrument.

Note - NBK capital reserve requirements vary according to the structure of
the security I.e., risk.

THE NEXT FRONTIER - securitization

Securitization refers to when a pool of specific collateral is isolated from
general corporate assets and transferred from one corporate balance sheet
to another (buy/sell agreement) via the use of legal entities (SPVs) and trust
administration.

Securitization represents the next level of financial evolution and risk
reduction in Kazakhstan. It will be coincident with specific legislation drafted




FINANCIAL INSTRUMENTS ATTACHMENTS



Ka3zakcran Pecy6anxachiibin
KAPAbl PhIHOIbIH XKoHe KdPKbLIBIK
yibIMAapab] peTTey MeH Kagarajay

koninxeri arenTTiri

AreHTcrBo Pecny6nuxn Kazaxcran
MO PErYIHPOBAHKIO K HAN30PY
GUHAHCOBOr0 PLIHKA H
(pHHAHCOBKIX Oprann3aunii

BYMPHIK | [IPHKA3

1000 0% N I

18 3Vvd

AamaTthl K. I. AJIMATHI

O cosnanuu paGogeil rpynnst no pajpaGorke npoexra 3akona Pecirybnmkn
Kazaxcran «O ceKbIOpHTH3IANEHY

B nmemax paspaGotk mpoekta 3axoHa Pecwybmmkum Kasaxcran «O
cexniopurmamu» IPHKA3BIBAIO: . -

1. Coanars Pabouyo rpymry B CleQyIOMEM COCTaBe:

PyxosogaTeas Pabogqeit rpymarn:

Baxmyrosa E.JI. — 3amectrrens [Ipencegarens ArCHTCTBa PecmryGmuxu Kaszaxcray no
PEryIHPOBAHUIO H Ha30py $HHAHCOBOrO PHIHKA H (HHAHCOBBIX OPraHN3aUKH (fanee
~ ATEHTCTBO); -

3amecTnTeAb pyKoBoaaTens Pabovel rpymme:
Enen6aes E.C. — Jupektop JlenapraMenTa CTPaTerdy 4 aHanu3a ATeHTCTBa; .

Ynernl Pabouelt rpynobl:

Tammeror MK, — HavyalbHHK YIpaBICHHL NPYACHOHAIBPHOIO peryIHpOBaHKA
JlenapramenTa Haf30pa 3a CyObeKTaMH phIFKa LCHHEIX fyMar ¥ HaKONHTEILHRMH
[ICHCHOHHEIMH QOHNAMH ATEHTCTBa, : .

Vcenbexosa JILE, — 3aMeCTHTENH HAYATHHAKA YIPAB/ICHHA CTpaTerHH H METOROJIOrHH
Haxsopa JlenapTaMenTa CTPaTerni M aHaTHIa ATEHTCTBA;

Hypramsesa JLK. — rIasHsil CHENHaIHCT YUPABICHHA BBUTYCK2 H obpamenus
dbuHaHCOBRIX MHCTpYyMeHTOB enapraMenTa Haa3opa 3a cyObeKTaMy PEINKA OCHHEIX
Hymar i HAKOMHTENLHEMH IEHCHORHEIMH GOHIAMH AresTcTBa;

TypcysoB A. C. — rIapHEIA CHCHHATHCT — IOPHCKOHCYJIBT yNPaBIEHHL IpaBoBOro
obecnedeHAs peryNTHpoBaus QuHaHCOBOro puHKa FOpHIIMECKOro ACMapTaMerta
ATeHTCTBY;

% 0000048

r. Anw, 6O, Jug, N 70543,
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Xycannora 3.B. — rnasmsoi CUCUATHCT yNpPaBNEHAR CTPATerHy yu METOJONOIHY
Hansopa JlenapraMenta cTpaterny n aHaTM3a ATeHTCTBa;

Beticem6unos A . H. - 3aMEeCTHTENs HavannHAKa YOPABNCHUA OPaBOBOro oecredenusy
BAMOTHOrO  perymipobamms g KORTpO®  IOpummveckoro AenapraMenTa
Hannonamnoro Banxa Pecrry6muxn Kasaxcran;

Woxsi6acopa A.A. ~ 3aMECTUTEND HaYaTbHEKA YNP2BJIEHHS IPaBOBOro 06echeveryy
PACYETHBIX OTHOMEHHY M yyera ¥Opummyeckoro Aenapramenta Hauworansmoro
Basxa Pecrry6imixn Kasaxcran;

AxmamGer MK, - samecurer Hpencenatens Copera Accolmanuy ¢ruanchcTop
Kasaxcrana;

Ba6enor B.B. - BHLe-IIpesunent 3A0 «Kazaxcranexag dounosan OHpxcar;

Hxankobaes T. - Hupexrop, KOPNIOpaTWBHEIE  ¢HHAHCLY Kopmopanuu
PRAGMA/USAID;

HBnes B, -Ixopncr Kopropanux PRAGMA/USAID;

Myar C. - crapmuit koncymbranT Kopnopamn PRAGMA/U SAID;
ITuposxaosa H. - roprcr Kopniopanuy PRAGMA/USAID;
Meenpa X. - crapumiy Kkoncynstant Kopnopanuu PRAGMA/USAID;
CatuGanames A Y. — toprct 3A0 «Kasaxcranckag $ornoBad Gupxar;
Tamvosa M. - crapmm topuct Kopropamuy PRAGMA/USAID;
Sxyn6aepa I0.K, - 3KCIEPT ACCoLHaumy GUHANCHCTOR Kasaxcrana;
Cexperaps padowei TPYyNImLI:
PricsnvGeron B.X. - BERYIUH CHELHATHCT yNpaBienHs CTPATEerHH H METOHNONOTHH

Hamsopa [lenapramenta CTpaTeru ¥ aHanu3a AreHTCTBa;

2. Henapramenty CTPaTeruy X aHAIH3a JOBECTH Hacrosmmit [Tpukas no ceemenug
Beex wienos PaGouet rpynny,

3. PaGoueit rpynme B cpox go 01 Max 2004 roxa moaroroBuTL IpoexT 3axona
Pecny6maxu Kasaxcran «O CEKBIOPHTH3AIMHY) .

4. KouTpoms 3a wcmommenuen HaCTOAWEro NpHKa3a BO3MONHTEL Ha 3aMecTHTens
Ipencenarens Baxmyrory E.JI.

Hbat py
255 A,
v;;ﬁanay g

>
>4

8pb:8T v882/28/11

SOH3IRhALroOU

8LLpBL-CLCE-8

AdN N4d

28 Jovd fes:0L bO/2 /1L

€ "dlD ‘coS# {VYADVHd<-




Ikt jt SEEHsEOY 2 6060 s 6P jhdts alssises LONjHOGGY T0BBYJ2 chztfy™ t tOLE0BESS

LOCBESHES S0 « L MiS StedlsdLoyddy tied pedshisej TintkatdSd SOLORNSO s s jcztdeso0ts o GOHLEEE
WlkOGseBes 6T GBSO  WokodhseT R SecdbdLoyd? 10 00 2004 ¢BHO d e jHis0atids 25 OIS0 2004 ¢5HO

5 Sl 1030 « [N iS4 =tedlsdil Ouddy»”

WOhsswh 2 0SB0 Shdso0d &0 cteOMHOGNCEd LOSEEREHOL e+ iso tihtzBkdCd

SOLORMISOG f) dLazddzjdkdvdsd o Histsdd jddvdd o howed f) teddwisd jd &omisswh jets
10SEE%0.

L pi2hisodi d stftejH idz iddw

WO 105t adds sy € fikjeCod S stedlsdLoydd [11°, eSttyo=rdds
LhszySl fzP jilso=Pdn did szHEPdR 4ido e jstedtd” [2], Jhkd s tis0e0
steBSOOhGAW dsselzls BYils4 sBI jHAGJEY Ut YedLuoSlz sHESEsHESHsd [3] did
B> dhiso jhdshisd o tOLbssBEOLdd Mokdn tfiede IstsjBsa0hkdw, d jhdd tsdd
isisse jisisalzsls iz jHizesPdds Ehisadnds:

1) sS4l jiz* e Ists jBso0kd™ skishdshv § Isdiz s jHtfedsd™ [4], ZSOLOGHGSHE
o 1. 1 1ls0ls1d 4 GONsEWA jots 10CsH0;

2) fejHiise0, ovtzOyde0jds¥d HJBdlBEsE dizd HiBdlEEORd Ut tie0o0d
stejBso0GdW, GOticOadwesshv YsClztOlsjzjfs tieOo stejBso0kdw dnSesydlsjzidgs &0
ov stz jidj sBWLOLjEAMise 5 HESEEBOY g yJhir g BzBOcOR, or tfzhiCojvds du
HEW WAROdGhdtesa0hkdw iedseisjisjidy 50Sd= tfic0s, &dBts ®%O SHEOSE tonAEHSs,
MewLOGd: Y - s HJeCs2 )i+ =tdisdLoydd.

I1. [Mdsodk™ | tfiskwisdw, diftfisz-Liz iz ™ i o GOnistwh jd3 10CEd
i Y jizj2 doRss"h jos 105560 qiseLEkhw it jHzsPdj st jH it jdgdw:

1) & jS*stedlsdLoydv — sy dGow hHjiSo Hiskesoses Wddkowhdesa0dkd™, fied
Clststes? stedediz0bsts (StojHdlsts), edtaie S0P d2 ic000 st jBSO0GAY & AtsH
o2 BV Ybis2 ~iLW2Mso jdbs2 HJWs je2dgshisd, YiesHOjls dn &0 shdkise0ddd
HiSGBoBE0 ZiszgSd N Jydod- &S NiSLHOGESHE HisjHtftedwisdEs, Colstiss ] S5Yz0ydo0 s
Asd fte090 Iste jBso0GRAW LO fjyls fits jHlse, tstzy jks - ted oL jedd
sBldcOyd?, sBINYJuied ' = BEZHEZ AR Hidi>t " Bd Yishisztjddvdd s sdd
tftc00003 Ists jBSOOGW.

2) Jiededuoktsts (StejHdstte) — nsLw2hselzEshd2 hized jCIs dizd ctshizHOENses o &dyJ
Jots Ztfshkshsyjhtrn stecohse, tedsatsjsotsd2 Hie0a0 bt jBsoddkdy o Hjdkj>bkis2
wistedzj %0 shkse0kdd sCOL0Rdw Ehblze, ddes tfishis0atd kisalkd o ntHj fotsj2
5BV YBE2 ~BLW2MNse JRdis? H WS joAwshisd.

U ) misnj MOt 20 jots S jad e jSk0 40 TOBBY 2 CLlttj SsHjt v j gt jhdw fedt0s0jdra «{iSshidHOydR
1fts t jebzirdieso0hd sy Bt Brls? ot jfijhr o e jSls 105540 « L NS+ EtedsdLoyddy.
? ud. sl jisfisolz=sFdj 6OLH jiz ™ Stdid jdisOtdjo § LOSHHsiss jClkz.



Ikt jt SEEHsEOY 2 6060 s 6P jhdts alssises LONjHOGGY T0BBYJ2 chztfy™ t tOLE0BESS

LOCBESHES S0 « L MiS StedlsdLoyddy tied pedshisej TintkatdSd SOLORNSO s s jcztdeso0ts o GOHLEEE
WlkOGseBes 6T GBSO  WokodhseT R SecdbdLoyd? 10 00 2004 ¢BHO d e jHis0atids 25 OIS0 2004 ¢5HO

3) rBdlsst — HEDEAS SEdedEossEd ft §k0a0d kst jBso0ndw, osLEdSo=Pdd o
newLd f) 5SOLOG,jds Ehittze, tdBs fuhs0ass? sa0is0,

4) I jsoduhr 2 Hiseosts — Hiseosts GjMHE Sedeotoisstsd (CtejHdes®) d jots
HEE GBSl (HjBdlttesd), &0  thbkse0hdd Ctbteses — osLiadtosk 00
lste jBSOOGRJW.

5) 000 IstejBso0hdy — MGG Mzgdr, edudsoshdjiy sededboststsl
(Ste jHdlststelz) Bls HEEMEASO (HjBdisEE0) His SBWLOL jd-fjso0d Yt jHijes o fowd f
otz jidids Hittoqudises HiCEattEO.

6) wlzhjhselze=hdj ti0e0 bieiBsaOhdy — Hi0e0 It jsse0kdw (0Skder),
hizb Jhiselzesd j G0 BisBidis LOSEE=Y iddw HiseBets0 szt fis0s Ist jBso0dkdwW.

7) aznzPdj tfe000 tejBto0hdw — Hie0o0 kst jsa0hkdwy (0Ckder), esLkdtoshd)
iz LOCE =y kg™ HEeBaBsE0 ZisztCd i st jBso0ddw.

8) Asstsdfui™ j HtSd — cOe0disdd], Lok, YesdLosHBY j yjdkT j Brdoed d der j
fHJESd, 7 6tsHO s Clssto T d o jHEOLGOYjBO o fistALE die jfifsstese © y it j
BzG06d], ZCOLOGET j o 1. 2 wHsOlsq 1 GomlssWh jois 108560, o/did weris Pfjiw
ishisOats2 of da s jos jdss2 YOS Sl jEAds2 fHjESd S =edsdLoydd [10].

1L uts jBso0dd™ € hHitCi [7].

1. Ajtrj Bd0cd, LSOLOGGY | o .2 wisOsid 1 GOfsswh jes 0CE6H0, Wodwesishw

WoltOtiso rdid  qusekdjds0kd o fsskojsisodd f 0SsGsB  tiftketdSd
SOLORMISOh « L 167 tS Y Gk R BEd0cH.

2. AsCYosjet i st jBso0hd™ ok jsiv Addljdssds o SBWLOG faHeskEad]s
SISk o ZNSO y kiR BEEOC.

3. hbkd yjbtkrj Bzdoed, osLbdCoshdj o tejLizdsok fiHjzCd fjSstedisdLoydd,
0Lz POshw s jHd  dihisdskzydstot1Gr = dheodhkstse, teshtfjts ortizhco
Yt R Blzdz06 Hist jd fisHjted0+ diwistedzsOydEs o slsish jhdd:

0) Gdedioss0, YsCkyOsjiv  gwOs  kbjsse0hdv, YOG  HHjESH
S+ =stesdLoydd SOS o oRisd RoLOCk jiediisdSq Hisdo ki jBso0tkd, K0S d yjdubr T
BlzGz0¢, o YiZNCO &R HEw Wokonhdieso0hGd™ fH jkCd;

B) fistest, tkojshisojikzr~ LO ZOokjhd) ovtizhSed d wOLBJMjedd yjhk
Blzd306 (OtzHJtete02IsJte0 of ™~ Miststetsdz o fHJES);



Ikt jt SEEHsEOY 2 6060 s 6P jhdts alssises LONjHOGGY T0BBYJ2 chztfy™ t tOLE0BESS

LOCBESHES S0 « L MiS StedlsdLoyddy tied pedshisej TintkatdSd SOLORNSO s s jcztdeso0ts o GOHLEEE
WlkOGseBes 6T GBSO  WokodhseT R SecdbdLoyd? 10 00 2004 ¢BHO d e jHis0atids 25 OIS0 2004 ¢5HO

9) tfy, LYskustEyjGiT R G0 seNtzyde0tdj HikjEr R ekssse d Jokj>j2 o
nowLd f dddsd (HisjHhsOads it HjEx0lkj? sEdeoyd?, ok jMEses 0¢js0 d
dizr~ Misstetsdz o fHJES]);

¢) khksed?, &0 thksej Cobstra YsCOsjks O b jBsaOkdw BBl
te jdte jhisdtetso0ls fits jHise0, Hshisztfoshdj s fe0o0d st jBsoa0kd™, o ¥ j odHT
Wtodhse? HjwWs jz dshisd, jhdd Usd ftejHiiso0 ik iHbjdhs d@j dhtfist!Lzsshw
HEZW ZHisot jisotste jazdw BBWLOK jiz+f)ise, osLidSos=hdn o hewrd ) yddd ™ dd Bzg0c0Rd
[4.6];

H) 1852 obssedubs? fHjESd, o 0ds2 i NjSSeddLoydi2 [10];

J) GOnEsHEe s fHjES) d Ehsed?, G0 Celssern ysSryokjt! o st jsso0bdw
> oT st Asq LOREEHT dL flzdsds, shiszgoshdR s HjBdlsess, 0 K0S
flesetisL fedsrkd sk kS d Jj Lontie jH it jkd;

M) &=BYR  OSydsdjterr~  oLOdfselkshjkd? B HE  Stedediolksesd
fsClztfols jiz jd3 tfic0o Ists jBtsoOdkdwW.

4. i yjir j Bd0ed, skashvP i € i itSj hiS stdsdLoydd, tisjHEogoslshw
tquOd  derd, Gidijed  dinsdsizydsotnr | e, MHjESO  HiE kO
gstbyds! SejHdskr? jdbsdle bejsj? sseskr, o skushjgdd CksEs?
P SEGEREY GG SecdG  Lisod0okde s So0udWdCoydsherj st jsse0tdy d
stitejHd"jls Ctedls jtedd dL0adhddstshisd.

5. LRikEd, SSOLT80,j& T j o fisska jshsadd i HOEOCEOWS 3 (9) GO P j2 1ok d|
tflc jHEhsOotwessiy  tie jHijsOodl jijds HjexOkjtj? ©BEdcOyd?, GOLGOYjhGrd o
stsisa jishisedd| ) ste jBso0kddsd H Mok jets LOSEHRISHOK jd-fjse0 [9].

6. eSS oryznSo yjdt T BEdOS HEMj& BTl i HENSO00t i H X0l jid
it B0 U R st jBo0kd"s.

IV. IS0l &+ 09 Iste iBSo0dkdW.

1. IsCyolsjt  tede Istjssedhdy wewwjshv MYjydoriGry  WdGoBhserd
i jHtfledwisdlits (WmoGhtes? ScOdLoyd i) o dBids JHOEGNse jBkED y ks
fosj2  Hjvsje gshsd  fsejehsdj SHGS?  dbd  GfSSEACHR  fHjdsS
fdS1stedisdLoydd [4]-

2. 000 bisjesolhdy, skEshYPiY  C  COMHER  ShHjEGS2  HHjES]
njCstedsdLoydd, e jHisooivesls fises2 0Skdor, oM jbjlhrj [6.1] HE™ oijn
witj2 di 0Skdotse YsSkyoljtv fele st jBsodtd® d sk ¢=BYR dira 0Skdots,
shEsVR AR € @=Bs2 Hees? fHjES). W dC0Sdi dErj StjHdlser, Sissj
HJEX 08 J&2 2 yJhdz " - Blzdi0e, o tizF jhaz ™~ HEZW Wt0uhdisso0hd™ tedssie s jdsdw



Ikt jt SEEHsEOY 2 6060 s 6P jhdts alssises LONjHOGGY T0BBYJ2 chztfy™ t tOLE0BESS

LOCBESHES S0 « L MiS StedlsdLoyddy tied pedshisej TintkatdSd SOLORNSO s s jcztdeso0ts o GOHLEEE
WlkOGseBes 6T GBSO  WokodhseT R SecdbdLoyd? 10 00 2004 ¢BHO d e jHis0atids 25 OIS0 2004 ¢5HO

tfic0e Ists jBS0tGdY, (f fissies s olssiedut T 2SO & diselzs i jHiwedst diied
shish jldd SOMHE2 celgyT 0SdR 0Ssdoss [6], [12.4].

3. i yjtj? GoRss™h jos 108560 &j Hi2hsokztsk sy jkd™ taSko 3 ukdks d 12
d flziCls0 1 HsOkAd 14 108640 T ihfzBkdSd sOLORNSO% « St &S j yikhk T~ Blzd0e»
[7].

4. 20 BEAOydd, oryEnCOjkr] UsSkyokjkjh fls st jBte0kdv, G&j
COnteshsonvEsiv  Cubdy fjsojhhrj secdbdyjtdy s fedotjyidds LOjdkrn
e jHise.

V. vizsedW d Hi2fhisods jdz-dishis ZhiszdSd tfteOo Ists jBsoOddW [S].

1. v yjj? donsswh jes 105550 Ziszso fizh jisezsPdn ded BzHzPdR fite
Iste jBtso0dadW Wod jishw H j2fisodls jzds2 o sisdsh jhdd stededtolsstsd d tfisCiztfols jaw
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SIX MONTH USD1,000 FUTURES

Code in the trade system: FUSDYYMMUN, where F — code of futures
market, USD — code of the futures, YYMM —
futures execution year and month, UN — code
of non-delivery futures

futures contract without delivery of the base
asset

s

Standard quantity of the base asset 1,000 (one thousand)

Execution term six months

Execution day last Friday of calendar month

Execution without delivery of the base asset by paying
(receiving) the difference between the purchase
(selling) price of the contract and the final
settlement price of the base asset

Value of the tic 10 Kazakhstani tenges

Price measurement unit: in Kazakhstani tenges per U.S. dollar with
double digit accuracy

Opening price of the session: weighted average price of previous successful
trades

Final settlement price: weighted average exchange rate of the base
asset on TOD terms for the last five main
sessions of KASE till the execution day,
including the execution day

Depository margin rate 5% of the value of opened position at the price
of this position

Calendar spread discount 40%

Settlement price change limit: not specified
Limit per market share: not specified

1
Minimum number of guarantee fees 500

First trading day last Friday of calendar month that is six months
from the execution day

Last trading day last business day prior to the execution day

Exchange commission: 1% of monthly design index for one contract
purchase and sale, including performance of
contract, commission fee is imposed once a
month on the grounds of the stock exchange's




bills.

Term for settling net-liabilities of clearing by 6:00PM of the day the Exchange trades,
members to KASE: where net-liabilities incurred, were held

Schedule of the trades: each business day from 11:30AM to 5:00PM
Almaty time

Main mode of the trades: open trades method in electronic trading system
of KASE, including remote access mode

Additional mode of the trades: absent

‘ SIX MONTH USD/EUR FUTURES

Code in the trade system: FU_rYYMMUN, where F — code of futures
market, U_[ — code of the futures, YYMM —
futures execution year and month, UN — code
of non-delivery futures

o
Standard quantity of the base asset 1,000 (one thousand)

Execution without delivery of the base asset by
paying/receiving the difference between the
purchase/selling price of the contract and the
final settlement price of the base asset

Execution term: six months

U.S. dollar for euro with four digit accuracy

Tic: 0.0001 U.S. dollars

Value of the tic: 0.1 U.S. dollars, recalculated in tenge at
weighted average KZT/USD rate by the results
of the Exchange's trades held on settlement
day.

Opening price of the session: weighted average price of previous successful
trades

Final settlement price: USD/EUR rate set by the Federal Reserve
System of USA (source, Reuters terminal) on
the contract execution date

Settlement price change limit: not specified

Limit per market share: not specified

IR A s e, 50, of the value of opened position at the price
of this position

Calendar spread discount: 40%




Guarantee fee: 1% of the value of one contract

Minimum number of guarantee fees: 500

First trading day: last Friday of calendar month that is six months
from the execution day

Last trading day: last business day prior to the execution day

Exchange commission: 1% of monthly design index for one contract
purchase and sale, including performance of
contract, commission fee is imposed once a
month on the grounds of the stock exchange's
bills.

Term for settling net-liabilities of clearing by 6:00PM of the day the Exchange trades,
members to KASE: where net-liabilities incurred, were held

Schedule of the trades: each business day from 11:30AM to 5:00PM
Almaty time

Main mode of the trades: open trades method in electronic trading system
of KASE, including remote access mode

Additional mode of the trades: absent

SIX-MONTH FUTURES FOR THE YIELD OF INTERNATIONAL SECURITIES OF
THE REPUBLIC OF KAZAKHSTAN

Code in the trade system: FENUYYMMUN_n, where F — code of
futures market, ENU — code of the futures,
YYMM - futures execution year and month,
UN - code of non-delivery futures, n — number
of issue

Base asset: international securities (eurobonds) of
Kazakhstan of a certain issue

Standard quantity of the base asset: Jeurobonds of Kazakhstan of this issue in the
total amount of 1,000 (one thaousand) US
dollars on debt's par value

Execution term: six months

Execution: without basic assets delivery; with
payment/receiving of difference between the
cost of futures contract at the price of
purchase/sale and its cost at final settlement
price

yield of eurobonds of Kazakhstan of this issue
to maturity is four decimal figures

Price measurement unit:




Tic: 0.0001

Value of the tic: 0.0001 percentage points of the yield to
maturity

Opening price of the session: weighted average price of previous successful
trades

Final settlement price: weighted average yield to maturity of

eurobonds of Kazakhstan of this issue for five
days — last four days of stock exchange's trades
on them and the day of execution.

In case deals with eurobonds of Kazakhstan of
this issue are not made within the mentioned
four days of stock echange's trades, weighted
average yield to maturity of eurobonds of
Kazakhstan of the given issue for last five days
of successful exchange;s trades during the last
moth before the day of execution is used as the
final settlement price. In case of absence of the
mentioned number of days of successful stock
exchange's trades, the definitive settlement
price is determined by the stock exchange's
Risk committee in accordance with the
methods accepted by it.

Cost of futures contract: rouded to two decimal figures volume of deal
in tenge at the stock exchange's weighted
average rate on the day of making of this deal
at "dirty" price of eurobonds of Kazakhstan of
given issue, where "dirty" price is determined
by the formula:

, GHJ:
— "dirty" price of eurobonds of Kazakhstan of
the given issue;
— yield to maturity of eurobonds of
Kazakhstan of the given issue;

— size of periodical (except the last)
interest rate of eurobonds of Kazakhstan of the
given issue;

— size of the last interest rate on eurobonds
of Kazakhstan of the given issue plus par value
of the debt of these eurobonds;

—number of days before redemption of
eurobonds of Kazakhstan of the given issue

Settlement price change limit: not specified

Limit per market share: not specified

Depository margin rate: 5% of the value of opened position at the price




of this position

Calendar spread discount: 40%

Guarantee fee: 1% of the value of one contract

Minimum number of guarantee fees: 500

First trading day: last Friday of calendar month that is six months
from the execution day

Last trading day: last business day prior to the execution day

Exchange commission: 1% of monthly design index for one contract
purchase and sale, including performance of
contract, commission fee is imposed once a
month on the grounds of the stock exchange's
bills.

Term for settling net-liabilities of clearing by 6:00PM of the day the Exchange trades,
members to KASE: where net-liabilities incurred, were held

Schedule of the trades: each business day from 11:30AM to 5:00PM
Almaty time

Main mode of the trades: open trades method in electronic trading system
of KASE, including remote access mode

Additional mode of the trades: absent
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SUIRS" IJros:
WB&dEE: 139,000,000 WBkdE0E: $1.4 min

Skztftse: 8% aiesC: 6 Bjhvyje
atesC: 5 djls skzteh: 137,25 T/$
sizteh: 139 T/$

A0¢=lsd 2 edit:

194,600,000/139 = $1.4 mln
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Cumulative Growth in Corporate Bond Issuance, $ millions: August 1999 - April 2004
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1e00ksdS.j Slsbshdsits2 o jtdudis? hissddshisd Ustses SsostiEziSho iz (2-4%).

AL dishist Hishtssydses gscoh jdadw.

AsLdssdshst  Hshesybses  fsc0h jadv sty jtbses  diskjygses  StejHdsO®  Wodwjlsiiw  sHBJER dL Shgsed R
CuCts jhisrn WOSkitese GO reSj. rihseds ik ds, YsNSsEASt diissjusry SejHdlsT e jHEhisOomwiskhv G0
Hezdls JaA &2 fitetsS, O tetsyjhlstrJ fis0old tts tfte jHshisOodW j3rd3 StejHlsOd GORBHWISHW ¢0 SkishdljeAks o fisSsd
tesod, kst Cshjuiow missdhshst, fedsBisOids? G0 disksjutrd StejHdls dGiHadMddshisd HEW LOJBPASO BBl
SCOLOL MW e L Jtetis?. LOS] EHSEEM0hGd] histddsshisd djHodMddehisd BJL otLdssMdishisd Hishesydisets tfsc0h joadw
HOMJ tfied ttwedzjkdd o BEzHZM jdi djSBRSHIBE2 fzdd™ Hikje, wWedwjkhw fizf jhksejkdrd dhdnsdsedyinSdds
BOts jietsds HAW tfisls JydOdz+ditsets LOjosP dLo.

o HBizes? MG, HEW StjHdsds? stc0adloydd aiLofizohdtso0ntts) Hehtetyks tscohjddj tedosHdls ¢
sy G jads ey tjWdkorhdise0ndw, o HOGGT R difisk jukr s St jHdlste.

Isstsdilz, tisulsd ofd StejHdst J by j>HdGdY EfisOk0ekde0sls sj dhd diJ see0kdyded™ GO Hehtssyss tiseoh jadw
9 adHj MhtcOWtse, tseteOhdu jid? ftesSse, d k.. JdL avd RIJLursd SOOI ditfsizrLjls 0Lyt j Bj~0dkdLdr
sLosivshdj f) SHES? fisseskr  fsskejshisoso0k skt jBhshsweg LOjBPdSEe, 1) Hekd? — sesOddyudes-
BJfMSdistetsdzAd " j e jHsE0L Y fits fsstesd ™ LOjBdCss.

ustfissotsyHjkd] fHHJjetd.

ed fisodehjidd MHJESH  SeYd-tsHON]  GjHodMddshisd  fiscOhks hzh jhsokzsh jdz  LOSSHSHOS jeisolz
EhlsOtsat jb stitejHjdz itk 2 tstwHisS, oStsydshd2 o fjBw sBWLOL ji b j GSisOtdOGisj sWisteddzjddj fHjkSd d
gehkjrzehizs tjedhstoyds ¢=tes HjtjatHO dizd dLdjejad™ tieOe &0 djHadXdlshist o ztisddisdisyjddisd
etshizHOtMise jJhtsds SOt d. Afj Usd HesydHit ™ ke jBlz=ls stfte jH jiz jhdbses ots jiidd. IsUsshlz HEW hbkdMjedw tsdilse
G jL08 jtsh jadw fHjtSd d, it jHse0k jds, tjfstzyjidy o Soyifise ] sBiffjujtdw tjHodbdashisd o StejHdlserj
Euted>H W MisOLOEhw stecOhdLsa0l+ fsejteh jedj HJESd tsH hetsdd Stdistetsdzjds dizd Ssdistetszj3 Hiso jtejddz ' n
&zdfy. sO¢ fedodds, Asddd Hise jtejdd ™ d3d dzdyOdsd Wedweslsiiw tsd-dzisstefSd Sed3oddd.

Y HIEZEs? fsSiesGr — Ak ZHSBHS HEW Shojdiste, stk S, syrkhrj sWithdsjid fesosHws Usq tiesyjHizer
oy fse jatts d BYistets. sOSHd SBEOLSEH, MsttesatsyHjkd]j fHjzSd Wodw jisiv otshists B0t kidzes fifs fisststse
Cizd s of ettt iscljds o> 0t dds tedft SteJHdlstsets ted>HJdGd™.

Isysq o StejHdBr § e siHjRdw fjtejHOSE fistiesosyH it MHJES f) td-dssEhsdd SshyOnqVE. HsBise jhikts
iz Bl fstfiesosyHjddw fiHjeCd dhjjls sseSs Lo L «ausd RYfssSO».

1 yjiists HEW tisHH jiex0hdw flosj? SstStzts jsshiishsatshisd G0 GisBRHAGES st KOS jidtaso0w fistol jedv
SshyOndd fleHtszO0js NELHOGA) PdiesSies MjCsied dykjutrs tesHiSlse, HsotjsosEevshdn ikt jabshsd
OLEAyBT R Ok jested? Sizdjdisse. HesdLotHikes isHCsse tisosHdsiv o stk jisisodd f) fijditsoyd? Erkso.
BCGjHEsOyYdY ©rdSo S jHiEv v s LOLEquETd SEONHGWASOydshtrd HiedLi0s0d. Ik jadsjid fesHESkse
detselzls BY i LOLHjEjhT s Tz jHizesPdds CeomfWaCoydst B fledLkosod:

1. s SRS fisOskhz: WALquinssj dys dird SteqHuinss &dys:;

2. s yjjotstl GOLGO G StejHdlO: Hledsaie js it GiHodMddshisd, kst GiHod>dhshsd did
fistetsofls jez*flsots & jHad> ddstshisd;

3. s yjijotstlz GOLGOYIGAE StejHAO: GO CEdB ey did Mdiz* GiHadXddsh;
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4, s Wdhoahses? fhstwisjiAgshisd: oLkt JdBdiwvuk = udhls™= HEAsHED, thistehdrhv o
wonystews jedd gk jsdsjey, dthizd YwesojHjhd™ MdLbjhss 6GJsBASHIB =  6ONASHES;  ©OLG i
fsBhsojdds = GOk jkd? d Zyofhisdd o fis Wdkodhdissa0dkdd ©onhikokteda0 jdstsets Hists jSiso;

5, s dissukdSt fscOP jadw LO2KO: LOLOBSSEOW OO, HERASHY s i jHdldd0kjznes2
HJWis jzAdtstlsd], WO dtese0ddj fits fiststetst™ b jise NjsAd d k.1

s o Jasoyd™ sktededlsjizd? tfs Asdds o Hiskzddds HedLkOtod tsLatsdls stejHjhds! M judwduintdd Yisists jedishisd
OV HJzjhs? CObjestedd Shdjdbste, tyjhdst ojtetwiskrj tdntd, heowLOknrj ) SejHdltoOhdjd ddsjhbs Ass?
COls jetstedd Szdjdistso o ttejHdzsydis4 HtetsHiESls teOLEdskd3 sBteOLESd sy jsos=hd2 o fjsj ikt jBhshisd Shdjdstse o
BdedidLoyds s jHdlsk - tedfiStse.

03B 2D dd b B bl desHESkson? fiseObjedd CsdyoBdd Wedwjlsiv sCOLOGA Mstkshsolsh jos fjodho,
tisLobdwE P jos, f) SHEE? fsbest T, BkdhdLdese0l: ey jHitr j tdhSd ShYotdd o fesyif St jHdkso0kd™, 0 f
HEEZES? fisstesBY, SBNYjude0s! Chdids0d dOChAhOL Gr2 SehWetes o ACSEEHRAS objditd. uvos, GOfEddht,
CBYOLdY LOSHSYRO O¢jushSdj fseob jadw fis hiseORserdd d todssenSdhd Sshyokgvad, syjthdeond,
06 jBsOhd-sWistdds jivdsd, GOZOHAEO oLOGHEEEEE jhdw f)  GskOLdhOhd, Ajdsesd s  djHodbddshisd,
LBt sei0s0hd, Be0soBd SYiSd d Hetjudsit fse0, dradydiotiarad SshBbaoEiGrdd a0,
SeE0EORY ot jlitdR Hjk d Hlesydhd cOtOBd o SeeOtdLOydvad, Sskistrj o fsskojlshsodd f) Hj2hsolzePdd
LOSBHEHOL ji4flsotsds LOHj2Msoso0hkr o tesydfng tesedHjkdw hHiEES ) &iHeddMddehisAEs.  [hEzh jhised jid i
oLOGdSH j2hsed™ fiis ahjdd o™ jiit judhitt  ¢d see0tdLOydvad s ddjéd d s tiseyitds Ceditso fsLasi,ji
SstsOhdd MOdShIsEWs jidts Stk dieto0l fieOodi dshis d fotjots jdBjttshst dhstbjid ohn GisBRsHIRT R
ety jHizte d dBOadW jis LO jdizM o tsls zdhddn LOteOls ots jd3jdid o mddz.

10 GORsEVP 2 disdjdls CERYORAW tis jHEOEO il PdtesSd? Hf,iSkts HesHESkss d kible Hiw Chdjikte — StedHdyintdn d
WLdudhSdn ddy.

MesHEZES ™

RISk jubT a3 eSS Wolw jsiv GOBSE oLOGRSNOWLOGET R ke, shizh jijsedw jd&rn stBYondj2 HEw S jdso
Ui tie jHiShsOat jh Ste jHO tisH LOISE B jHod>ddshisd.

JhsB jasis e dfss juera St jHdlsse (tied Ms0otjkdd f) 58yt &d SteHalsOBd) watweslsiw ik jHzsd j WoSktster:
A fjtdsH St jHdsso0GdW — o ddis] HizP jilsoltsk difiss juir j StejHdsT Mt His 30-45 d s,

A hifshise tse0h jadw LO jdPdSsds CtejHdlsse (Jy1Jdihvusd d tOokaB ittt tse0h jadj Goydhd jditsets
oSLEOCEOM HtoW of ShEsotis? NzdkT St jHd0). rOLGOW shisB jadishis+ disyJls ke jzdude0is tsdhSo
HEhissYEes Ysc0h jadw tfis icOodkjud f) 5B ybr did StejHdisOdsd. e Sishizihisadd SeteOdkofy jdo2 HEW
Hsftesy: A tscOh jhd? SsiOhdw, dtjHihisOadwesMow difisls jyk ' StejHds" fisHe jtex jd0 fijte! jLdds
SO & jstits jH i jhtshis Hidjxhr R fisssCss d hisOstss s St jHAsO.

A aszrhdbhset S jHdlste tsc0N 0w Hishissybs. 1O HOGGER UsOtj tOLadlsdw %S0 dtfsls jSd HEoEEbis
iz Gs teehtLdtsok- cOWdsd HEhYR Y Hisc0h jdkd? sadHEz sishizishisodw hisOldhisdSd s HOGGRS)E
ostfietsiz. 1 0 tOLadls "~ tOLCOR Hiedfhizshisolztsls PSA gtsHjkd &0 shtse diysttedyifSs? deWstsdoydd. 10
fJesHEVNGIR HJd o sOLORNSOG] dsjukr J StejHdlsT fscOn0OEskiw o fits jHdds LO 4 jedH, Slsste™ 2 o 4
6OLO B i j ZhlsOhsat jhusets fiesCo tiscoh jadw.

A sBWLOL i Gs] NEWAtOkhdese0hd] tiss S0 fits fissest T LOjkMdCo;
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A GOkdudj EdSodHEsEs olssieduisets iSO diisksjubr R hodH sjdfse, yss LEOyds jtagts sBEjoyd i
e jWkOwNdieso0hdj difiss jukr R St jHdlsse. Hiz jHso0k jkds, Bt hdifsets HsZEsTEsYG TR fifzH KOS 34
dtsy|tts SEOMHWAydisse0ls+ COS ddtadHdr j OCkdor.

A sibshs jdds GdLSow sty jdistow fis0ato (SOS tedadits, tistsy jdisk™ | fis0ald tis histishisOaddrd tis
o jdudtj Stshijtey jhdds Ste jHdsOds, tite jor M Osls ttetsy jdist:r j fisOold s dtftsls judrds Cte jHdlsOdz © 1,1-1,2
tcOLO);

A sBifYiyind] sBWLOL jise LOjiF SO difslkjuk - StsjHdlse. SOS Oadis, o LOGSE Hedidioisiw,
edtsBte jlsOJBOW 4O StejHdlsk T j fits jHilso0 djHodXddshis. vwOC COS terast djHodMddshisd Hitkj>do0dls Usotf
Bztsls6ts tOLadsdW, Ists LOEEesos j tBJfiudddd BeMbs fludisol+ otfsidj ddtodHd ¥ d.

A fifshss LOMikO hissdashisd SBintiuisd™ (fed «Hbdkbrm» fEsCon S jHdsso0Gd™ fizddkoEeT j
sBWLOL jiTlso0 LOJBPAEO LiOydkj1dis tisjor MOk LOGSesal Hissdshlst fedspis 0 jdis2 G0

StedHdbsir J s jHflso0 ¢ jHadMddsshisd);

A IYjydokagrj gesyjHizieT, tsLeseveshdj kd it hdlse CejHdlsi 2 tediS (Gss0tedo ¢ j ZHihisto jjkdj
MHJEES, tesyghh eshizHOthse Jadks? tsjedhisteOydd 0o GO djHad>ddsshisH, syl tejedhisteOydd LOESEO
G jHad X dasishisd, 6 jezOd jdsOyd™ ftesydrizts sWistedswz jod™ djHod ddshisd, e jadd desyghiho
ot hzH jBES2 5 jOzdLOYdd LOEEY Jhds? GjHad>ddshisd, fisttOrto0dkd . LOkEX jats? djHadM dabshisd d k.1.);

A obLagEYESHS NS StedsdLoydd St jHdstse (Htjos0P jhd.j St jHdsse o HEkese T j yibtr j kO,
B duibhJ Jedtsd dqyskjui - S jHdkse);

A woddud.id hdhlsjdr eshizHOthse jis? tsHH xS tOLadisdw Astets fitfshise0 Sts jHdsso0GdW (OLEOBEISO
M JydoddLdteso0dhisets LOSEHEHOL jiz+so0, 0kdydd Godseso Y A dz46tsls HEW StejHdlsk - yteJ>HJ%d2 o
LO s dStse, fsLHOG ] cshizHOtshise jad - tts jHtedwWisd? iy yjdz-ts i S+ stedisdLoydd difsisjyern StejHdlstso).

JOL «asd RYskjSO» worwjisiw tf jieot? SsBYOHAI2 GO ras dyskjyisss CtjHdsso0Gdw SOLORNS0EGO, Sikssow
99jz0 o Bl fiskwisdj diftslsjubses oS0 i) yjdrs orwodz jhdw o kHtsad jloste jldw teOLzdykr A skt jBEishis j2
flotsdn Skdjdste. IsH dtfsljukrds YOSkt YsHeOLEd joO v ¢OBSts ofjjn Shbsodk - YOteOd jistsso  difisls judtsets
CtejHdsO. SOMHT2 §OCjs Shkquojsiv b Hiskeses fzkd0hd Ns-WdkoGhdese0bd™ fis hisseskr  LO kMo,
ey jtistr didf MsOoSOsd, MiesCond i jHishisOot jtdw St jHdise, Zitsodwid HishesyEsss Hise0h jadw, ke jBso0ddwdd
€ 0l jy ihtfshisaashisd, o k.4. dojHikdj dytijukrn HOC jktso HEW tOLGY R ezt Shdjdistso fLotdw jis AWW jCsdodts
fjecs jasclteso0k tr s,

Fimists HesHod jedw tiesHE Eo.

A fdizz &jsBrsHIEENs] GOE0>Mde0td™ d siktOBsked sy jHizt fisckonds GOt jsdhisosdl tfz0kz ¢0 GOyOLdisd
YitedsHd d3dhssds tesHadMjhdw  HesHECSO Wodwiiw  estesH  pazdzOkY. A HOGGS] oW Codsfoddw  diddls
e jHhsOodisjzfse® o MdzjHzEMdR cotesHOR: ¢SO0, odkriOl, ¢lksy, GCkOE, LEOEZINE, LisI-sSOBjhsEsENS,
Z Y @€ Jdis, & jiBdiodzolsdhmg.

1 Bd>02h i3 BZHEP j&3 iz0hdelzjshw skSterisd] fiHhsOadisjk+fise o sOSdR ¢BtesHOR, CO¢ sOEOCORHO, sizhls0k02,
I0azsHOtE, I jbtststfOadzsofS.

A HOZAGjRP Jds tis dsjted tslsteOBSkSd offjn UsOffse dtfsljudtsets CtejHdlsa0hdw tiejHszOs0jhw Iscfte0> distso0hkd
frdBY o Hislzedr e jedtiz0n SOLORNSORO d oV rsH © BEAM (G LOEEZB M.
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wlsts0ls jedw Ctsdsoddd

wilsteOls jedudhes? yjdres HJWs jeashisd stdifoddd Wedw jlsiiw ko jbdujtd Jd tevdsyks? fissddshisd HEw BZOO
oSydtitse d sBiffjudbdd Mdzrdd Ndestdn fizsjo GOnjejddw. wisteOlkjedw tsoLadsdw Stdtfondd tisiHtfszoe0 s
AShls jidotsj OLodsdj LO fujls cjsceOWdujissss onhdiejady d &Re0s0 ofj BbSizjj PdesSdn SOk jdsed?
GOhJzjedy d stdhdydhtds @dy d desjehdets) tOLedlsdyj LO fydls teOnhdiejkdw hetjes tietHECkBotes ©WHO,
09lstscgOLOYAd HJWs jezAdztstyisd o kdzzyh jldw iy jteodho.

RGEWEOMsteClsizs0

1 GOfstswh jj ots jBW o aisS dftfisl jutses StejHdstso0kdw GORSHAS GO fisOHdd hisOksak jadw. RHls Wistsdidtso0tdj
Jo6 GeteOdots? BOLY, diWieonstelzClizter d Zyohistdise. A &dXMjttedojHjtks? kOBEdyd fedojHids MOt jidl
SO NS disH jkd difsls jutses kSO d &riso, fizh jfkol=P jos o SOLORMSOG:

s0Bizdy0 11.ate00dz jizd J diawicOmnlstelzCisizte

stonidudnSow disH jdz-: SOLORMISOL
1. 0OSsHEHOL - sots:
10SBHsHOL jaz4 ot tts djHadM ddshisd, oSdEsyow Ljddkts, LHOGIY o s+, e jBlzjls Hi5tEOBBISSH
tststelzy Jdac™;
W BtegOkdad T § 0SY §is ety jHit ] H it JHOYd tisOo MisBhise jadshisd s, tejBlztsls P jfylse jddis2
%O GJjHodXddsshist d dir = HJEES f) GjHad M dashis1 E; HisteOBBIsSd
N OSHBSHOL jaz*filsots of dGistedsOlsdfot 4 0% Y tfs S+ stedisdLoydd tisOo s, lste jBljls HistsOBBISS
tfs G jHadMddshisd);
W Odztsesor J d-etsls T tis diftsls jugs a3 Ste JHdSOs; chls-, lste jBlztsls iz jlse jdidts2
HESte0B IS
W Owsesor j kel tsdzizyOk jdzvds dfsls jykrn StejHdlsto; s
N 0SBHEHOL jiz4 ot 5B Y Jhsydks? HJWISs Jdz2dGshisd); chls4, Iste jBlztsls iz jhylse jddtsets
Y jte Jheeit
N 0CEhRisHOL ji+fisots tis fisteORBa0nds GjHadMddsshisd d sy jte0yd? f) s
o ddstsyls1 =
BtedzOdad T j 0SsT, fisLostwshd ] tfetsdLotHdis+ dikejhisdydd © Iieste0BOS o0 EIsiiw
dYssJud*J yjuk J Bzd0sd
2. JYitOkser:
vide jishOdzA% v j BOGS; Chls-
RYfiskjud*J BOGS (Stsd3tfOddd); Chs-
RYfsls jyk " J BEtsC " ; s+
vz j SsdsyOsdd; WIS
stejHdlsk " j BBtes GOYdsk0d-dses dzonhisOB0; b
uisteOnso T j Seifoddd|; s+
Tt s
Jydehded; Chis-
el T s SWistedw jdds; Chis-
rdodaasyjer; s+
distetsdls jizd s+

3. Rt jfsster:
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vtdotehOdz2& " j BOGSH s+
WOydEoE G J dfsjuk'J SsEYosdd s
I jendsheT j WEGHT; s
usteOnso T j Seifohdd|; s
REoJMisdydisit© j WiskHY teOLG s

RNISEUEAC: Yo jHENISOE ks C5BYOGI2

uv0Cds tsBOLEBE, o HOMsswh jj otcjdv o SOLORMSOR) o ShdSoksd MWskdkdeso0k0 duwWEOmsESszEd ©rico,
fsLostwshow  IWstdidesoOlt  LORCHEZSY2  ydte tBSteskd  diskjysses  ter¢f0.  JHEOCE, fishiseCl;  ofw
deWicOnizClizted kisk4Cs GOUdROjls WeaSydstdisalt, ks shisOskhw gjtejhjotrdd syjd! deses osttshse. J
LOSBBSHOL JezAMise .  MisHtexdishw  d3dsets teskdostejud? d ¢l Birokdidse theddjddidy sjn dizd i dsteds.
ety jHizte™ oLOdBsHJ2MsadwW ofjn ZyOnisidise vdSO &J SkeOsskORY o dHJl tiesydhh HSLHOGW tjez0djuiste
aLOqlEsHJ2MsodW. IdzSAs  GkteOBBIOGT %0 Hie0Ckdtd eotstiescr njSAstdsdLoydd diissjuk = Htdese d dn
t6OLd P Jhdw fite JH] de dfisstetse.

JYJeoydd d bin~gsesedd

JHEE2 dL s jadshis 2 diftsk jybsets St jHdlsso0kdY, o yjess, wodw jisiiv t5yjeCo tizoks jxihshsaashsd Chdjdkstso 4o
shkse dhksteduintdm HiSABHESD d tistselsL) EisSokW HSABHED &0 Heskwyjkdd Mest0 H2Msodw CtejHSBGES
fisezOP jiedw f) LOjBPdSd. OS2 YsHABH tSBEfEOakde0 jls sisCOL Hedhkwisdw o teofjyjls &0 dBishids OBt jddw
CeJHdlstses HJEO, BZHEAGR 9jtesWisG Y A HERSHEBS Sz jis0-L0 kP dCo, otLadtoshdr COC fkjHhsod] istojHjlkhkis?
IsteOBLOSYd ts diHadXddlEhisd. Gt tisLatsdw jis BdidddLdisto0ls+ oW d stezHSLOLEOY $0 tOnhdssistejidd HJEO,
YnisiC ssfoHOjls GjsBrsHABENS LOMMBEt kv BALGjN-tiz0Gse d bjnidss-1Satshduintds teahGso0htd?. o
Htzes?  Misstest, ko jedyjed tdhSo ¢jgkokixm0 efizjHhlsedj E@jd+hikdy HisAsHESD Shdids0 o BlzHEM jd3,
Codstfidhdezjshv - oojHikdjd GStRr SBWLOLjEAdgses Ns-Wdkonhdeto0kdy tisjSs0 LOjBPdisd, Mdhsedhd
tejez0B jdisdez=sPrdid SsAWWdydjdisold sdfo: hizddo Jydddhvuises Hiz0kjy0 ts gscoh jadts Stejndiso / ydhlsr2
DIdBIwyhkT2 HisAsH &J B jd 35%; skdshjdd ofdn hzkdoth = tsBWLOk jkfise Cdd jik0 ¢ HERSHOM ¢ Bk
40%; sbkishidadd sBWLOLjE e Sedjds0 ¢ fijHtshisOot jtkshz sBinfjudtds &4 Btizjj 85% tied EZhkseodd
fisteORso0Gdw  ceOMHOGNSS-fO0otas?  LO  djdhtfskdjedy Hiscsettkr s skkshjed?  fitjH S jHdbstEs
tslse jistise Jdsdatshisd daJdftfsdzazjdedw sBWLOL jdz+fiso

ey jHizter dfslsjydses Ste jHdso0hkdW HisEET BY ISt > jiisCs te jez0kjeisdteso0hr dts fik jHzEsPdd 1CsGsdidinSdd
d tts0etse " d3 ecudiod:

A tfed tedsats jsjkdd diHad>ddshisd o HOYO LO k™ R fts jHise of WOSkdyjfed? Y jtjrtsH 0o
fsBfise jhdshisd %O tedtatejlsO jdizs G jHad>ddstshis OLH iz jbr ot ots j&z jiod o fdik b jsBrtsHAbSisd
¢shizHOise jtts2 te jedisteOydd tjtsjnsHO Hie000 fisBiyse jadshisd):

A tied st ik se  Ginadydashisd hstsvPdiw sei jgk fisOusadsiw i fieotos? ksySd Lt jidw sa jSksd
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uv0C ¢0 1 sCkwatew 2003 etsHO ydfisr2 HSAsH Stdstfoddd fshisOedd 143 281 Isvfy kjded, ysts 4O 89 435 kry s jdej
BsZAPj i &0 1 WkeOtw 2003 ¢sHO. ZOdBiskA N HiskY HisAtHSe o S jteOydshhks? fedr@d fshsOadwesls
GJesyddistrj HERBHY . 3 jcOkdokrj §COL0kjkd ydhlks? tiedBrdd © 2000 ctHEZ, fMowLOGr f) sBLOLSo0RdJd
CssyOdkdd.

10 te0fOtedo0 jds ™2 Y jtedsH & Ssdstfokdd ¢ BY dts 0fRtsHEe fis o7 fizOkj tfsHSRsHEGEES GOdseO, o flowrd f) kjds, ulsts
CsByORAW Wolw jistiv 0k jkA P dSsd s ot odHO® GOESese LO diStE=Yjkdjl PsHRSHESES Ssttsbokdottsets
OS¢ o Msslse jishisadd fits zeskOdd, ttejHishisOad jdd ™ did HES 1 WhoOtew 2004 6sHO.

szt jdzd id3 oBLEOCEOMH jddW

urh Is s 1 6CkwBtew 2003 2002 2001 2000

do3 o5 roev fBi gl rewv [Bgls reev 6 rue
I'SREHY © 8dHJ (et = d BGESS 79771 26,9% 39335 38% 0% 86 97.73%
b6 jtshSdj OBLAEOEONH jidW s fstOmEe0ntdt
s P jfse0 d MLid 5931 20% 3307 3% 501 6% 1 114%
['525H 56 & jOtdLOydd 0Ssdate 5264 18% 8510 8% 0% 1 1,14%
['5a6H t5ls Stsfson2 HoLGqy T 70283 237% 35171 34% 7057 82% 0,00%
esydj HSABHY, ¢ MoWLodkd: " j i tisdizy jbd jds
oLEOME0NH ™ 135361 45,6% 30834 30% 1074 12% O  0,00%
[SosHT G fewL0Gh T j f) tstiyjedid
ISLEOCEONH ™ 296 610 100% 117 157 100% 8632 100% 88  100%

RIS EUBAS: qEWsEkoyd™ SsdoGdd
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10 tjtedisH ) 1 WizoOteW tis 1 sCswatew 2003 6SHO G jtftesy jllsz ™2 HERsH Sediondd hshisOadlz 296 610 s* ) s jdke], ust
Bz j it LO of)* tjtedsH 2002 6sHO %O 179 453 krfy bjkej. TLSS] ko jkduitdj HERSHED, Gj HowL0thr s f
foizzyjidjd obLzOceOHIGBAW o 2003 csHEZ, &GtMbs tIwhkds! JjHdEsotjBjtnr @ fodizyjidid HSABHES i
tishisohs? HIWs jz2Gshisd. wtsjH] diftetyjdistn HSABHED ¢0 1 tCkwaeW 2003 ¢sHO GLOdBEE NizE HstE LOGJROSIS
tesydy HBRBHY, CZHO ontHds d HEABH, todizyjdkr 2 o tejLzdzs0k) tissHOM] GjHodMddshisd, o HEEzjosd
nistetsclls jz4lso . Stsbststetsts SsazOGAW yOfsotso0O.

0D LGEOYdsjidGs Hisks fMejHd GJtfesyddlst = HEABHEBO MshisOakwesls HESABHY, fskkyjdard Bl Chthsos?
sOLhdy . Irgkosr sk LojPdite LOadiwls sl iSOSCO MifzHEE2 LOHBE Jdashisd, Ststsr?2 o hotst tyjtjH-
dtzHjShdtelzjisiw € HjoOdz1o0ydd CtehO Hiskzi0E0 ez d ¢ jke], o tejLizdz20l Yjet d SBEOLSOOENW HISAEH tSis Sztshisats?
eOLGdy . "dzjHzjls LOdGjisdis, st LO 9 dijfwyje 2003 esHO CslOkdw tisk ko Bz j OfRsHESe tis Crtsfisos?
teOLBA Y, Y YedLiOz0 HisRBHESS, I st tfisdzizydd0o ydiisr 2 2B Y kisS sl Sztehsots? wOLhdy ™.

Irtekzets? fedudbs?, to jLisets o jhdujidw HisasHESe o adHj Stsidhfidshk = d fiBstese @ 2002-2003 6SHOR 6isHE dsybs
waiw jlshw  tesfls ydiz0 sehidizde0j = LOJBPdise s diskjubtdkl CtjHdsse0kds. vejkdyjud Sl jdte
dtfssjudtsets SCejHdlsso0hkdw ROOSkjtels HEZW ofijots Y kSO SOLORMSORO o yJjdsds, OS COS o HOGGE] otsjdw -Ust
GOYEOat jkd.j st jBdlsji*hSses St jHdsso0ndw Y_jt>do0.ls Blztsh ™2 tisfs.

0 1 sCswatew 2003 ¢5HO HisEW fisOl+d tesydn HESABHES G MowLOhE - f) tsdlzyjhdjds oLE0ceOMHIEdY, SZHO SOCH
ORBHWS HBRBHY, Yty jdtrj tt fistonse0ndts, fishstedzo 1,83%. vBjdPjkdj Hisdd Ass? fisOs+d sk sBAIR
HESASHISD, GJ NowLOhkG dd f) o YiOkis? ofsLGLOGKONHJBAW, NoWLO®™ f) lsjds, st ® 2002 ¢sHE o Ak fisOkt= B dd
oSz jdr HESABHY ©ls fits jHiise, Yty jds - tls Zyohskdite HEkjoses histsdis iz se0, Sshkstrj Brad tOLgjh jdr
%0 BOGSEONSHR HBLASOR.

u ) Isjisj 1 sCkwatew 2003 2002 2001 2000
dBijg rsew JBIjd rsev JBIJjd rsev JBIJS  rsdew
TONRBHT GO t6 jSHOMmhEES H W ji-dishsA 7660 3,15% 6716 9% 1224 411% 77  571%
LONABHT s o tk0kj Sshaindster R d festese 20 218 8,31% 13105 17% 1405 4,71% 39  2,89%
UBTISSd Sl jie sy jasd 104 323 42,86% 14565 18% 6546 21,96% 427 31,65%
TONABHT GO YOkt BteHO o CEdOGHIEEoYEY j 47 469 19,50% 28 920 37% 8534 28,63% 573  42,48%
JBP JasLw2hise jitr j ORRSHT 29633 12,18% 13838 18% 7945 26,66% 41  3,04%

TONABHT s o tz0k | GOdsese o HiskedR
BBWLOL 4G T 0l >1J2 LO ditisyjidjd

HiSHISRSHASGS GOMSE0 11793 4,85% 7871 10% 1754 588% 147 10,90%
dtstebdLOYdshE T Syt jad™ 3305 1,36% 1116 1% 535 1,80% O  0,00%
esyd,j SYjEOydstET j EONIEHT, Gj

feWLOGHY J f) o7 fz0lss2 oLEOEO H j&dw 18990 7,80% 7439 9% 1862 625% 45  3,34%
LONRsH T, & owLOwk ™ j f) o ¥ 0kt

OBLEOCEOMH i 243391 100% 93570 100% 29805 100% 1349  100%

RNISEYEAS: dBWSEEOYA™ SdstOGdd

TONASHT, & floWLOGRY j f) o fiz0ks? oLEOG0N H kAW 4O 1 sCkwatew fishisOadizd 243 391 kri) kide]. ve jkdyjkdj
Histzq] BT IsStse tsls 1 jte sy jdiSd, CsbistsOw fishis0adt0 42,86% o P jds sB jkij LONASHEe dizd 104 323 ksri) bjtd] , &
NeWLOGGT R ) or YOl oLEOGEONHGAW, SBENESeE s sttt rkd ZBrCOBd s Skisisos? wOLGdy]. Ckis
sBIWGY jsiw kjks, Usts orfzokT sk LOjkPdSse LOadiws Sk iS00 fijzHEs? LOHSEY jashisd, SEssier? o fhosts
BYjtejH diH STz s ¢ H_joOk+e0ydd Skieh® Histk0e = S ksjhej. JBOuds ik b NtdMjedj SZEno HistkoEo o
2003 ¢tsHlz SistsdyOb jiztts SistsOLi 0 HERBHOR, sty jhhr s SehYORd 2. e Lofys0 dEHIShoydd shisolsyts2
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MikzHGE2 LOHBE jhbshisd ¢ Chtshlz HsEZ00 a=Zd, tfis Eiksodwd Hisesetsted GiMHE SsEYoRdj? o LOjiPdSsd, Sktsh dd
BsH s ediddz0lA i Gddd, U GO HJG+ o HOY] CleJHSO.

10 1 5SkWBtew 2003 6HO BOMAEHT tfs o7 fiz0k j Sthdhfdste n d hestsss fishisOadid 20 218 kv sjbc], Hsk™ 3 Asdn
OfnsHBe MshsOodiz0 8,31% s ofj GJjittyjdsezr - wOhatHEe. wadyjed) Hekd fHesdishdes o fewnd fis
LiEOydls ji a3 tshojedjds mettse d Sshdihdstern, ovfzoyde0jdra SsBYOkdj? o tsiiLz auvRr, Sobbtsj
LGOd jiz s YistoLds issddshs fetsdR kdtze.

sty jor j SsAWWdyd.idsT

ICOLOL i LO 2000 esH Worweskiw G tsSOLOs jAG g, SOS OS SsBHORw BrEo kSt SBEOLEo0%0 o jPj dj
o5hE0 o GSEiOLAGT 2 St SYjeOydshts H WS & dshsd.

~ d B IsC0n

1 sCkwatew 2003 2002 2001 2000
[SRsH G0 s jHidj OSkder 5% 5% 1% -
[SRsH G0 s jHEGAR CteHst T2 tistelW, ji- 5,3% 5,9% 1,2% -
s JHBAj tletsy ik j flsOacd tis Ste jHdlstsdlz istelsW jirts 16,4% 19,2% 19,6% 21%
ey st j HERSH T GO fts jHB? Ste jHelst™2 HistelsW jiz! 14% 21% 19% -
[SRsH G0 s jHEGAR OSydstjttr 2 Cotdsod 88% 79% 6% -
YllsOw tftetsy jistOw B0 4% 4% 12% -
YsOW ey jisEow tfledera ¢ LHjtoydstis? feds g 23% 23% 73% -
RLHJEX(Sd § JHfjtsOyofistitts? tfieds iz 63% 59% 93% -
StejHds T € 0Slsdo0ds 94% 77% 90% 5%
SOtdisOk ¢ OCkdo0ds 5% 5% 9% 98%
fSadHiT j 0Skdor ¢ fisetCytrds 0Skdo0d 3% 18% 4% 2%

RAISBYEAS: By jtSq TAS

v HOGE ™ j cOt0disddf

SEBYOLAW G ddsjls COSHR-tdBE o HOGGT R COL0M2.
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¢Clsdor
Tl Is jbd 1 tsCkWBEw 2003 2002 2001 2000
¢Csdor JBijds s BB rsev BIJB ooy JBIJE rsew

jE e j e jHiise0 140512 3,31% 331266 17,79% 16717 3,80% 762 1,93%
BT Wkonhse T2 kdLds, Gjsss 3 990 937 94,05% 1425093 76,52% 395640 89,85% 2052 5,18%

kb2 HSRSH 34863 082% 12748 068% 0  000% O  0,00%

Lddf 15462 -0,36% -1634 -0,09% 0  0,00% 0,00%
iBASBENSOW LOHSEY] jidshis 11582 027% 24178 131% 3668 0,83% 35368 89,35%
ko giisaydd 30000 071% 100 001% 0  000% 0  0,00%
jBOIs jtsqOE G j OSkdor 4262 0,10% 1778 010% 19  000% 25 0,06%
seGT j s jHise0, & jisksts 46298 1,09% 43150 2,32% 24162 549% 1296 3.27%
stsydj OSkdor 35 0,00% 12861 0,69% 132 003% 80 0,20%
Ds O G j OCkdor 275  0,01% 0,00% 0,00% 0,00%

RIss6ts 0Ckdotso
RisBYGAS: qEWstetoydw Sdtoddd

4243 302 100,00% 1 849 540 100,00% 440 338 100,00% 39 583 100,00%

It 0ottt fj 31 HJCOBEW 2002 cSHO fsotsCztkr j 0Sksdor SshkOndd o tesiid &0 129% o GO 1 sCkwaew 2003
6tsHO MshisOadizd 4 243 302 Isfy s jhke]. this 0Ckdotse tBENEsowjd o Shbsaksd 2o jedyjdkdjd LO2dEe d Wdkodhsetses
dLdie0, Stissterj otsLsshiezd &0 180% d fishisOodkzd %0 1 sCkwatew 2003 6sHO 3 990 937 Ivf) kide. vOSHJ
o Jedydizon- dr HEEW o fskesh jedd i hsostzyhrGd 0Ssdo0)d, st fot2hse aks HEW Wdkoghse - CshBY0kd?, d

fshisOadi 94,05%.

LBk jisdOdzAdz ™ j OSlscfo

1 joEOVOEAGOW fissaBkEhs! Gjkok jdot dGrR 0Skdetse fshisOotvk0 4 496 ki) ksjbej, GOVdht bt dLash GO 1
sCswBtew 2003 ¢sHO fishisOatwiz 234 5Ty ks jdc j, ShsOssYEOW 3 fissddsishiss &0 1 sSswBtew fishisOadt0 4 262 571 s jde.

Jhdsodr j fitc jHniso0
uOBEAYO 17. 19 jH iGdW s iy ils0ds shisek ™ - fis jHMiso
o Is jiej 1 jteotsiOyOd1 &OwW WOudhdzjdd 2 JMisOlssydzow
et Shasen TS fits jHise istscdtshis- dLash ffstsqfetsyis2

THOGAY df fytsstelz>] Joacf™ 35 894 1970 33924
FoNder d sestzHsa0Rd] 10 815 2372 8 443
desudd 4306 375 3931

RISEES 51015 4717 46 298

RNISEUEIS: qoWSEBOYY CsBYoRdd
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ste jHdlstz 2 HistelsW jdz-4
uOBEAYO 18. OMtfs jH. itz jkdj StejHdlsse tfs HOS O
urh Is jhe 1 CkWats+ 2003 2002 2001 2000
i (3 L resev  JBIJd resev  JBijd  rtew JBijd v
tiBsas 470531  11,79% 115433  8,10% 47477 12,00% 0 0%
OLBHET 2 624582 1565% 148210  10,40% 70028 17,70% 0 0%
esW a0 1023276 2564% 354848  24,90% 62907 1590% 0 0%
SBISHET 2 109352  2,74% 86 931 6,10% 44312  11,20% 0 0%
32 Hists 113343  2,84% 78380 550% 9891  2,50% 0 0%
HsOGHOEIG T2 135692  3,40% 220889  1550% 66863 16,90% 2052  100%
YOSt Hisds 34322  0,86% 5700 040% 4748  1,20% 0 0%
Qs 454967 11,40% 163886  11,50% 58159 14,70% 0 0%
ShiBEuned? 624582 1565% 128258  9,00% 25321  6,40% 0 0%
5| s 191565  4,80% 0 0,00% 0 0,00% 0 0%
SOLORMsOBNS? 0 0,00% 2850 0,20% 5935  1,50% 0 0%
o jlids 81016  2,03% 119708  8,40% 0 0,00% 0 0%
SteYisEosdoG 2 127710  3,20%
Afjes 3990937 100% 1425093  100% 395640 100% 2052 100%

RfIstyidS: diwisttoydw Ssdayodndd

1 HOGE] otejdw L "aud RYGLISO" HejHEOO s 12 ©OLEquB = YJoSilte Ehdsed? dislsjydkses CtiHdlssa0dhdw,
COMHT2 dL Cebistern tisLotdwjls fsHsBeOs+ BOShdi0dz G EHsBR J Ehdisodw HEW LOJEPACO. Isysd ydlejtels
Co et YistelsW jzw LOG®OJls HOSls "IesW inidsaod", 0 dBjehs 25,64% did 1 023 276 kri) kjkei o
EBdhodz 1 Gisd o0 jidd. 1Eoyds iz G2 Bl jd&i HOGhSES YOCjs0 dtsls judises Ste jHdksa0kdw flowLod ) kids, st
sted jdlsdistso0h G0 Shd jdibste, Stbsster J dizjesls LbOydsji+dar J b jSzPhdj HSRsHT, t0BsO=Mdj o Clztftrn CdyOkdwn,
s Jhist @0 Msydod-alzes COkjesteds GOdBSE OSksdotts HisCzifoshizs ¢ jHodbddshise. & Usdds >4 Mew0k d
shishdsjzés oristd? Bl j& - 11,4%, OS50 «Gddlst 2.

JoJL "aud RYBLJCO" Enkztojls 000 itejpso0kdw tis disksiuiard hodHsji hise0d o 1d L "srRs" d fOdksedishw
HEso jtedfls JzA & T a3 Etfe0adwshidds. 30 1 sCwatew 2003 ¢SHO © Hise jtedls jiz1dksd tfteOot jidd & JoL «aud RYtsl jO»
GORBHEsM+ 987 350 197,96 Ijhkcj, Csbtstrj ¢ ydhdwshw 40 BOZOHh] SskyOkdd. stjHdskr2 >J tfistlkW jd
CeByOkdd, HWskhdeto0ht 2 ¢0 1 sCkwatw 2003 6sHO, o Shbsaksd tejHisOodwW jis st dfiskjutd SteHds',
Clstste J Gz d3tseizls BY IS e JHOG Vp L «SRs», 9 9dHEz G jhstlse jishisodw Ists jBso0dkdwds, tejHdWokzW i = 1¢ L «SRS»
¢ difsbjutrd3 SteHdO0B. JHGOCE, tBd ji3* St jHdkte Yt jHO00jB R 1oL «SRS» BjrShBhus wOnkils o 0 HOGE 2
Bsdidils ke iBsodhdwd 1oL "sRs” bkHtekzjlottewslks fizjHzshd HoCjsy diiskjubtes CtjHdsta0kdw CtsjHdlsY:
TJBBeGSs, 1 ObisSHE 2, JesW ihdstod, elsOGHOESG 2, YOSt 2 His, Ghdiskr 2, stielfstOlsdotz ™2, AEsH ji 2.
WOdBBEjJ HiSABHEG Y & YOS 40 dtfiskjydissts StejHdkto0hdw wodweslsihiv fOSjis tjdsisils, wots? Hisds o YOt 2 Hisd,
5OS COC tfis Gdds tisdlzyotsishiw MO J orfsCdd tiesyjdisT, AW SsEyohdw d ¢ihdls sttejHitjddr J tedild, howLoddr j
fiy Ascfd3df 4O JlsOdzd].

u0Bazdy0 19. {ontte iHiwz jid ] e iHdiste His Missod iscO jadw

urh) Is jtc 1 5CkwBtew 2003 2002 2001 2000
Jeiig  rosev Jeiie rsev JBiJE rsev [BRidg rsev
I 1 Hs 3 2 ls 7982 020% 86931 6,10% 45103 11,40%
3 HEs 5tz jls 59864 1,50% 493082 34,60% 188720 47,70% 2052 100,00%
5 HEs 7 tzjls 630568 1580% 175286 12,30% 46290 11,70%
I 7HEs 10 @ jls 805770 20,19% 648417 4550% 115527 29,20%
worh j 10 & jls 2486753 62,31% 21376 1,50% - 0,00%
RIStsets 3990937 100% 1425093 100% 395640 100,00% 2052 100%

RISBYGAS: EWEEBEOYIW Shiyokdd
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I eSO iscOh jhdw Bitjj tstsodhr Sk jHdkisds bW it fshkooewesls CejHdlsT fis fessokd Bt 7 djs,
tflecfujds Hisw St jHalsse f) Bistzj Hiszed®Bd fesSOkd Wit o jidydo0zon. sy LO GOBL=HOj&r2 tjtsdsH
tefsE0 HEEW fits JHbIMEs G R StejHAsse.

UHEAEjhdj fessse StjHdlskses st jiv how ots ) seshstjtdjt Cstliejtydd G0 SOLORNSOUNSSH &rds
Cte jHCstso0hdW, d KOS SOS fiesS Sie jHsso0kAW Wolw jisiw sHidd dL CstCts jistrn WOoSkstsse, kis fistie jishiso jidts
60stzls o ftetsSef Ste jHAsts00GAw.

uOBEYO 20. TOMeH ik itkd.j St iHdsse tfis sqfod L0 jePdSse

T Is jie 1 sCWBEW 2003 2002 2001 2000
JBIJd resew  fB3Jdg Irtsizw dBij e JBIjd e
ALAUINSd Edyo 3523029 8828% 1215604 8530% 377045 953% 2052 100,00%
qHOunSdj ky® 467908  11,72% 209489  1470% 18595 47% 0  0,00%
o 3990937 100% 1425093  100% 395640 100% 2052 100%

RIIsEYRAS: EWEEBEOYIW SBYOkId

1 teOnttejHjtjkdd StejHdshses dstsWidw s sdfod LOjihdSse s joOddiektsls CtejHdis™ WdLdydnSdd ddyods,
Colssterj MshisOadizd 88,28% o Hekjosd dizd 3 523 029 Isvf) kjke o GsBdROzGEd o0 jidd. Gkt BB s B
MewLOGE f sid, ust SeBYOGAW fisOE0 dishw hkdLdis+ tdSd s g iHshis0adw jdsrd LO2E0M, 0 OS¢ COS tedhtd fs LORABOR
WdLdumSdd dzayods Lioydsji ds ddMd tdiSse s LO2R0d BtedHdydhSdds adyods, s fissise jishise jahts o HisdEW Lsdn
CejHdstso teOfisjls. 1 odHE Istsets yists, LOEsesords ddszh jfsotsds tis CtejHASOR BtedHuintdd edyOds oriszgojls o
shbsoksd CtBdtydntow bjHodMddbshisH, ColstOw dsyjls SCOLO MW Bikid CdCodHds?, yjds LOSEOHY 90 jds]
NdErj ts WdLdydfSdds ddyods, Hsdw dslsjut = StejHdste, o HOGEY 7 WdLdydhSdd ddyod, shisojishw didLd. jdkdas
orfi?. vOij HBABHY StwdHdydntdn &dy BJedd NsoBdiGY, yjds HERSHY WdLdudhtdm ddy, st wedw jishw
Histfsdddls jiz2d 7 d3 WOCkststsds tedhSo.

wOBEAYO 21. TOMYEiH ik ikd St iHdsse s WAChdsse0ts ™t tiesy_jdistk ™ ds fis0aS0d (BJL Zyjlso

Gt jHdstso f) fz0e0E P ddd is0atodd)

T IS i 1 &Ckwatew 2003 2002 2001 2000
i (2 L gl JBIJd Itsizw i (3 T resev  JBijds v
14,00% 971259  34,00%
15,00% 84 557 2,96% 7 111 0,50% 0% 0 0,00%
16,00% 442780  1550% 55467  3,90% 0% 0 0,00%
16,50% 108 552 3,80% 3129 0,22% 0% 0 0,00%
17,00% 272 524 9,54% 164980  11,60% 54 169 14% 0 0,00%
17,50% 268 524 9,40% 19 911 1,40% 0 0% 0 0,00%
18,00% 211 106 7,39% 193141  13,58% 0 0% 0 0,00%
18,50% 13 998 0,49% 0 0,00% 0
19,00% 244 529 8,56% 455260  32,01% 151206 39% 0 0,00%
20,00% 96 555 3,38% 107806  7,58% 27669 7% 0 0,00%
21,00% 79 986 2,80% 340200  23,92% 139125 36% 2052 100%
22,00% 62 275 2,18% 75237  529% 17 537 5% 0 0,00%
I jes 2856643  100% 1422243 100% 389705  100% 2052  100%

RiIsEYGAS: EWEEBEOYIW SiYOkId

1 ©Onie jH it ibdd St jHdsse Ui sy st d fis0as0d, GOdBszIPOW R YO GORSHASTY o HIOYOLSE] 16-18%. 70
0N MEOstedo0 jdrj YjedsHr tesdhmsHdEs hadbjbdd Hekd StjHdste f) orisSdhd HsOesOkd, uss dsys Bris
newLOGS f) Csblliejlydi? GO ©rac) dYssjubses SejHdsta0hdw, 0 KOS fisOBdEdLOYd? BOSEEACEHSHEINSE?
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foszOydd, usts ojHJls § Med>jkdt teditse tfis &jor O] dtfskjutrr StejHdlstse LO B ICORd. vOSHJ ety jdistr j
fsOetd stfte jHjdweskhw f jsoskoy0d g2 hizddis2 oLasho, Coyjhketd LOEesatsets dikzi jise0, HERSHOB LO jdPdto
d Hiskzeqdsq WOCks0dd dfiso.

T IS it 1 tsCsWBtew 2003 2002 2001 2000

dBIJB s B jB reev  Jeijs ey fBIJE @y
dazow
GJHadX da3shis- 3411054 8547% 1049865 73,67% 367470 92,88% 2 051 100,00%
SBiEyncow
GJHadX dashis- 579 883 14,53% 375 227 26,33% 28170 7,12% 0 0,00%

RIStSEES 3990 937 100% 1425 093 100% 395 640 100% 2 051 100%
RISBYGAS: dEWEEEOYIW Shiyokdd

0 1 sCkwetgw 2003 6SHO HEsEW Cte jHAfsso, 9V HOGRY = %O YdsBiejsihdd Mdis? dJHodXddbshisd, HishisOadid 85,47%.
stsgodkdw fudsOdl, usts StejHdlsY, 9¥HOO0JBY J O gyt Mydk+w, wekwskhw Bisizjd tedodzjcOjizrkrd3d, © odHE
Istsets, ists Usdf StedHdls™ dagjrls slashdlsjzdgs ¢dLsd] tedhtd 4t djor fizolsj sBWLOL jd+f)se.

uOBEYO 23. SEONHAWISOYDW MijZHIEES YW jkw

urh Is jhe 1 sCkWBEW 2003 2002 2001 2000
JBIJ% Irsezw JBIJ% resew  Jfeijf rsev JBijl v
SOGHOEISG T2 3936 358 98,63% 1363023,00 96% 395640 100% 2052 100%
sdtaclls joz4cz 2 44 203 1,11%
sdtafls jzAcz T2 1 0,00%  62070,00 4% 0 0%
dls jizdr2 2 39 766 1,00%
dsjiar2 3 0,00%
sdstals jiAGr2 4 4 437 0,11%
st jiGr2 5 0,00%
JLBOH BT 10 376 0,26%
hjets 3990937  100,00% 1425093,00 100% 395640 100% 2052 100%

RNISEYEAS: dBWSEEOYA™ CdsiORdd

10 teOMihkOLtedo0 il J Y jtedsHT SkOhhdWdSOydw inzHbses tistssW jdw Sadstfoddd Hte0Sisdydhtd dd dLdikdeon+ d ¢o
1 sCwatew 2003 6SHO HisEW flsOEHOEsE - StejHdsse fshisOadz0 98,63% dizd 3 936 358 kri) lsjie]. Oher2 Wollk
s Wi jishw Isjd3, ysts SsdsyOkdw tistsotsHdls Sz Cis jHdisilzes tfiskdlsdtlz o slstsh jedd StejHdbkse, s Selststerds did
dhtfskgwesikhv sBWLOLjEs00. I difiskjukrd StejHdsOd, ds Ssbtterds &d fesdLosHwishiv o ko, LOjiPdtk
orfsOQadw jisiiv  kte jBso0hkdj s desHOM] LOdsesoses ddszh ifise0, ddes HesdLosHdshv 4tk jlzhlsztto tios
Ists jBSO0GI2 ted-Ldzls jtehCdds Ssdstfodkdwds tishisjHmisotsds tesHOMd difislsjydses HodHls Jdz-+ise0.

ur) Is jheg 1 sCkwatgw 2003 2002 2001 2000

WOoudh it r j tesodLdd 15 462 1634 0 0
RAISEUEAS dEWSEEOYd™ SsdYOBdd

V8 iz jtdj 581 jB0 GOV idt TR fesodLd? GO fizHET 2 HistsW ji, Srlsster? 40 1 sCswatew 2003 ¢sHO fssOadd
15 462 s7f) s jiej , wozw st tftewds s fiz jfisodjds ke jezdu it sBP jots 5B j&O ffjzHises fstelsW jaw.
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esodLdd Ssbiserj GOydhkvjls SshyOtdY GO MizHET? UsEbWit stisjHjewskiv st jtdis W OydskoL ks
20680 TihyekdSq SOLORMsOL. A Shsej WOCksese, HejHjEvshdn tesedidd ¢ >0 SOyjfsels LOksdsots
sBdMYdudtdw, teshiesyld s 0l j>0ds, WdkoEhsetsd fistisydedj LoJBhdLo.

stejHdso T j-H_jBdltso © j Bt Hfis Ste jHAszsBE istlsW, jdes

uOBIZAYO 25.YtctsodLdd

uv I jie 1 sCwaew 2003 2002 2001 2000
HOZAHE GOYOEZGises BOOGNHO 1425 093 395640 2052 0
rieds 11335283 1557230 511363 2052
stejHds 8 769 439 527777 117775 0
HOEHES S jutisets OGN0 3990 937 1425093 395640 2052
R&o jmisdydd

CHOEhse jhtr i o jhsdudwasd, o GO HOGETY dsBss owOHjJs CssyOhdw, Wedwskiw ey jddy o
lzhlsOats? SOYdsOE v L "rsd fjtedh” d fshisOadid 30 000 ki kjke. Shtsetrdd odHO] HiWsjE dshsd uLL
"I wjadh” WokWskiw o jHitdj fistsdsitiGrn w0Bss, CSHhzEkOydd o Wit fistsdsjt o0, HOYO o Ot jkHE
Co0telsd.

domnde

JBWLO jiz4lso0

) Isjtc] 1 sCWBEW 2003 2002 2001 2000

JBijds ey fBIJd rsev fBIJd s JBIJE @Y
il jHise BOGSED d WEOkfse ™R Ly j>HjGd2 3 559 506 88,74%1 267 251 72% 375912 94% 0 0,00%

Otseso T j SBWLOK jkfiso 1844 005% 643 0% 0 0% 23 267%
IHOSSENCOW LOHSEY jhdshis 40158 1,00% 474761 27% 1257 0% 821 97,33%
(et j thetsy jis ™ 23852 059% 11915 1% 22045 6% 0  0,00%

wZBSEHAhtEs0GE T2 Histe 385994 9,62% 0 0% 0 0% 0 000%

RIS 5BWLOK jdzf)lso 4011354 100% 1754 570100% 399 214 100% 844 100,00%

RISBYGAS: dEWEEBEOYdW Shyoskdd

JBWLO jilse0 SEBYOGA] o Shisetsd flejHisOot sl LOHSEY jelishst tjbjH BOBSORA Yt judhkittrad o fkks]
StejHASGY j &dbdd (d. dief>ig), HEEW SR G0 1 sSwatew 2003 csHO fishisOadt0 88,74% did 3 559 506 ksrf) ks jc .
Ste jHOSSENCOW LOHSE jhbishis? GO 31 HSOBEW 2002 ¢HO, fshisOakwonow 474 761 ki s jiel, diejHhsOodw jis fsas2
5BWLOk iz flso0 1ffs Histz jotsslz yomisds o tiets jSk s WtOkhdese0hdss fistesds jiflso0, Selsster j B id isdbishis
tscOP jar 0 1 sSkwetew 2003 6sHO, O isOoNOWW LOHISE jhshst fejHis0okwjl fisBE? SBWLOLjE o0 tffs
LOWOBISkEGS2 Y0l j, SSOLOGET s k0 o 5. H.

Isikzesor j sBWLOL jiz4iso0

wisaOnEs bt JRstettt jhl Hiscsottel 5 fizetEHdkdEs0Gdd HERO d GjsuzyHibdd 0SydR, LOSEE=Y jhass 27 oW
2003 ¢. Bj>jHEz dL «106S vle0hdE jd», JoL «avd RYESSO» d roLsyj2Meds 106Ssd TiSsEnseSydd d toLodsd,
b «A06S UleO0GE jhB» Yt jHOls HieOots s jddszP jhise jsets kst jBtso0td™ dijfisttjtdw sBwLOk jifike ¢ L L «aud
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RYSEJCO» s 4 jbjeOttshl StejHdsks®BE Nisz0h jads —40-10-1(d) s 22/01/2003 ¢. oty j2MSdhz A0kSE
tSshhistezSydd d toLedsdw d 0Sydsttsd LbL «avd Rtk jSO» HEEMIE Bt L «a06E uizteOkddzjdk». 3O 1
sCkwatew 2003 6SHO fzBkO MEzBSEHAGEE0kHSH HERO BrEO ©0ok0 385 994 kri). kjtcj did 9,62% &k ofj
SBWLOK jdz-f)lso StsdstfOddd.
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StedHdlst* J dzcfdedcf
uOBEZAYO 27.ste jHdlst:* j dzdddd
1 jcotsGOyOL oW
e jrfstte flzds0 StejHsBE U jSEPOW fizskd oS uk00S0  TiSodLds™ StejHdsbses
Sted kdtdd sBWLOL jzfse  HiscON jidw Hiecdfodziyiddw setzOh jdaw
oL A0S Lt jEe0E G j Cte jHalstsj
SREORE i 9500 000 USD 9500000 USD 3 ¢sHO 15%  fsetob jadj —40-10-2 (d)
J &ls 17/02/2003 ¢.
oL a0k LG Je0E G5 St jHOSES]
«A hj 1P
; 2500000 USD  2500000USD 3 68HO 15%  NseEOnad] —40-10-10(R)
ulze0hdzjd» ° 5502/08/2003 ¢
oL a0k LG JE0E G5 St jHOSES]
«A hj 1
; 2500000 USD 2500000 USD 3 GSHO 15% fisetOjied —40-10-1(d) &6
ulzteOk jdi» ° 22/01/2003 G.
b <068 b0t SlojHeshis g
«A hi g
; 7500000 USD 7500 000 USD 3 ¢BHO 15% fiseON Jsdd —40-10-3 (R)
uls0GPE jd5» ° &k 07/05/2003 €.
rsesatsts BORSSomSsets
SO« jd5iteBOB» 2400000 USD 2400000USD 1 ¢&H 13,5% L0240 —120/03 Sl
20/09/2003 ¢.
CosY2MSd2 40GS . . -
LiSsthsELSydd 5000000 USD 3000000USD 7 djs 9,39  StdHdsisd iscOndedy
ToLodsq” 28270 s 27/05/2003 ¢.

RISEYRAS: EWEEEOYIW SEBYOkId

dSydstzjtetz ™2 COYcfsOdz

LsOah 2 COYdis0E sthBYOhRdd %O 01 fjdswatew 2003 6sHO fishisOadzwiz 40 000 s f) s jdej
VY JHdls Jlzwdsd tfisddishist e difsik e sBWLOkjifiso0 tis sYiz0lk] 0Syd2.

JBMjJ Stsdzofy jfysets OSyd2 — 400 000 HiskS, wsddioz — 100 Isjde]

staifokdj2 ¢J o fzOydeOddh+ HdodH j&H Y tfis OSydwds

sOBIzdY0 28. pSydistzjtedz ™2 SOYdIsOw

i) Is jke 1 sCkwatew 2003 2002 2001 2000

uitsBiso jit 2 COYdsod
LRsOatk T2 OO 40 000 40 000 40 000 40 000
TdLdtotr?2 otdlsod 48 667 1124 0
W60 tfts jH jiz k0w eds iz flesNara ¢k 53 846 1124 -1 261
WO tfts jH jz jtkOw tfieds iz sy jlstises f_jtssHO 143 281

RIstsets ftsBiyse jadisets COYds0k0 231948 94 970 41124 38 739

RNISEYEAS: dBWSEEOYd™ SdsOGdd
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VL.

g9 JHJ&dW 5 o izl COJdi3 ¥ - SBAZdcOYdWa

vijksedw o rfizhCo sBdZdcOYd2

dIBhdj HOGGY j &5 otz tsBAZdeOyd2

= =4 —a —a A

JBPd? 5Bl j& o tfiziCO oy isd3cfiz0dz-G0v Mistsddtshys+ sBizdcOyd?:

JBMd2 tsBi j&g o tfizi€O 500.000.000 (IWis+ytsls ddzdzdftstse) Isjiej;

WBBJEOE GOV hissddshst HES?2 sBEJEOYdd 10.000 (I dhwis sriwy) ks jde .

BN JJ Ssdzdyjhisets ortfizhCo jdi = sBEzde0yd2: 50.000 (IwWisHjfwis srijwy) hisze

AdH o izhCO YR sBEdEOYd?: disjhk d, Stttk j; sdif Crysto — j>1JSo0uksOn- G2 (SHd®k ©BOL o bsted
BJMWyo, di Oy k0 otejd3Jhis? BOLY, ©0akis2 360 HEJ? o cHiz d 30 HEJ2 © BBJMnvyd );

Ctets$ tsBts0P jhadw: fjds+ dzjls i) HOl™ &OYOO sBKOP jdadw, HOKO GBOYOLO SBEEOF jhdw - fj HOLY old= jhdw o
sWoydod- &2 fYdisS yjesrn B2R0E 3¢ L "sOLORNSOGNCOW WiskHESa0W Bdte0" tis SO jostedd "1".

wifisise T sBJijuitdw dijtfste jkdv sBWLOkjz-fse s sBEdcoydwds

1

JBdeoydd sBJhtjyjtr 10usest 40 sBMES hddl ¢j Bt 125% s 58I jB0 or i sBidOyd? o
fistsise jishisod . f Heshf jelstscs.

"o jHJhdW 5 GLOBjtejhdd Addlsjts0 dedyddtesetls! ofd=yjkd] sBhdeOyd?2 o fydhsS yidkrn BkdOE,
oL jhjatn ¢ sBLON jhds o bitises? fdhsjkd SteOkdLOkst0 kitese ) yjekrdid BzEOOSd, f
ZCOLOGI 3 the jHtfsdz060 jo3s2 SOk jetstedd dzofiscfize® Asdm sBEdEOYd?;

Gl jdls diedyddistzls oSty jid] sBEdcOYd? o sWdydod1dr2 hfdhsS SOk jestedd “A” b L "sOLORNSOEICOW
WisgHEo0W Bdte>0";

wietsC 0L P jhdw sBEdeOydR: fijd ddls fij HOY GOYOEO B0 jhadw.

1oLkt fisOald Sktftshbitsets MSLEOeONH kAW s sBhEOYdWEG GO HOSE GOYOEO BON jhdw sBEIEOYd?
fishis0adzv jls 10% esHo Y R. GCddisjdls di3dls teOots SHAEG 0L 8 COMHE] tsdzesHA ] (SOMHT j P jhis? Bifiwyde,
f) HOLT GOYOELO tBEEOM jhdw SBEAEOYd2), dLdidwis+ fisOatl Crthhses ABLEOcONHIGIW s SBEIEOYIWE.
50080 Chtfshhisets ISLEOCEOMHIGIY &0 SHEGEZ tSBRJeOYdE HEEMEO NshsOodwWst ¢j Gjkdd 5% (Iwk+
tesy jdistse) esHESO - 8 s ju jhdj ofjets 4 jtedsHO sBtsO jhdw sBhdeOyd2.

rev shizh jhsedjadw ovh jsydhodases dudidjhady fisOetd Sktfishhses AsLaOsOMHjGdW s tBEdeOydwves,
Gizdisjls LO 30 (utedHYOL4) SOEZJGHOLEZY A HBJ2 HE SCsGUORIY COMHEES YodizesHdw  HzBkdlizjls o
teJzBEdCOENCER OLjls) «SOLORMSOHMSOW fic0oHO» tBIWeakjkdj BB dLdB3jijidd fMisOetd Skshuscs
A5LB0ets03HIGdY tis sBRde0ydwds ) ZSOLOG j&3 tisets2 fsOatd.

A HOGGSd MEzyoj rdeokjed tSBhdcOyd?, &J hsckonGrj 0 duiededid MsCetd  Skytdbscs
A6LE06tOMHjGdW i sBEACOYdWd, otfte0o] o sjuidkdd 10 (rdfwisd) SOk jhHOEE - HEJ2, f) HOY HzBkdSOydd
CdsdlsJastsey sBIwadzjidw B dLdjhjidd hisOeld Cethdsets dsLk0stOMHJkdw tfis sBEdcOydwd, GOtsOadls-
Chdlsjtb ottt kojHsBEitdj & kOSsH Gjisondd. 1 fizyej tseyjedy  Cddljdssd
ovh jrCoL0Gh - i d it n ko jHsdBdjkd? sl 1it0kitzj? sBkdeoyd?, Chdsids ¢Otfis0adwW jls HOMGE Y d3
rdeosjiwds tBdeOyd? Ydrddhbsy odutshizdhdd f ECOLOGdJds HOY  Yitejudhziddy tehj2
BSBAEOLGS? fissddshsd SBEAOYAR, HledtOHEjHOPdR KOSl |jexosjivd sBzdOyd?, Itk jMusky
0cjdisz. A7 jzCOLOGARS2 HOER t jt judidjedw BzHjls HOO o fizOlsT BzdM02 jets Skztfsddisets

Y jHisOodls jizjds 1Ok jdzw sBEzdeOyd?, st jis+ see0ndLoydd?, Hi2hisokzs j2 o disjisdhon 1JteX0kidzj?
sBEdcOYd? %0 shkso0kdd Histsesk0, LOSEESY jhhses f) Chdlsjdkstd, o fisyghing sBteOn jedw sBdcOyd? &0
olsstedfusd GraS) Yjtern BEd0:, ovyrOsr ASLEOMONHjEAW ts sBEAOYdWE o oR  HisE0h jhaw.
1 jeosuOyOE- G & e jHijsOodls jijd Iitex0bjti? sBEdcOydR Wodw jisiv [sStrists j 0Sydist jets 5B jijsots
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Q068 AjtistestjHds” (odH s ji et & sf. tjedhsoydd — 3890-1900-¢pf, orHOGS «30» dEstw 20016
Fdtedils jtehisotsds =hiscydd tdmtfizekdtd sOLORMSOR).
sbhktesit, LO fshisswhadjdi 10ksc0 shizh ghsedw jishw e jHhsOodsjizjds 1itexOjizj? tBRdOYdR. & Akt
ydis  Cldsidls LOCEEYO s f) GpEHEEMCE2 CehByORdi? d MejHhsOodsjijd Iitex0kizi? sBEdcOYd?
nsezON jiidj, e jHENBOBEdo0= jj HistewHES shizf jijsodjhdw Stdistetsizw. - fisiskejisiisodd ) HOGGT G
hscz0b jheddds, okHdsEnCOwW Cokyonmdw & @b Hekm OL o ¢SH (9 BWLOJjE ds stwHS]) d|
HEstfskhds ji-GE (s bt jBsa0kds dteX 0k jiv sBhdeOyd2), JMJ sHAG 0L @ 6sH, dL e jHishisOod jhdksets
Gt Mfdnto [esotkse, tisosHds fetyjHiter tis shizh nsekz jkds Sshitsew 20 (HOOHYOL)
filzy02hs o BEOLE Y A [istatstese. &w Astsets, GpzHstehSOW CdztOddw:
- tsiizyols sl Cd3disjaiso StejHlsGd HishA J s 0 W BOGE ™3 [Sesotse0d;
- fModtwils dawsthoyds, nsHieX0PEshwv o CjHdsGsR HEhj s ovBEOGGY ¢ raesotE0d d
JsHjzGsE ikt RYSsjueTR hodHisik e, ) diASHES? HESEEGSOY R, ojHEZM jiw
G B3ofls jaaistsas;
- dLyojls HisSka jisoydts, COnoEsPizEshw sWistsdi jkdw J0diseo;
- dLyojls HECEEjEsOyds HEW orwhik jadw WOCkO tistsejHikdw tesyjHitr s tyjel) RYBkJyEEes
BOGSofCEes LO2BO (SteHAsO) o Jjots tHoBEjkd: o hstkojshsedd f) StjHdkis?  tisdzdlsdSs?
G Bofls jdils0;
- feajewjls fizOkixd ts o BEOGGT ¢ rsetoOd3, HEZW IsB6E YstB Y EHESHsEo jtsdls+ W, st [Eesotstr
ConmdWdydize=kinw o fstkedishisodd 1) btsisaOhkdwdd 3 OYdstoz- Gt BOKBCO tihtfzeddSd
SOLOAMOd.
OEHSBenCOw  sshiohdw Hlsojtewjls ssydshist d tsOadddgshst OtedWilsdyits? ok Ceawydd tfis fydhtk
Isesottese, 9V HOGGRT J tts Cslssteds RYBjud ™ J hadH b jeiso0 fishisOadwesls Izd RYfskjus - hodHkjzise.
Cdzds jdals dzjfils tslsolshise jddshist LO tisHesktatk YdnSo [iscsottete. wfdist Hisk it fisHjtex 0+ fik jHEzs s
dewWisteOydss:
- woddddw, div, syjfisets 10jd3MdCo;
- k0 H ooyttt LO2GO;
- flzdsts0 kS jots LORO (Shtsens? HEkE d o5LGOCEOMNHGd]); iSkP jis L0k
- HOLO LOSEZ=yjdkdW riesatst0;
- fiesC Ysc0h jodw LORd30/o v CizO GjHod M da3shisd);
- ©OLBJts osLBOCLONHJGIW tfis Cte jHdkE®E HiseSoBs!;
- zBKO, orfEOyde0jkow jxjBjhvyks s Rk jubskl BOGSoNSEdE LOdE (St jHdsk) (Shisoks2
HEsEe d osLiOcteOMH jdd d);hedh0 Yiz0k 32, o fioyde0 jkow ts Rtk judstlz BOGSsonSshEz LO2dstE
(StegHdfsz) o Isjujdd] YiizesHO.
oldiise  HEjG  MSHJEMO0L!  quWEkhOyds kst shshdsjeigs S jHdsss,  SEOmhdWdydszjira  <og
MisOkHOtEsG Y J o Mistlse Jishisodd fi st jBso0dkdwWdsd 3 Oydsiodzrdisets 406%$0 tinhtzeddtd sOLORMNSOE.
ey jHzisr s shizh hsodzjedy Csdbesiw stfejHjijdbses Sshduihised hizydks ovBkOGE  » [etotkse
wowEsSiW  HishsOlsyhs?  €OL0msdj? diffstijhdw sBWLO jzfise Chdlsjesd o kjujkdi hzjHzshdR hisd
Biwyje. (LBShHEs00GA] HEHsOksYEShisd 8 " BStSd dLiztsy jéts o edisyjidd — 1 ¢ GORsswh jhiz et jChk).
Cdydlsjals sBWLEZjisw sBiffjudis! fisjHshisOod jkdj ¢zHdEENCE Citfoddd ofj? dawsktBoydd, disBrsHIRBER
HEW ttetso jH Jddw Csdistetst LO ytshistswizd jds ) OdztscO.
Cholsitls G jnjls ko jshsojishst LO HEhiste jehshs  duWisteoydd, fejHshsOadw jds? s st jBtso0ndt
OEHstenCs2 CsiyOkdd. afdhst sesotstse tis jHishisOadw jisiv dpHsstehCs2 CsiyOkdd LO 14 (yjlsTtekzOHYOkA)
HEJ2 HE GOYOLO GEHASEENSE? CEBYOHA? fesyjHier Sshstszy L0 0usest. GzHASEENOW SRy
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o jHshisOadwW jis slyjls 5 tejLiziz00n Sadiktsey o kjyjadj 30 (StedHyokd) HEJ? s BCsRyOndd SOMHIES
YisizzesHIW.

dheh st jigr2 dzHEehCE? Sodstfokdj? Sttt e JHEOLEOY G dhSesydsji dgs HEY ko jHisdBziddw
Cdydls jizs0 d Mg jHhsOodijdw | jtexOkjizj? sBEdeOyd? 5 fshisswidd 10dse0. Jsyds s tjLkzdsok0d St
& Bl dintfsiz2 Lo+ W o COSdR-kdBE Hiszedn yJdzwWn.

dhezh dhsedw jir2 okHdsEhCE? Sshfokdj2 Coditest! st jH e jdbses  Sddydhlse0 fdzy02dks o BteOk: -
Isesotstese & j WodW jishiw OzHdstse, tfesosHR T d o fistske jishisodd ) GiMHEGOSHE Y dd fisOkHOESOR OkzHSO, o
&d Mizz>dls 9" t60> jhd &3 COSdR-zdBE ¢Ots0disd.

OzHdsstnCs? CEBYOGIJ2 Wodw jishv Cedtohkdw Cedkhls AkH Cde, cshizHOse Jhk0w kdyjhrdw — 0000007 sis 21
sCwateW 1999 6sHO &0 COLORd] OkHdksthtdn Ehdkze o tihyzBidS) sOLORMSOE ovHOZO Fdhdhsiehisosd
NJEothse tihtzeddtd sOLORMNSOE d 4shzHOENse koW ddyjdidw — 10 sl 18 Oackf)sO 1997 esHO &0 sCOLOG ]
OkzHdbtehSdn Zhdkze BOGSSoMSdd ZutejyHiRdWE o T ihtfzBzdS) sOLOANSO% ovHOKGO 3 OydskOz Gy d A0kSsd
TdhtfzeizdSd sOLORMSOR, Sl j HO®IS HisOots CsdkifOkdd %0 SCOLOGA OzHdsnCdR iz %0 ofj2 kjtstedisttedd
tdhtizBddSd sOLORMSOE BJL BeteOkdyjtdw fisto Hj2Mhisodw, O OS] &0 sz jhisodz jddw OzHkSthCE2 tiese jteCd
BOGCSoMSER HJW jdz- ditsfisd.

ABLGO6EOMH JBdW Hfis tBIZdcOydWds.

T 1 HOBZz ortizOkr BEdqO2N jos Chthbses ASLBOGONHIBAW tis SBRdcOydwl Ghdsjds orizyojs L
rde0kjj? tBdeOyd?, ¢Jj fsezonG = 0 dikjhjedid nsOetd Srishusets ASLBOsteOHIGdW  His
sBEdcOydwa, YediEoHZi»OMd] di sBlzdeOydd, tizsjd Y jtjosHO IOk iMbsdlz O jdisl sBF j2 tskdkod ks
nlssddshisd sBEdcOYd?, flediOHEjMOPdR FittxOsjivd sBEdOyd?, & NsonG R f dLiititdis nsoesd
Crsihses IsLG0steOHIGW tts sBEzdeOydwd, i BHESoL B jGEE2 o okt Usdl X 0kjdwd sBEdeOyd2
ItsLBOcteOMH jiedW tfs HedBOHEZMOP Al dis sBddeOydwd, dijfrsHY dL fistaSd Sktfistdisets IsLiOcteOMH jhdw tfis
sBhdcOydwdy, HJ2Msokz=h 2 HE ovCz0 sBEdeOyd?  ZCOLOGGYR ovhj rJtex0kjizj? tehdeOyd?, 0
IZOL B2 Ocjdls tsOmttejHjiwils fahkzfdehizs s RSB0 HiGIMGZE heddlz GJMHE rdex0sidwdd
sBEdcOyd?, Yesystydsiot gt YedtOHZIMONdd di sBRdeoydwd, YEsjd titjudhciedy disBrsHIBY A
HJGJ G S flzdss GO Oyt j fyjko orh jroL0nt  n rjEx0kjtj? tekdeoyd?. Ishij LOydhtjtdy &o
il rexosjev sBdeOyd?, Gihscrontses f) diBjejidid his0eSd Skfshses ASLEOMONHjGAY s
sBEdcOydWd, HIBJHER hzgkr, toohs? BN j2 GeBdRoz Gs2 hissdhshisd tBhdcOyd? HedizOHZi»0MdR
5OSE®E [iteXOs s SBEdEOyd?, COMHT KOS ity 0k ik sBEdEOyd? GOtOakwjls Ticdhistkosstz fdtoL
%0 YOG f) jos fujs® edOHEMOPdR jdkz sBEOYd2, 0 Chdsjds o Asts Yj Hjt! GOHeOomw jis
tdedhisteOlsstelz fiedSOL %O LOydizjidd &0 fujs G&BdsjelsO Cskdyihkse0 tBRdeOyd?, HedEOHEZXM0P jot
rjexobjbvd  tBhdeoyd?, Gihsezonerd f digjejedis hsOeSd Crtsthses  ASLGOEONHGIW s
sBEdecOydwas.

1 rdexobjtd sedeoyd?, Ginseontgrj i dLdititdid hsoosd Sktthtssts ASLEOsONH G s SBddOydwi,
W o Hisdtjhdw 5 5Ot ¢ jisezondd ¢j BYdd fisyjtr Chdsjdstt o orh jZSoL0nkT 2 s, kjewesks
flosd 00 #O orly Cdidsjhssd YedhOHZIMONdR df tBEOYIR o tstwWHS], LisOksol jhdisds
et jSstss.  [BdeOydd, ovSetfzjahrj ChBdsjhsst L pitMOsjej? sBdOyd?, ©j nsonGra f
dLdz i jed ds MisOatd Setshases dsLE0stOMHjkdw s tsBZdeOydwd, o o h jsfdhOudsd tsteWHE], dsetls BT is-
YesHOG ™ G B3ddistsds Hiskzedds dzdyOds.

1 WJBBABHIROW Hsidkdls e GOw daWistioydw s o tfizhtlz sBkdcOyd? G didlsjdlso:

1 Atk ortfizhc0 sBhdeOYd2: BLHESEE jdisOtekow;
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RGo_jflsqydstt 2 & jdst0gHrd aud RYsk SO

1 uhized dOESjs—dBj26je0 fsthyjis shzh jikodwst ¢ "sE0bedjd S sedsd’ (dodH kit ket
¢EhizHOEMs jhts? tjedilseOydd — 56302-1910-¢ [, orHOGS 27 desew 2003¢. vsOotjidjd Shisdydd ¢.
GEBOsT. yshzHOEN s jaGOw ddyjtLdy Y Oydshor as? Sskdiidd Tiftzekdsd SOLORNSOE s yjhbrd
BEGOOn GO ShizP jfisot jtd BEsCiEhis2 d HOEENSE HiWs e gshsd GO 6T tSj yjtt s BzkOC f 0ot
o JHjBd™ iy jisse St jisse o SOYjiie j GisBUBOCGES Hjex0kj&w sl 21 Oackzilsd 2003 ¢sHO —0401200605.

1 JdJHjedi TJdNse0  riexokjej? sBhdioyd? Uty  Tjediseokser  u L Tdedhiste-Ajdste”
(dodHjbjk flsots 5 eshzHOLhso jidis? e jedisOydd —  33231-1910-uff, orHOGS 25.07.2002¢.
Ity jiehisosts Shiscydd Tiftzakdsd SOLORMSOk. 4shlzHOERse jitow ddyjiLd™ 2 OydstOz Gises BOGLO
TihtzekdSq SOLORNKOG GO ShizP jhketjkd HivsjEiGshsd s ojHjkds ©jJist0 Hjex0sjij? yjekra
BEGOC Sls 29 HJCOBEW 2001 ¢5HO — 0406200212);

roGkY j 5 HistewHS j tscoh jdw o v tfizhCo

T CttsCd ortfzOsr ey idiste: orfz0s0 MsLEOcteOMHIEIY ts sBRAEOYIWE BEHJS tfissdLosHds v o s jde
J1JSo0telsodz G L ofujko otsjd3jhks? BOLY 360 HEJ2 o 6sHEz d 30 HEJ2 o djfwyd, gt dhsjujddd btejn
Bdhwyde f) HOLY YehkjHij? ovydolsy s aOcteOMHjadw ft tsBEdeOydwd, o bjujkdj ofjets ftesCO
sBON jhdw  BEJOYd?, o Mtskojshisodd f @Ohsswhdd  Heshyjohsd. Iitoduiow  ov fizoko
IsLBOGteOMH jkdW tfis sBhRJcOydWd BRHJS tftesdLotsHds v tfis dilsjuikdd btejn ¢dfiwyje fj HOY &OyOEO
B0 jidw sBRdeOYdR. WO skl jbd] Cetfishdisets IsLi0cteOxHjGdY s tBhdcOydwd dijsl et ddyo,
Lot Jodfistedteso0tkr J © Tddhsted rdexObjej? sBizdeOydd ts hshsswhads 0 GOyOds fshijHddcs HEw
tjteqsHO, LO St shizf jisokvesksiw Asd o T 0l

1 ufizsed™ tissejHjhdw koe0Mj2, tELreETh? (nkd st tejHndgsseits): sdeoxd d esLresrhd ¢
e JHizhdstsists oz ;

1 ufizsed” Y0P jhdw  sBRA:OYTR: SBEAOYAd BEHES HsOPOsIw s W SHIEOEEGE?  hssddshisd,
SHEGSOtE JBjGhs f) ortfzoks? sk jHijds Skshnses MsLiOcs0sHGAw, Yisjk YitjosHO Hjkjs GO fyujso
rde0kjj? sBEzdeOyd?, LOEjedhstdbso0ht = o tddhkted rdteX0kjizi? tBkdeOydd ts fshkswkds @O
GOWOWS HshijHijes HEY YjedsHO, LO Ssskr? hzh jhlsodweskiv Asd or ko, ASLGOCEONHIG] 1t
sBEAEOydWE o W SBAEOEIGOW fissdhkshs sBEdiOYd? ttd dr tisOb jidd or fzoyde0jsiw o kjyjtdj 10
(Hdhwisd) teOBtSYdn HEJR, MEjHzEsPdR L0 HOLS2 StiejHiziddw Ctekc0 ddy, SBEOHO=NJGR Hidetd ¢O
tfistzizy ol j ASLEOGEONH jkAW tis sBhdeOydwd dy B0t fistddshisd ted on Hseoh jadd.

Jifists d YstewHisS ditfisizd jidw sBWLOk jizfise Cd3dls jdiso
sty disdd jhdv sBWLOk jifise Shdls B0 tis orfeols] IsLEOONH G Ut sBEdcOydvd d s o tios]
WBBdEOEGs? Hssdishsd sBEdOyd?, ted dn 0P jadd, Wodw i B it GOREMHIGAW D0k j>hkses 06 k0.
AT o0 IsLEOcE0NHjBAY tis SBEdEOydWE d fizdd fscoh jadw sBdoyd? fesdLosHdsihv Cddsjdissd s jd
1.jte otz jled s fizcgds %O Ty ls AcBcfls jdrksO, slsSieTlsT2 &z AzOls jyatsets e jdais®

R sz Lso0&dJ fts jHmiso o ¥ HizhSo

e jHiso0, Yistizy Gk j S ©OLdIP jhdw sBROyd?, BEHES dhfiszILEo0GT HEW 6 jWdkoGhdese0hd Hiesyk* A
LO2dstso Adscfls a0, sty jias R HEZW & HOYC dtiss ju R LOdsEe.
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TOMls s jHfst060 jhts2 e izd: fits jHEww 50080 fts dfisls jutd3 LO2EO A3l jtrisO TshisOoi jis istewHSO 16-
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PENSION & INSURANCE ATTACHMENTS



DRAFT

January 29, 2004

To: Anvar Saidenov and Bolat Zhamishev

From: Sally Merrill and Douglas Whiteley, The Urban Institute and David Lucterhand and Steve
Moody, The Pragma Corporation

cc. Arman Mekishev and Gulfairus Shaikakova, Guarantee Fund for Mortgage Credit

Re: Mortgage Guarantee Insurance Regulation, Banking Regulation, and Loan Purchases by the
Kazakhstan Mortgage Company of Loans with “Downpayment” Insurance

Dear Mr. Saidenov and Mr. Zhamishev,

This note constitutes a brief clarification to the attached memorandum of January 26, 2004 to Mr.
Zhamishev. As discussed therein, we are increasingly concerned with the risk implications
stemming from the provision of mortgage guarantee insurance by insurance companies in
Kazakhstan that do not conform to appropriate international standards for credit guarantee
insurance. The regulatory framework which has been proposed for mortgage guarantee
insurance is based on international best practice for an industry known to face a potential for high
risk. Internationally, mortgage insurance companies are conservatively capitalized; subject to
conservative risk-to-capital parameters; are at “arms length” from lenders; are nearly universally
monoline, that is, offering only the Ml product; and have premiums actuarially priced to address
long-term economic changes in the market.

In contrast, a number of insurers in Kazakhstan are offering a form of mortgage guarantee
insurance (which we have noted as “downpayment” insurance), in some cases in combination
with life and property insurance, at what appears to be extremely low rates. In the long-term, the
expected volatility in the housing market, or especially a more serous downturn, could result in
serious consequences for these companies and their parent companies, some of which are
banks. Thus, we suggest that the regulatory framework be reviewed. In addition, it is not
advisable for the Kazakhstan Mortgage Company to purchase or encourage high LTV loans
guaranteed in this manner since it places an added risk on the banks’ balance sheets which has
not been appropriately capitalized.

In many countries worldwide, both public and private insurance companies provide mortgage
guarantee insurance. This approach could also be welcome and beneficial in Kazakhstan.
However, it would be advisable for the Kazakhstan insurance companies to establish Ml entities
conforming to the regulatory framework described above.
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VALUATION
OF THE
STATE ACCUMULATION PENSION FUND
Almaty, Kazakhstan
January 2004

Executive Summary
This valuation of the State Accumulation Pension Fund (SAPF) has been prepared at the
request of the National Bank of Kazakhstan and SAPF management by the Financial
Sector Initiative, a USAID project being implemented by The Pragma Corporation in
Kazakhstan. Its purpose is to establish an independent third-party estimate of the value of
SAPF’s continuing operations as of January 2004. Pragma arrived at its valuation by
modeling SAPF’s after-tax net operating profits (NOPLAT) over a fifteen-year
investment horizon then discounting the free cash flows back to present value at an
emerging market hurdle rate. The discounted cash flow method under the moderate
improvement scenario (see below) vyields a value of KzT 5.756 billion
(US$41,117,468.00), which is 4.3 times SAPF book value as of 31 December 2003,
and equates to 6.37% of Funds under Management.

Key components of the valuation include:

T 2.66% -- SAPF Average Annual Real Rate of Return on assets under
management
Pragma arrived at this rate by importing the ten-year average annual real rate of
return (4.91%) of a group of investment funds and unit trusts in the Lipper
Category of “World Bond Funds” and reducing that rate by (1) 40 basis points to
reflect deficiencies in risk management within SAPF and (2) an additional 185
basis points to reflect inadequacies in Kazakhstan’s general investment
environment and particularly in the supervisory and regulatory agency. These
adjustments are amortized over three different time periods (scenarios) which
assume incremental improvements within SAPF and its investment and regulatory
environment.

' 13% -- hurdle rate at which investor discounts SAPF annual earnings
Pragma adjusted the Lipper Aggressive Equity Hurdle Rate (11%) up to an
Emerging Market Hurdle Rate (13%) to reflect investor discomfort with the fact
that SAPF’s Commission on Investment Income—the fund’s primary source of
earnings—is administratively set instead of market-driven and can, therefore, be
reduced at any time.

Applying a real rate of return to net monies under management allows the analyst to
ignore local inflation and inflation-driven adjustments to other components of the
NOPLAT model. SAPF Expenses in the model are a function of pension assets under
management. Extraordinary non-inflation- related expenses can occur, of course, and for



that reason Expenses in the model should be understood as average annual expenses, just
as the rate of return is understood as the average annual real rate of return.

However, Pragma has made adjustments to other components in the model based on
factors which are not inflation-driven.

' Net Contributions are assumed to grow at an average annual rate of 3.0%.
Net Contributions are defined as total contributions plus transfers into SAPF less
transfers out of SAPF. The assumption actually addresses transfers out of SAPF
which, it suggests, will slow at a rate equivalent to 1.5% average annual growth in
Net Contributions. Privatization of SAPF could significantly affect this rate,
especially if investors include a Western strategic investor or an international
financial institution.

f  Pension Payouts are assumed to grow at an average annual rate of 2.5%.
Pension payouts of all types (pensions, mortality payments and emigration
withdrawal) are estimated to grow at an average annual rate of 2.5% for the entire
pension system in Kazakhstan.

T Asset Allocation and the Structure of SAPF Investment Portfolio over Time.
Critical to the NOPLAT model are assumptions concerning the structure of
SAPF’s investment portfolio. The underlying assumption in the model is that the
SAPF portfolio will take on the characteristics of what Lipper categorizes as a
“World Bond Fund;” that is, an investment fund or unit trust the greater portion of
whose portfolio is invested in non-US fixed income sovereign and corporate
securities, including mortgage-backed securities. Inasmuch as SAPF’s liabilities
are denominated in tenge, its portfolio should be invested as much as prudently
possible in Kazakhstan sovereign, corporate and mortgage-backed issues, which
would automatically put SAPF in the “World Bond Fund” category. Importantly,
portfolios of funds in this category typically have durations in the range of three
to six years.

f Incremental Improvement Scenarios
SAPF has been valued under three scenarios for incremental improvement in both
the fund itself and its investment and regulatory environment. The three scenarios
are rapid (five years), moderate (eight years) and slow (fifteen years). The model
amortizes the 225 basis points of discounts to annual real rate of return from
4.91% to 2.66% over the time period in each scenario.

The full text of the valuation includes an assessment of SAPF’s systemic (i.e., non-
investment) risk prepared by Mr. Steven Dore in May 2003 and portfolio and asset
allocation analysis performed by Mr. John Wetherford in December 2003. The NOPLAT
model was developed specifically for SAPF by resident Pragma consultants.

The Pragma Corporation,
Almaty, 12 March 2004
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Overview



The State Accumulation Pension Fund (SAPF) was established in connection with the
implementation of pension reform in Kazakhstan that was concerned with the transition from a
PAYG (solidarity) system to an accumulation system. SAPF started its activities on January 1,
1998 and in the initial stages SAPF acted exclusively as a pension fund: it attracted and
accumulated pension contributions, provided individual accounting and worked with the
contributors/recipients. The National Bank of Kazakhstan performed the function of asset
management company for the State Accumulation Pension Fund. The State Fund has managed
the pension assets itself since the middle of August 1999 and has also obtained a license to
engage in broker-dealer activities (although they do not have the right to keep clients’ accounts).

The Fund was set up in the form of a Closed Joint-Stock Company with 100% Government
participation and is a national company. The Government of Kazakhstan is the Fund’s founder
and is entitled to transfer its rights and authorities with regard to the Government’s shareholding
to the National Bank of the Republic of Kazakhstan. The SAPF Board of Directors includes
representatives from the National Bank, the Ministry of Finance and the SAPF General Director.

The SAPF head office is in Almaty, but it also has an additional branch in Astana and a large
network of regional representative offices in the regional centers. The Fund’s activity can be
divided in accordance with the functions it performs — pension asset accumulation and
management — as follows:

Work with contributors/recipients;

Pension asset accounting and operations with pension assets;
Investment management for pension assets and the SAPF own funds;
Accounting and reporting;

Information technology;

Administration and economic activities;

Internal audit.

= A A _—a _—_a _a _a

The Fund is managed by the following bodies:

{ The General Meeting of the Shareholders is the highest body;
{1 The Board of Directors is the Management Body;

{ The General Director is the Executive Body;

{1 The Auditing Commission is the Supervisory Body.

The Fund’s Management also includes:

f  Two Deputy Directors (one in charge of working with clients and the other in charge of asset
management);

1 The Executive Director;

1 The Technical Director and

I The Chief Accountant.

There are 194 employees in total, including 60 people in the regional subdivisions (between 2
and 5 people in each). There is also a network of agents (who are not included in the Fund’s
permanent staff).



The Agency of the Republic of Kazakhstan for the Regulation and Supervision of the Financial
Market and Financial Institutions is the state authorized body that supervises and regulates the
Fund’s activity (before January 2004 this was the National Bank of the Republic of Kazakhstan).

The Fund operates on the basis of the Law “On Pension Provision in the Republic of
Kazakhstan* and on the basis of other regulatory acts that govern operational and investment
activities and those that set the prudential norms.

In accordance with the Rules for Pension Asset Investment Management the Fund has the right
to place the pension assets in certain financial instruments (those that have the lowest risk level)
within strictly specified limits.

Competitive Environment

Kazakhstan’s pension system is represented by an accumulation pension system (personal
savings in pension funds) and a PAYG (solidarity) system.

As the accumulation system only started in January 1998 most pension payments are currently
paid out from the state solidarity system. However, with further development of the
accumulation system and with an increase in individual pension savings, the role of the state
system of pension provision will be significantly reduced to one where it merely provides the
necessary minimum subsistence level for those people that reach the retirement age but do not
have sufficient savings.

The accumulation pension system is represented by 16 accumulation pension funds, including
the State Accumulation Pension Fund (see Table 1). Seven Pension Asset Management
Companies manage the assets of fourteen pension funds. Two pension funds — the accumulation
pension fund of the Narodny Bank and State Accumulation Pension Fund manage the pension
assets themselves.

With a wide network of regional representative offices (16 regions) and as a pension fund “by
default” until 2002 (having not signed contracts with the contributors), SAPF, in terms of both
the accumulated and managed assets and the number of contributors, still occupies the leading
position among other pension funds and asset management companies (24.5% and 37.8%,
respectively). Its “by default” status has also provided it with the unrivalled conditions in that it
covers most of the population. This being said, the average income of its contributors, upon
which pension contributions into the fund are calculated, is significantly lower in the State Fund
when compared with those in the non-state pension funds. About 50% of all accounts are
nominal accounts, i.e. pension contributions are paid into them irregularly, and this is largely due
to the seasonal nature of the contributors’ work. More detailed information on this problem and
other problems facing the Fund, such as erroneous accounts, accounts that have been opened
without contracts being signed, etc. and the risks related to these problems can be found in the
report for the period of May 1 — 23, 2003. This report is attached to the chapter on “Risk
Analysis Report”.



Table 1
A Share of Financial Institutions in the Accumulation Pension System
as of January 1, 2004

Pension Asset Management Company/ Pension Assets Contributors
Accumulation Pension Fund KZT, min in % | Contributors | in %
ABN AMRO Asset Management 30.100 8.2% 200.365
"CAPF Philip Morris Kazakhstan” 845 0.2% 1.222 0.0%
"APF Capital" 2.392 0.6% 57.419 0.9%
"ABN AMRO —KaspijMunaiGas APF" 26.862 7.3% 141.724 2.3%
ZHETYSU 63.036 17.1% 911.543
"APF "UlarUmit" 63.036 17.1% 911.543 14.8%
Ak Niet 1.039 0.3% 34.284
"NSAPF named after Kunaev" 1.039 0.3% 34.284 0.6%
BTA Asset Management 31.979 8.7% 510.527
"NSAPF "Kazakhstan" 10.582 2.9% 127.914 2.1%
"NSOAPF "Kurmet” 15.590 4.2% 313.025 5.1%
"OAPF "Otan" 5.807 1.6% 69.588 1.1%
Aktiv-Invest 13.812 3.7% 410.963
"NSAP Valyut-Transit Fund" 13.812 3.7% 410.963 6.7%
BESTINVEST 41.878 11.4% 496.913
"APF "Senim" 16.347 4.4% 148.363 2.4%
"APF “Korgau" 5.581 1.5% 83.907 1.4%
"APF “Kazakhmys" 10.657 2.9% 99.559 1.6%
“ONSAPF "NefteGas-DEM" 9.294 2.5% 165.084 2.7%
NURTRUST 7.812 2.1% 198.212
"Narodny Pension Fund" 7.812 2.1% 198.212 3.2%
17.3
""APF of Narody Bank of Kazakhstan" 88.950 24.1% 1.068.609 Y%
37.8
""State Accumulation Pension Fund” " 90.321 24.5% 2.332.900 %
100.0
Totally in all APFs 368.929 |100.0% | 6.164.316 Y%

In contrast to non-state accumulation pension funds that pursue an aggressive marketing policy
to attract contributors, SAPF activity in this area is more focused on providing information and
explanations, rectifying wrongly opened accounts (closing any account that has been opened
with the wrong name and transferring its contents to the correct account) and on signing
contracts with the contributors if they do not have such contracts. Nevertheless, even with no
marketing strategy the outflow of pension savings from SAPF to other funds continues to
decrease.

The very same Rules for Pension Asset Management that were applied to other non-state pension
asset management companies have been applicable to SAPF since September 24, 2003. An
analysis of the investment portfolio and investment risks will be provided in the “Methodology”
section. However, it should be noted here that SAPF is not only the largest pension fund, but
also the largest asset management company.

At present SAPF’s leading position is undisputable, although, from a competitive point of view’,
the Fund should not rest on its laurels and should take certain measures to maintain this position
(see “Risk Analysis Report”).
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Methodology



This analysis uses discounted cash flows (DCF) to value the State Accumulation
Pension Fund. DCF valuation is especially applicable to companies in emerging markets,
where there are no benchmarks for comparative analysis: companies’ performance
histories are short and mergers and acquisitions of similar companies of comparable size
and operations few or non-existent.' The cash flows are discounted using a NOPLAT
(Net Operating Profit Less Adjusted Taxes) model developed by Pragma Corporation
consultants. The model uses real rates of return thereby ignoring inflation, which in
Kazakhstan is relatively high and hard to predict with any precision. It discounts SAPF’s
cash flows at a “benchmark” hurdle rate of 13% (emerging market equity investment).?

The critical issue in this valuation, however, is not the hurdle rate, but the rate at
which the model grows SAPF’s income streams. At six years, SAPF’s performance
history is sufficient for projecting an average annual real rate of return over the fifteen-
year investment horizon the model uses; however, those six years include a three- or,
perhaps, four-year start-up period during which the standard deviation of both investment
income and expense allocation is understandably higher than desirable for modeling. But
the better argument against basing a ten-year average annual real rate of return on
SAPF’s own performance history is the “benchmark™ issue: to what do you compare
SAPF’s average annual real rate of return to measure the reasonableness of the
projection? Among the universe of investment funds and unit trusts to which SAPF
belongs, what is the best measure against which SAPF’s projected annual returns can be
tested?

Kazakhstan Asset Management Companies

Assets under Average Last year

management | performance | performance
Asset Management Company (mln USS) (99-03) (2003)
SAPF 645.82 10.41% 1.87%
Narodnyi Bank Kazakhstan 635.35 13.69% 0.54%
Zhetysu 450.25 13.84% -0.88%
Bestlnvest 233.03 7.89% -1.23%
BTA Asset Management 228.76 4.38% -1.16%
ABN AMRO 277.30 6.89% 0.09%
Aktiv-Invest 98.72 4.45% -0.53%
NurTrust 55.99 13.77% 0.69%
Total/Weighted Average 2,625.78 10.52% -0.34%

Geographically, of course, SAPF belongs the group of eight asset management
companies (KUPA), which collectively manage all assets in Kazakhstan’s accumulation
pension fund system. (SAPF also belongs to the group of sixteen accumulation pension

! At least one other pension fund in Kazakhstan has been valued by US valuation specialists, but the results
of that valuation are not available to the public. Likewise, the values at which two or three pensions funds
have merged or were acquired are not public information.

? Hurdle rate is the Internal Rate of Return an investor requires of a potential investment.



funds; however, since this analysis is concerned with average annual rate of return on
investment, only those pension funds, which manage their own assets—of which SAPF is
one—belong to the smaller category of KUPA.) Geography aside, while it appears
SAPF’s performance can be compared to that of certain management companies in this
group, in fact, it cannot: SAPF has been operating under the regulatory prudential norms
governing all other KUPA only since September 26, 2003. At this point, SAPF’s annual
performance is still not comparable to those of other KUPA.

However, the greatest disadvantage of measuring SAPF’s projected
performance on the basis of geography alone is that the geography itself doesn’t get
measured; that is, measuring SAPF’s performance against that of other asset management
companies in Kazakhstan actually zeroes out the potential impact of Kazakhstan’s
investment and regulatory environment on SAPF’s projected performance. Kazakhstan is
considered an emerging market precisely because certain sectors of its economy are not
fully developed; among the underdeveloped sectors of Kazakhstan’s economy is the
financial sector, which includes not only the stock and bond markets in which SAPF
invests, but also the regulatory agencies determining the extent to which SAPF may
invest in both domestic and foreign markets. The fact that SAPF (and other KUPA)
currently do, and will continue to, invest in both domestic and foreign markets suggests
that they belong to a larger universe of asset managers (i.e., investment funds and unit
trusts) which operate in markedly more developed investment and regulatory
environments. This valuation takes the view that proper valuation of SAPF compares its
investment performance to that of some larger universe of investment funds and unit
trusts; fully cognizant that the past is no guarantee of future performance, this valuation
nevertheless “imports” the average annual rate of return of a Lipper peer group of funds
comparable to SAPF in size, investment policy and portfolio composition.

Lipper Peer Group

SAPF’s primary source of income is the fifteen (15) percent success fee it
receives on investment income. The fund also receives a 0.02 percent commission on
total assets under management: however, the driving force behind the growth of SAPF
income is investment performance.

Composition of a Typical Lipper Global Bond Fund Portfolio

% of Total Net Assets

CORPORATE NOTES/BONDS 44.27
FGN. CURRENCY DENOMINATED BONDS 31.68
GOVERNMENT AGENCY SECURITIES 8.93
US$ DENOMINATED FGN. GVT. 6.54
CONVERTIBLE SECURITIES 4.51
PREFERRED STOCK-NON CONVERTIBLE 0.52
TREASURY NOTES/BONDS 0.47
COMMON STOCK 0.13

Source: CBSMarketwatch.com



The structure of SAPF’s investment portfolio will change over the proposed
investment horizon. However, based on evaluation of SAPF’s investment policy and its
current portfolio and after consultations with the fund’s asset managers, Pragma has
determined that the primary characteristics of SAPF’S portfolio will consistently
resemble those of funds Lipper categorizes as a “global bond funds;™ that is, funds
whose assets are, in large part, dollar- and foreign currency-denominated non-US
sovereign and corporate debt issues. In the case of SAPF, tenge-denominated sovereign
and corporate issues, including Kazakhstan Mortgage Company’s mortgage-backed
securities (i.e., “foreign bonds”), should constitute a large percentage of the fund’s assets
because the fund’s liabilities—future pension payouts—are denominated in tenge. As far
as possible, SAPF should avoid currency mismatches between assets and liabilities, and
hedge those that arise. That will not always be possible, however, and from time to time
SAPEF’s investment portfolio will incur currency risk.

A Lipper Global Bond Fund
Investment Policy
Investment Policy: The Fund seeks high total investment return through a combination of
current income and capital appreciation. The Fund seeks to attain its objective by normally
investing substantially all of its assets in debt securities, although up to 20% of its assets
may be invested in preferred stocks.

Lipper categorizes some 92 funds as “global fixed income” funds;* not all 92
funds are included in SAPF’s peer group, however, which this analysis has filtered using
two other parameters: (1) fund size (over $500 million in assets) and (2) history of
operation (minimum ten years). The ten-year operational history parameter significantly
reduces the number of funds in the peer group.

Lipper Peer Group Performance History

Fund Peer Group S&P

Return Average 500

1-Wk 1.34% 0.58% 2.82%
4-Wk -0.22% -0.06% 2.49%
13-Wk 7.18% 3.62% 9.64%
YTD 2.10% 1.48% 4.23%
1-Yr 28.05% 9.00% 41.19%
3-Yr (Annualized) 13.97% 7.38% -3.20%
5-Yr (Annualized) 10.36% 6.41% -0.70%
10-yr (Annualized) 10.28% 6.62% 11.06%

Source: CBSMarketwatch.com

Lipper peer groups are industry benchmarks. Lipper’s quintile and percentile
rankings are based on a fund’s performance over a given period by comparison to the
average performance of its peers. In addition to total return performance, Lipper also

3 See Attachment One.
* See Lipperleaders.com



ranks funds by expense (or “load” to the investor), tax efficiency, consistency of return
and preservation of capital. This analysis concerns itself only with performance—that is,
total return annualized over a ten-year history of investment—and uses the average peer
group performance as its starting point.

Implicit Price Deflators for Gross Domestic Product: 1994-2003
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Lipper peer group averages are nominal and annualized. In order to be imported
for use in the NOPLAT model, they have been adjusted for annualized inflation using the
GDP Implicit Price Deflator for the period December 1993 through December 2003.
(Lipper funds report in US Dollars.) Annual inflation during the period averaged 1.71
percent. Thus, the ten-year average annualized real rate of return for SAPF’s Lipper peer
group is 4.91 percent (6.62-1.71). (It should be noted here that Lipper’s peer group
performance histories are dynamic; that is, they change by a couple of basis points as
frequently as every month to reflect the most recent month’s results. And they are not
weighted: recent performance carries no more weight in the average than does past
performance.)

One, Three and Five-Year Annualized Performance:
Inflation adjusted Real Rates of Return

Annualized Kazakhstan | Lipper Peer Accuslrlztltfation

Performance KUPA Group Pension Fund
One Year 0.60% 7,43% 1.87%

Three Years 2.80% 5.56% 6.14%
Five Years 6.03% 4.57% 10.41%
Ten Years n/a 4.91% n/a

Sophistication Factor
If SAPF were ranked in the fiftieth percentile (the very middle) of its Lipper
Global Fixed Income Fund peer group, its ten-year average annual real rate of return



would be 4.91%. However, SAPF would also have, on average, all the other attributes its
peer group funds enjoy in terms of (1) investment infrastructure and environment, (2)
regulation and supervision, and (3) risk management expertise and investment
experience. Clearly, an Almaty-based fund in operation for five years does not have the
risk management expertise and investment experience of a New York-based fund in
operation for ten years; these are shortcomings in the fund itself by comparison to its
peers. But neither does SAPF have access to the entire spectrum of investment-grade
instruments available to its western peers or to the futures, options and other derivatives
markets its peer funds use to control risks and enhance performance. These are not
shortcomings of the fund, but shortcomings of the fund’s investment environment or its
regulatory institutions, or both. They will nonetheless have a negative impact on SAPF’s
average annual performance, reducing it to some level below 4.91% for some period of
time.

This analysis identifies eight factors in three broad categories, both in SAPF and
in its environment, which require adjustment to the projected average annual
performance. There follows a brief description of each factor and the adjustment in basis
points each appears to merit.

It bears noting here that the basis-point discounts assessed on each factor (for lack
of a better term, collectively called the “sophistication factor”) are necessarily subjective
and approximate: why twenty-five basis points instead of, say, twenty-seven? In fact, all
assumptions used in a valuation are, to some extent, subjective and approximate;
valuations generally are only as good as their weakest assumption. However, by
identifying several factors to be discounted, this valuation dilutes the subjectivity and
approximation to some extent; no individual factor is so heavily weighted that an error of
judgment in its discount invalidates the entire valuation. Further, all of the discounts
have been negotiated; that is, the discounts applied below have been arrived at in
discussions among the valuation specialists, the consultants and SAPF management.
Management, of course, knows SAPF—its strengths and weaknesses—better than anyone
else, and its agreement to a given discount carries much more weight than the opinions or
inclinations of others involved in the valuation. While subjective and approximate, the
discounts discussed below are nevertheless reasonable. The best any valuation can do is
to create a reasonable expectation of performance and value.

Risk Management Expertise and Investment Experience

1. Lack of Risk Management Committee Discount: 25 bps
Sound investment successfully balances risk and reward. Too often in the investment
decision-making process, however, Investment Committees show greater enthusiasm for
analyzing an investment’s potential rewards than for thorough analysis of its risks. To
insure that risk gets equal treatment with reward, investment funds in advanced
economies create a Risk Management Committee specifically tasked with identifying,
measuring and managing investment risks. Within a fund, the Risk Management
Committee is an organizational unit which operates in parallel with the Investment
Committee. Its primary functions are (1) determining the level of risk which comports
with the fund’s stated Investment Policy, (2) identifying the various risks associated with
each investment, and (3) managing the risk of the portfolio as a whole. The more funds
diversify their investments, the greater the need for a Risk Management Committee.



SAPF has long since reached that degree of diversification, and this analysis strongly
recommends SAPF install a Risk Management Committee as soon as possible.

2. Concentration of Trading Experience (Key Personnel Risk) Discount: 15 bps
A danger inherent to all investment funds and trading companies is the tendency for one
or two individuals to dominate investment or trade decision-making. Investment and
Risk Management Committees diffuse the danger somewhat, but the best insurance
against so-called Key Personnel Risk is to hire more and better-trained investment
managers and traders and assign them portions of the portfolio to manage. Hiring and
training and retaining good investment managers is an expensive, long-term undertaking
which SAPF has not yet addressed in earnest. Key Personnel Risk persists at SAPF.

3. Lack of Unified Management Information System Discount: 0 bps
This deficiency is discussed at length in Mr. Steven Dore’s systems risk analysis of May
31, 2003. (See Attachment X.) SAPF management has budgeted monies to correct the
deficiency in 2004 and 2005; the budgeted amounts appear in the model’s expenses for
those years. Therefore no discount has been assessed on this item.

Investment Infrastructure and Environment

4. Absence of government (risk free) yield curve Discount: 35 bps
At the end of 2003, SAPF’s investment portfolio had a duration of slightly more than one
year—rather short-term for a pension fund whose liabilities clearly have a longer
duration. At the time, however, SAPF was working under a number of constraints which,
in aggregate, demanded a front-loaded portfolio; that is, investments of short duration.
One of those constraints is that yield curves on Kazakhstan’s bond markets—both
corporate and government—are essentially flat, offering investors no incentive to extend
the term of their investments.

There appear to be two reasons for this. First is the shortage of domestic
investment grade corporate instruments (discussed at greater length below) which makes
Kazakhstan’s a buy-and-hold environment. The second reason, however, is that real rates
of return on recent government (MEOKAM) issues are net negative—i.e., interest rates
on longer term issues (up to ten years) are lower than current rates of inflation.
MEOKAM currently account for 93.5 percent of all domestic Minfin issues; the inflation-
linked MEIKAM account for only 3.3 percent. Whether this is government aggressively
foisting its desire for lower rates on the investing public or simply the result of an ill-
conceived primary dealer network, the absence of a realistic government yield curve at
term contributes to the shortage of (profitable) financial instruments and costs primary
dealers, banks and pension funds millions in lost revenue. Ironically, in the end, because
primary dealers (commercial banks) must cover the losses associated with MEOKAM
issues with profits from other forms of lending, the government’s artificially low yields
keep lending rates to the public high.

The severity of the problem will lessen in April 2004 when the current primary
dealer system is dismantled and MinFin begins auctioning inflation-indexed (MEIKAM)
issues on the Kazakhstan Stock Exchange. For now, however, and for some time to
come, it represents a serious deficiency in SAPF’s investment environment.



5. Lack of hedging of foreign currency risk Discount: 25 bps
Unhedged foreign currency exposure accounted for losses to Kazakhstan’s pension fund
accumulations estimated at about $80 million dollars in 2003. The losses arose not only
in connection with foreign, dollar-denominated asset, but also in connection with
domestic tenge-denominated, dollar-indexed assets—primarily, domestic corporate
bonds. KUPA are unable to hedge their foreign currency exposure because (1) current
law does not allow KUPA to engage in hedging operations and (2) the six-month dollar
futures contract on the KASE is not currently traded. (There is a relatively active
interbank forwards market in the dollar, however.)
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The inability to hedge foreign currency exposure is a severe limitation on all
KUPA and one cause of the perception of a shortage of financial instruments. (See Point
6, below.)

Recently, there have been discussions between the Regulatory Agency and KASE
with an end toward reactivating the futures market in foreign currencies and allowing
KUPA to hedge their currency exposure. On the basis of these discussions, this analysis
discounts this item only 25 basis points, implying the hedging problem will be solved
sooner rather than later, but also suggesting that hedging currency exposure is only a
partial solution to a larger problem.

6. Shortage of domestic investment grade instruments Discount: 50 bps
First of all, there is no “shortage of financial instruments.” At least, globally. At the end
of 2001, the global bond market (consisting of all government and corporate domestic
and international issues worldwide) was estimated at $37.2 trillion, of which 47.3 percent
were US issues. Add to that the total capitalization of the world’s stock markets, about
$25.0 trillion, to get the total value of the world’s capital markets: approximately $62.2
trillion.



Structure of Corporate Issues in Kazakhstan
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Currently, however, there is a shortage of instruments in which Kazakhstan’s
asset managers can profitably invest, and there are three reasons for the shortage. First,
Kazakhstan’s inflation rate, as measured by the CPI, is high relative to low interest and
inflation environments worldwide. Even hedged, the rate of return on a US Ten Year
Treasury yielding 4.04 percent is net negative after adjusting for tenge-denominated
inflation. Second, the dollar is weak in relation to most of the world’s currencies,
including the tenge, and as mentioned above, the KUPA cannot yet hedge their currency
risk. And last, as discussed at greater length below, the regulatory agency has been slow
to expand prudential norms for investment with the result that KUPA and pension funds
have not been allowed to make some investments which could have produced greater
returns under current conditions.

Structure of Government Issues
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The prevailing conditions have forced the KUPA to focus their investments on
domestic issues, which should be priced to reflect local inflationary expectations.
Presently, there are KzT 529.6 billion ($3.78 billion) of domestic issues, of which 393.7
are government (National Bank and MinFin) and 135.9 corporate (including Kazakhstan
Mortgage Company). Of the KzT 393.7 billion government issues, 57.07 percent are
short term NBK Notes, but only 1.43 percent are MEIKAM inflation-linked bonds with
maturities up to ten years. The lion’s share of government longer term issues, KzT 158.0
billion of MEOKAM, are not properly priced and, therefore, yield net negative real rates
of return. Moreover, fully 64.88 percent (KzT 88.17 billion, or $629.8 million) of
outstanding corporate issues are either dollar-denominated or dollar-indexed, meaning
their purchase entails currency exposure which must be hedged to protect yields to
maturity. Including the mortgage-backed securities of Kazakhstan Mortgage Company,
there are only KzT 47.7 billion ($340.7 million) of pure tenge corporate issues. Thus, out
of total government and domestic issues, KUPA can invest in only KzT 53.06 billion
($379 million) which are properly priced (or inflation-linked) and do not entail currency
risk. Fifty-three billion tenge is only 14.4 percent of current pension accumulations.

So there is a severe shortage of financial instruments in Kazakhstan’s investment
environment. Hedging currency risk will, of course, relieve the tightness somewhat, as
will new, longer term government inflation-linked issues. The core macroeconomic
problems here, however, are the dollarization of Kazakhstan’s economy and domestic
inflation. Unfortunately, neither will go away very soon.

Regulatory Environment

7. Lack of broad investment industry experience in Regulatory Agency Discount: 75 bps
Since its inception in 1998, the role of the regulator has evolved rapidly from that of a
watchdog agency intent on preventing embezzlement, fraud and large-scale systemic
mistakes in a fragile financial sector with a nascent private pension fund system, to that
of a helmsman intent on protecting the safety of passengers and crew while steering
Kazakhstan’s financial sector on a potentially perilous course in poorly charted waters.
Helmsmen have to know where they’re going. Unfortunately, in the investment business,
you know where you’re going only if you’ve been there before.

While the National Bank and Regulatory Agency appear to have done an
admirable job as watchdog, key personnel have little or no direct experience in the
investment industry in Kazakhstan or elsewhere. There is, therefore, a very high
likelihood that they are going to make mistakes, or move too slowly or uncertainly, or
simply move in the wrong direction—at least, for the next few years, while personnel
gain experience and insight. The mistakes or uncertain moves will cost the KUPA,
including SAPF, investment income. The currency risk hedging issue, discussed above,
is a case in point.

8. Success fee on investment income not market-driven Discount: 0 bps
The fact that the Regulatory Agency can unilaterally change the success fees on
investment income and funds under management is a investment risk best addressed not
in real rate of return, but in the hurdle rate at which net income is discounted in the
model. This perceived deficiency is the primary reason the analysis raises the hurdle rate



from 11 percent (aggressive equity investment) to 13 percent (venture capital or emerging
market equity investment).

The discounts set forth above total 225 basis points, which lower SAPF average annual
real rate of return in the NOPLAT model from 4.91 percent to 2.66 percent.

Hurdle Rate

The Capital Asset Pricing Model defines hurdle rate (Expected Return, or ER) as the
risk-free rate of return (R US Treasury Notes or Bonds, for example) plus some risk
premium [Di{R,, — Ry], where b; is the beta of the investment and R,, is the expected
market return. The equation is usually written thus:

ER = Rf + b,(Rm - Rf). (1)

Beta is the volatility (covariance, s?) of an individual investment relative to
overall market volatility (standard deviation, or S); it measures the risk of the proposed
investment compared to the risk of the market as a whole. A beta of 1.0 indicates
investment risk equivalent to that of the market. Betas greater than 1.0 are riskier, betas
less than 1.0 less risky, than the overall market.

The market to which this analysis refers is, of course, the subset of global fixed
income funds, as defined above, which constitutes SAPF’s Lipper peer group. There is
no SAPF beta relative to this peer group and, unfortunately, Lipper will not share its full
data on the peer group nor its proprietary methodology for measuring beta for members
of the peer group with Pragma analysts. However, using known values for ER, Ry and
R,, the analysis can solve the CAPM equation for the beta implied by the hurdle rate of
13 percent or any other hurdle rate.
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The risk-free security (Ry) in the calculation will be a fifteen-year US Government
security (actually, the fifteen-year tail of a 30-year bond). The fifteen-year investment
horizon of the security corresponds to the investment horizon over which SAPF’s free
cash flows are discounted. As the Bloomberg chart above indicates, the yield on such a
security is currently about 4.25 percent. Inflationary expectations at this term, as
indicated by the ten-year inflation-indexed US Treasury Note, are about 2.30 percent.
The real risk-free rate of return is then 1.95 percent.
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The expected market return (R,,) is, of course, the ten-year average rate of return
of SAPF’s Lipper peer group: 6.62 percent. Thus, from (1) we get

13 = 1.95 + by(6.62 — 4.25) 2)
11.05= 4.66 =b; 3)
2.37

A beta of 4.66 is extremely high and, therefore, justifies a hurdle rate almost twice
as high as the rate of return on the Lipper peer group. Is it reasonable, however? Well,
not necessarily. No one is questioning whether a high level of risk justifies a high level
of reward. It does. However, high levels of reward do not always entail high risks or, at
least, high betas. For example, the best performing fund in the Lipper peer group has an
average annual return of 10.86 percent, but its beta compared to the peer group is only
0.33. The anomaly arises because the CAPM beta actually uses similarity or dissimilarity
of performance (covariance) to distinguish the individual risk of a security from the
“random volatility” of a larger group of securities. Clearly, the best performing fund in a
group of funds is dissimilar from the other funds in the group. It might, in fact, incur
greater risks than the rest of the group, but its performance consistently compensates for
the risks and its beta is, therefore, low.

The issue here, however, is somewhat different. The beta implied by (3) above is
actually the beta for SAPF and its investment and regulatory environment. If we add
back to the Lipper peer group average annual rate of return the 185 basis points of
discounts attributable to SAPF’s investment and regulatory environment, the implied beta
for SAPF—2.62—is somewhat more reasonable. Regardless of the implied beta of the
investment, however, any investor—domestic or foreign—should keep the hurdle rate at
minimum 13% to reflect the fact that commissions on investment income are set by the
regulatory agency, and not by market factors (competition).

Incremental Improvement Scenarios

Optimism is a precondition for investment. One invests because one anticipates some
degree of improvement in the investment environment generally and in the target
investment specifically. The NOPLAT model used to value SAPF incorporates a feature
which provides for incremental improvement at three different rates: rapid, moderate and
slow. Each essentially adds back the discounts taken above to SAPF’s average annual
real rate of return, raising it from 2.66% in the first year to 4.91% in some future year.
The rapid improvement scenario brings SAPF to the 4.91% return in five years; the
moderate and slow scenarios in eight and fifteen years, respectively. The results are
summarizes in the table below.

. Valuation Valuation Multiple of Book Percent of Funds Multiple of Gross
Scenario . . under
(in mIn Tenge) (in mIn USD) Value Revenues
Management
Rapid 6,240 44.573 4,66 6,91% 4,27
Moderate 5,756 41.117 4,31 6,37% 3,94
Slow 5,127 36.622 3,83 5,68% 3,51
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NOPLAT



Scenario 1. Rapid Growth

Real Return

Net Contributions Growth
Commissions on Investment Income
Commissions on Pension Assets
Pension Payouts as % of beginning PA
Corporate Income Tax

Hurdle Rate

Expenses as % of Income

Rapid Growth in Real Return
Adjustments to Expenses

Pension Accumulations, million of Tenge

Pension Accumulations, beginning period
Net Contributions

Investment Earnings

Commissions on Investment Income
Commissions on Pension Assets

Pension Payouts

Pension Accumulations, end period

Pension Fund P&L, million of Tenge

Income from operating activity
Income from own investments
Expenses

Net Profit before Tax and Dividends
Corporate Income Tax

NOPLAT

Dividends

Retained Earnings

Valuation

Value

Statement of changes in equity

Beginning Equity

Retained profit

Issue of New Shares/buy back
Ending Equity

2.66% years
3.00% Rapid Growth 2.25% 5 0.45% 4.91%
15.00% Medium Growth 2.25% 8 0.28%
0.02% Slow Growth 2.25% 15 0.15%
2.50%
30.00%
13.00%
42.30%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
2.66%  3.11% 3.56% 4.01% 4.46% 4.91% 4.91% 4.91% 491% 491% 491% 491% 491% 491% 491%
2.25% 1.80% 1.35% 0.90% 0.45% 0.00% 0.00% 0.00%  0.00%  0.00%  0.00%  0.00% 0.00% 0.00%  0.00%
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
33,867 43,857 58,885 75,650 90,321 99,801 109,934 120,805 132,505 145,139 158,820 173,044 187,831 203,199 219,168 235,757 252,988 270,881 289,458
22,949 5,424 9,044 9,094 9,517 9,802 10,096 10,399 10,711 11,032 11,363 11,704 12,055 12,417 12,789 13,173 13,568 13,975 14,395 14,826
13,345 6,347 8,083 10,188 8,027 2,533 3,261 4,099 5,059 6,156 7,405 8,085 8,792 9,527 10,291 11,085 11,909 12,765 13,654 14,576
1,334 635 807 1,019 1,189 380 489 615 759 923 1,111 1,213 1,319 1,429 1,544 1,663 1,786 1,915 2,048 2,186
181 217 240 264 290 318 349 382 416 451 488 527 566 608 651 695
1,093 1,147 1,292 1,498 1,502 2,258 2,495 2,748 3,020 3,313 3,628 3,970 4,326 4,696 5,080 5,479 5,894 6,325 6,772 7,236
33,867 43,857 58,885 75,650 90,321 99,801 109,934 120,805 132,505 145,139 158,820 173,044 187,831 203,199 219,168 235,757 252,988 270,881 289,458 308,742
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
271 1,375 791 1,012 1,231 1,462 597 729 879 1,049 1,242 1,460 1,594 1,735 1,880 2,032 2,189 2,353 2,523 2,699 2,882
27 45 60 79 104 135 161 188 219 253 289 330 373 420 471
84 237 409 424 437 580 258 314 377 448 528 617 674 734 795 859 926 995 1,067 1,142 1,219
187 1,137 382 588 794 882 365 460 562 680 818 978 1,081 1,189 1,304 1,425 1,553 1,687 1,829 1,977 2,134
55 334 123 174 231 250 110 138 169 204 245 293 324 357 391 428 466 506 549 593 640
132 804 259 414 564 632 256 322 393 476 573 684 756 833 913 998 1,087 1,181 1,280 1,384 1,494
5 380 130 207 282 316
127 424 130 207 282 316 256 322 393 476 573 684 756 833 913 998 1,087 1,181 1,280 1,384 1,494
406.9% -42.4% 27.9% 21.6% 18.8% -59.2% 22.1%  20.6% 194% 184% 17.5% 9.2% 8.8% 8.4% 8.1% 7.7% 7.5% 7.2% 7.0% 6.8%
Year NOPLAT Discount PV
Factor NOPLAT
2004 256 0.88 226
2005 322 0.78 252
2006 393 0.69 273
2007 476 0.61 292
2008 573 0.54 311
2009 684 0.48 329
2010 756 0.43 322
2011 833 0.38 313
2012 913 0.33 304
2013 998 0.29 294
2014 1,087 0.26 283
2015 1,181 0.23 272 4.66 times Book Value
2016 1,280 0.20 261 6.91% Funds under Management
2017 1,384 0.18 250 4.27 times Revenue
2018 1,494 0.16 239
12,629 0.16 2,019
million of T million of USD
6,240 44.573849
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
1,338 1,914 2,236 2,629 3,105 3,678 4,362 5,118 5,951 6,864 7,861 8,948 10,129 11,409 12,793
256 322 393 476 573 684 756 833 913 998 1,087 1,181 1,280 1,384 1,494
320
1,914 2,236 2,629 3,105 3,678 4,362 5,118 5,951 6,864 7,861 8,948 10,129 11,409 12,793 14,287



Scenario 2. Medium Growth

Real Return

Net Contributions Growth
Commissions on Investment Income
Commissions on Pension Assets
Pension Payouts as % of beginning PA
Corporate Income Tax

Hurdle Rate

Expenses as % of Income

Moderate Growth in Real Return
Adjustments to Expenses

Pension Accumulations, million of Tenge

Pension Accumulations, beginning period
Net Contributions

Investment Earnings

Commissions on Investment Income
Commissions on Pension Assets

Pension Payouts

Pension Accumulations, end period

Pension Fund P&L, million of Tenge

Income from operating activity
Income from own investments
Expenses

Net Profit before Tax and Dividends
Corporate Income Tax

NOPLAT

Dividends

Retained Earnings

Valuation

Value

Statement of changes in equity

Beginning Equity

Retained profit

Issue of New Shares/buy back
Other Adjustments to Equity
Ending Equity

2.66% years
3.00% Rapid Growth 2.25% 5 0.45% 4.91%
15.00% Medium Growth 2.25% 8 0.28%
0.02% Slow Growth 2.25% 15 0.15%
2.50%
30.00%
13.00%
42.30%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
2.66%  2.94% 3.22% 3.50% 3.79% 4.07% 4.35% 4.63% 4.91% 491%  491% 491% 491% 491% 491%
2.25% 1.97% 1.69% 1.41% 1.13% 0.84% 0.56% 0.28%  0.00%  0.00%  0.00% 0.00% 0.00%  0.00%  0.00%
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
33,867 43,857 58,885 75,650 90,321 99,801 109,784 120,324 131,481 142,990 155,218 168,236 182,121 196,957 212,836 229,335 246,473 264,272 282,755
22,949 5,424 9,044 9,094 9,517 9,802 10,096 10,399 10,711 11,032 11,363 11,704 12,055 12,417 12,789 13,173 13,568 13,975 14,395 14,826
13,345 6,347 8,083 10,188 8,027 2,533 3,084 3,705 4,403 4,800 5,627 6,550 7,576 8,717 9,985 10,774 11,593 12,445 13,329 14,247
1,334 635 807 1,019 1,189 380 463 556 661 720 844 982 1,136 1,308 1,498 1,616 1,739 1,867 1,999 2,137
181 217 240 264 289 316 344 373 404 438 473 511 551 592 635 679
1,093 1,147 1,292 1,498 1,502 2,258 2,495 2,745 3,008 3,287 3,575 3,880 4,206 4,553 4,924 5,321 5,733 6,162 6,607 7,069
33,867 43,857 58,885 75,650 90,321 99,801 109,784 120,324 131,481 142,990 155,218 168,236 182,121 196,957 212,836 229,335 246,473 264,272 282,755 301,944
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
271 1,375 791 1,012 1,231 1,462 597 702 820 950 1,036 1,188 1,355 1,541 1,745 1,971 2,127 2,290 2,459 2,634 2,816
27 42 54 68 86 106 132 162 199 230 266 304 346 392 441
84 237 409 424 437 580 258 303 353 407 443 507 577 654 738 834 900 969 1,040 1,114 1,191
187 1,137 382 588 794 882 365 442 521 610 678 787 911 1,050 1,206 1,368 1,493 1,626 1,765 1,912 2,066
55 334 123 174 231 250 110 132 156 183 204 236 273 315 362 410 448 488 529 573 620
132 804 259 414 564 632 256 309 365 427 475 551 637 735 844 957 1,045 1,138 1,235 1,338 1,446
5 380 130 207 282 316
127 424 130 207 282 316 256 309 365 427 475 551 637 735 844 957 1,045 1,138 1,235 1,338 1,446
406.9% -42.4% 27.9% 21.6% 18.8% -59.2% 17.7%  16.7%  15.9% 9.1%  14.6% 141% 13.7% 133% 12.9% 7.9% 7.6% 7.4% 7.1% 6.9%
Year NOPLAT Discount PV
Factor NOPLAT
2004 256 0.88 226
2005 309 0.78 242
2006 365 0.69 253
2007 427 0.61 262
2008 475 0.54 258
2009 551 0.48 265
2010 637 0.43 271
2011 735 0.38 276
2012 844 0.33 281
2013 957 0.29 282
2014 1,045 0.26 272
2015 1,138 0.23 263 4.30 times Book Value
2016 1,235 0.20 252 6.37% Funds under Management
2017 1,338 0.18 242 3.94 times Revenue
2018 1,446 0.16 231
11,759 0.16 1,880
million of T million of USD
5,756 41.117468
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
1,338 1,914 2,223 2,587 3,015 3,490 4,041 4,678 5,413 6,257 7,215 8,260 9,398 10,633 11,971
256 309 365 427 475 551 637 735 844 957 1,045 1,138 1,235 1,338 1,446
320
1,914 2,223 2,587 3,015 3,490 4,041 4,678 5,413 6,257 7,215 8,260 9,398 10,633 11,971 13417



Scenario 3. Slow Growth

Real Return

Net Contributions Growth
Commissions on Investment Income
Commissions on Pension Assets
Pension Payouts as % of beginning PA
Corporate Income Tax

Hurdle Rate

Expenses as % of Income

Slow Growth in Real Return
Adjustments to Expenses

Pension Accumulations, million of Tenge

Pension Accumulations, beginning period
Net Contributions

Investment Earnings

Commissions on Investment Income
Commissions on Pension Assets

Pension Payouts

Pension Accumulations, end period

Pension Fund P&L, million of Tenge

Income from operating activity
Income from own investments
Expenses

Net Profit before Tax and Dividends
Corporate Income Tax

NOPLAT

Dividends

Retained Earnings

Valuation

Value

Statement of changes in equity

Beginning Equity

Retained profit

Issue of New Shares/buy back
Other Adjustments to Equity
Ending Equity

2.66% years
3.00% Rapid Growth 2.25% 5 0.45% 4.91%
15.00% Medium Growth 2.25% 8 0.28%
0.02% Slow Growth 2.25% 15 0.15%
2.50%
30.00%
13.00%
42.30%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
2.66% 2.81% 2.96% 3.11% 3.26% 3.41% 3.56% 3.71% 3.86% 4.01% 4.16% 431% 446% 4.61% 476%
2.25% 2.10% 1.95% 1.80% 1.65% 1.50% 1.35% 1.20%  1.05%  0.90%  0.75%  0.60%  0.45%  0.30%  0.15%
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
33,867 43,857 58,885 75,650 90,321 99,801 109,667 119,951 130,687 141,912 153,665 165,985 178,916 192,505 206,798 221,850 237,715 254,453 272,128
22,949 5,424 9,044 9,094 9,517 9,802 10,096 10,399 10,711 11,032 11,363 11,704 12,055 12,417 12,789 13,173 13,568 13,975 14,395 14,826
13,345 6,347 8,083 10,188 8,027 2,533 2,946 3,400 3,897 4,440 5,033 5,679 6,382 7,146 7,976 8,877 9,854 10914 12,062 13,306
1,334 635 807 1,019 1,189 380 442 510 585 666 755 852 957 1,072 1,196 1,332 1,478 1,637 1,809 1,996
181 217 240 263 288 314 341 369 399 430 463 497 533 571 611 654
1,093 1,147 1,292 1,498 1,502 2,258 2,495 2,742 2,999 3,267 3,548 3,842 4,150 4,473 4813 5,170 5,546 5,943 6,361 6,803
33,867 43,857 58,885 75,650 90,321 99,801 109,667 119,951 130,687 141,912 153,665 165,985 178,916 192,505 206,798 221,850 237,715 254,453 272,128 290,808
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
271 1,375 791 1,012 1,231 1,462 597 682 773 873 980 1,096 1,221 1,356 1,502 1,659 1,828 2,011 2,208 2,421 2,650
27 40 49 60 72 87 104 124 147 174 205 241 282 329 382
84 237 409 424 437 580 258 294 334 376 421 471 523 580 642 708 779 856 938 1,027 1,123
187 1,137 382 588 794 882 365 428 489 557 631 712 801 899 1,007 1,125 1,254 1,396 1,552 1,722 1,910
55 334 123 174 231 250 110 128 147 167 189 214 240 270 302 337 376 419 465 517 573
132 804 259 414 564 632 256 299 342 390 441 498 561 629 705 787 878 977 1,086 1,206 1,337
5 380 130 207 282 316
127 424 130 207 282 316 256 299 342 390 441 498 561 629 705 787 878 977 1,086 1,206 1,337
406.9% -42.4% 27.9% 21.6% 18.8% -59.2% 142%  13.5%  12.8% 123% 11.8% 11.4% 11.1% 10.7% 10.5% 102%  10.0% 9.8% 9.6% 9.5%
Year NOPLAT Discount PV
Factor NOPLAT
2004 256 0.88 226
2005 299 0.78 234
2006 342 0.69 237
2007 390 0.61 239
2008 441 0.54 240
2009 498 0.48 239
2010 561 0.43 238
2011 629 0.38 237
2012 705 0.33 235
2013 787 0.29 232
2014 878 0.26 229
2015 977 0.23 225 3.83 times Book Value
2016 1,086 0.20 222 5.68% Funds under Management
2017 1,206 0.18 218 3.51 times Revenue
2018 1,337 0.16 214
10,393 0.16 1,662
million of T million of USD
5,127 36.622262
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
1,338 1,914 2,213 2,555 2,945 3,387 3,885 4,446 5,075 5,780 6,567 7,445 8,422 9,509 10,714
256 299 342 390 441 498 561 629 705 787 878 977 1,086 1,206 1,337
320
1,914 2,213 2,555 2,945 3,387 3,885 4,446 5,075 5,780 6,567 7,445 8,422 9,509 10,714 12,051



Section 5

Risk Analysis Report

by Charles Dore



Overview and Executive Summary of Observations and Recommendations

We conducted interviews at the central location of the GNPF during the period of May 12"
through May 20", The interview process began with general department overviews presented
by the Department Heads in the General Director’s office, completed with additional
interviews of key department heads. This process included a discussion of processes, staffing
and associated risks. Department heads were asked for suggestions about key priorities for
their organizations which have been noted. In addition to the interview process, various
documents, charts and reported financial numbers were gathered and analyzed.

The market risk of investments was not reviewed or addressed in our work. Those
responsible for managing participant assets have expressed a need for clarification of
investment policy in light of the increasing contributions to invest and decreasing assets
qualified for investment. Further work and assessment is needed for this area and function.

Our initial scope of work was more narrowly defined and related to auditing risks. We were
quickly satisfied that the overall operating system was adequately and effectively controlled
and consistent with existing standards within the United States. As a result of our confidence
in this aspect of the GNPF operation, we expanded our scope to look at broader risks related
to readiness for competition in an evolving marketplace.

From our work we gained a very favorable impression of the staff and the overall
organization. The staff is professional and this professionalism is reflected in all aspects of
GNPF daily operations. It is our opinion that there is a considerable wealth of talent in the
GNPF that can be effectively led along the crucial road of change so that the GNPF can
compete effectively in the marketplace. In our work we have tried to offer a roadmap to help
lead the way.

Our work is intended to provide a map of the road over the next several years. Since the
GNPF is in an active marketplace, it must compete just like any other fund. The steps GNPF
must take to become a more effective and ongoing marketplace competitor, are key to its
long-term future regardless of any decision about privatization. It is the process of preparing
for this transition that is of greatest importance long-term. The following are the findings we
have made as a result of our work.

Overall Risk: GNPF Market Readiness

Marketing readiness is the central risk regardless of the decision to privatize. The maturing
pension market will force all funds compete harder to attract and retain contributors. The
GNPF must be ready to compete and gain market share by changing the mindset of all staff.
Changing the mindset is the first step, and involves creating a competitive sense or spirit in all
staff. This is typically accomplished through training and active management follow up at all
levels.

Enhancing market readiness by changing the mindset will involve training all staff in the
fundamentals of marketplace competition. The knowledge and perspective gained from



training can then be applied concretely in each department. The results of change
management will sharpen the analytical and critical business thinking of all staff on such
things as business drivers or the functions that drive each department’s business processes,
accountability, competitive compensation, marketing, budgeting, and planning to list but a

few examples.

Along with changing the mindset of the organization, the following must be done to optimize
market readiness and minimize the risk of becoming non-competitive:

1.

Establish a strategic planning and budgeting process

Initially this process will be hard given the lack of a Management
Information System (MIS). However, without this process, the road
becomes unclear, so it should start as soon as possible.

The process should include:

a.) Defining a market position for GNPF in pension market

b.) Identifying marketing opportunities and implications for
GNPF as Kazakhstani pension providers consolidate to five
or six providers within a few years

c.) Assessing capabilities of available pension software based
on market defined market position mentioned in “a.)”
above

Obtaining a competitive edge may not come through
software advantages, but more likely from investment
performance and service delivery or execution
off essentially similar platforms. However, examining
available delivery platforms against the market definition
developed in “a.)” above is a worthwhile exercise

d.) Establishing cost drivers that in turn can be used to develop
Return on Investment (ROI) parameters for future analyses of
all types

Over time, the process will be refined with marketing and budget data
from an MIS database.

Select and install a Management Information System (MIS)

Without MIS, there is a significant organizational risk to an efficient
business operation regardless of privatization. MIS will enable
departments immediate access to all manner of data within the
organization. This will create a quantum leap in how GNPF does business.



The decision to implement an MIS system is an absolute necessity, and a
significant risk to business operations the longer it is delayed. An MIS system
is like a mirror, because it helps you look at yourself. As senior management
at the GNPF have acknowledged, without this mirror, the GNPF cannot really
know itself and how it does business. Without an integrated MIS system, all
business functions will be effected negatively from customer service to
accounting. And negative effects on customer service will create more
participant transfers to competitors and decreased revenues.

Review Premises and Representative Offices

In Almaty there appears to be a space shortage that must be addressed in order
to remain in compliance with Labor Regulations so budgeted hires can join
GNPF, and the ongoing business operation is not compromised.

As part of strategic planning process, profitability of 17 regional offices
must be measured against providing support from Almaty. Profitability

can be measured by establishing regional account income and expense
statements. As a result GNPF can measure the cost effect of office

closures on data integrity and the ability to enroll and service contributors or
participants in the absence of such offices. Since it is our understanding that
most representative offices have one year, renewable leases, closing any
unprofitable branches would be easier and less costly.

Complete the disaster recovery program as soon as possible

Moving old servers to Astana for back-up by first of 2004 is a good first

step in a series of steps that should lead to a completed disaster recovery plan.
As GNPF management acknowledges, without such a program in place,
business interruptions could seriously harm the fund in all ways.

Centralize training within the HR function

We would encourage centralizing and expanding the training authority,
including budget accountability, to acclimate new staff and representatives and
to ensure continuous inflow of professional knowledge and staff growth and
development. Such training goes well beyond basic skills and certifications
programs currently in place. Under the current GNPF organization structure,
HR is the most logical place for this centralized function.

2002 GNPF training budget of Kzt 3.6 million against actual expenditure of
Kzt 1.5 million suggests recognition of need but unexploited resources.



6. Obtain legal clarity regarding pension law statutes that may negatively
effect GNPF and the pension industry.

Greater clarity in the law will help GNPF with respect to concluding the
project related to unidentified accounts as well as those without legal
agreements on file.

a.) As many as 908,727 accounts with average balances of less than Kzt
10,000 still have no agreements with the GNPF on file as required by
the law beginning 01/2003. It is expected that this number will be
reduced to 300,000 by 2006. Beyond that, the staff is not optimistic
about further substantial reduction to this number.

Beginning 01/2004, we recommend that these accounts be segregated
within GNPF with respect to staff access and data security, to minimize
risk of unlawful transfer or distribution. Since these accounts represent
an income stream to GNPF, we would suggest projecting income
versus account maintenance (Kzt 184 in 2002) to highlight the positive
implications of this revenue stream to attract possible buyers.

b.) There is an approximate GNPF liability Kzt3.2 million ($210k) in
agent commissions for accounts without executed agreement (assuming
at 12/31/03 500k still without legal agreement on file). We believe that
you can view this as an “account payable” and accrue this amount.

As stated above, we are concerned about legal uncertainties related to
the disposition of these accounts at the end of the 8 years as required by
the law. Accordingly, we urge the GNPF to lobby for clarification of
this law.

Additional Considerations
1. Offset increased marketing expense related to attracting and retaining
contributors against fund income to spread costs over all participants
2. Negotiate lower annual external auditing contract with PW based on their increased
reliance upon work of Internal Auditing
3. Encourage participants to obtain fundholder servicing via internet to reap cost
benefits and maintain a competitive edge. This project is a good example of a service
that can be strategically positioned to gain market advantage while simultaneously
reducing costs.
4. Continue and increase active participation in industry groups. This involvement is
an example of a way to leverage industry position and influence marketplace
5. Encourage constant monitoring of all business processes for outsourcing
opportunities. This is another example of the type of competitive thinking that should
be encouraged up to and after privatization, and which will increase after
the GNPF competitive mindset is sharpened.



6. Quantified financial drivers can assist in furthering the discussion related to GNPF
risks. The results of our work is contained in the NOTES section at the end of our
report.

The pages that follow are intended to expand the findings noted above, and to provide
additional detail by department.

I1. Investment Department
(Includes Portfolio Recordkeeping, Financial Market and Risk Management Research,
Portfolio Recordkeeping, and Trading Departments) (5/12)

The key metrics or functions of the Investment Office relate to investment research, portfolio
accounting, portfolio management, and trading. These functions apply to both the GNPF
assets as well as to the assets in the fund, i.e., the participants' assets.

The Investment Office and its related departments were reviewed in meetings on Monday,
May 12, 2003. Among items discussed was the organizational structure of the department as
well as the investment process and the challenges faced in light of the existing investment
policy and the shrinking availability of investment grade assets.

Drivers

Approximately 25 trading transactions are completed each day, with the average amount of
outside purchases ranging between $5-$8 million, and the remaining Kzt $1-$3 billion. Itis a
mandatory requirement to invest contributions within 10 days of receipt, so there is an ebb
and flow of investment activity based on payrolls processed.

Cash available for investment is netted against distributions to maximize the percentage of
assets available to invest. The practice of netting is commonplace in the United States and
benefits the participants by ensuring that their money stays invested.

The quality of investments is based on government regulations that will prove challenging in
the future, especially, as the fund stabilizes its customer base and contributions grow and
distributions slow. In such a likely scenario, the amount of assets for investment will grow,
while the market of available investments meeting the government criteria will shrink. In
such a case the GNPF will run a substantial risk of violating the requirement to invest
participant contributions within 10 days of receipt.

Another function performed in the Investment Office relates to collecting and providing
official GNPF figures. This work is performed in the Financial Market and Risk Management
Department, off of a database with two weeks worth of active data (older data is archived due
to current storage data problems).



Risks lIdentified

The Investment Office staff has noted a decreasing number of assets for investment which
meet regulatory requirements. This creates a possible violation of the government
requirement to invest all contributor assets within 10 days of receipt, as well as the natural
temptation to push the regulations to the extreme in order to ensure that contributor assets are
promptly invested.

This risk is compounded by probable fund growth due to a stable participant base and
contribution flow. When these are added to a steady rate of return that is likely with the fixed
asset portfolio objectives of the fund, participant balances will become more significant
resulting in a corresponding decrease in the opportunities for netting contributions against
distributions. This will create greater pressure on liquidity needs, which may in turn force the
Investment Office to keep cash on hand in short-term equivalents thereby indirectly lowering
the fund return. While this "virtuous circle" is not unusual with funds, it underscores the need
for reexamination of the fund investment parameters.

Risks Quantified

It is hard to provide a detailed quantification based on probabilities. While we have
recommended elsewhere that the entire Investment Office be reviewed with respect to the
risks we have discussed above, we can note here a potential risk for the fund to incur costs of
lost investment opportunity that could create additional fund cost as investment staff attempt
to guarantee investment performance that meets or exceeds inflation. Having contributions to
invest and no investments that meet established parameters will make it increasingly more
difficult for the Investment Office to meet its fund obligations and remain in compliance with
the 10 day investment requirement.

Recommendations

As part of a follow up to an inquiry we made regarding the number of inactive and
unidentified accounts, we identified the Financial Market Risk Management Research
Department, a subdivision of the Investment Office, as the keeper of official numbers for the
GNPF. These included the number of inactive and unidentified accounts, which was the
focus of one follow up question.

While it is not unusual for several different units of an organization to have several different
perspectives on a number or function, a central Management Information System (MIS)
would help all units involved, as all departments would have the same data available from the
same system, stored and protected centrally. This particular follow up question underscores
management's realization of the need to identify and install a comprehensive MIS system.



Consistent with the scope of our review, we recommend a more detailed review of present
GNPF investment policy and objectives with consideration of broadening the categories and
investment quality parameters to ensure greater flexibility in investing. Not only will such a
review help persuade regulators of the need to increase the flexibility for investments, but will
ensure long-term greater compliance with the need to meet the 10 day asset investment
requirement. At any rate, the solution to this critical risk is an unresolved, systemic problem
for all Kazakhstani providers, as was proactively noted by the Investment Office staff during
our discussions.

I11. Pension Fund Holder Relations Office (5/13&5/16) or Client Administration
Department (Includes Operation and Coordination Departments)

This office or department is responsible for servicing the participants or contributors in all
respects except fund investment. The office has two major subdivisions: Operation
Department and Coordination Department. Also, the unit has management responsibility for
the 17 representative office--including the Astana office--as well as the two Almaty offices.

The responsibilities of this office include new account opening, account transfers in and out of
the fund, preparation of distributions based on participant applications, correspondence,
routine participant account maintenance including address changes, payer and representative
relations, and daily client servicing. The correspondence function includes participant, payer,
and representative inquiries and responses. There is also a participant or contributor
"HotLine", which is a service for participants who wish to contact the GNPF by telephone.

The department and its sub-departments were reviewed on May 13" and 16™.
Drivers

The drivers are related to the key transactional processes within the department. They are:

1. Monthly number of transfers in and time to set-up account
1,500, 2-3 days if in good order (get assets fast)
2. Monthly number of transfers out and time to set-up account

15,000 to 20,000 3-4 days if in good order
10% transfers typically not in good order
Monthly number of new accounts
4. Average time researching participant inquiries (from Almaty oblast)
Performed after close of business at 6 by staff of
6-7. Average is 6 per day.

(98]

5. Average number of participants visiting Center/Staff
300/10 Of 300, 20 are confirmations related to past contributions

6. Average daily payment requests per operator (who verifies data and
creates payment order) 200-300/6-7 with 5 returns for completion or
correction

7. Prepare approximately 200 agent commission payments by 10™ of new
month (Verify calculations of agents commission payment request)

8. Control generation and distribution of approximately 1million annual



participant statements during each January/February as prescribed by law

9. Service through resolution of inquiry, at least 1,000 participant HotLine
Calls

10.  Prepare approximately 100 written responses to written participant
Inquiries per month

11.  Training of representatives through the system

Extraordinary Driver

Beginning 01/2003, GNPF is no longer default fund for mandatory
contributions. Prior to 01/2003, as default fund, GNPF was not required
by law to obtain contributor/participant agreement. On 01/2003, GNPF
became obligated to obtain agreement for all accounts. Over 4 years,
approximately 1 million accounts were opened without agreements.
Work has been done to reduce this amount to about 908k with average
balances of less than Kzt 10,000. This year, GNPF has obtained
agreements for 150k accounts with balances greater than Kzt 10,000.
Government realizes that job is big, and has extended deadline on GNPF
for obtaining agreements for remaining 908k. This is a “short-term”
driver in the sense that it requires resources and time, but income

is received to offset the costs.

Risks Identified

The risks associated with any client services department or function relate to the transactions
processed. Potential risks such as misallocation of contributions due to poor or incomplete
data, both in receipt and distribution of participant assets that could result in exposure to
internal fraud related to inactive contributor accounts, were adequately controlled.

However, there is a potential risk related to accounts without agreements ("non-compliant"
accounts) and inactive accounts. The total number of accounts within these groups is large,
but the asset size is small. The group of accounts without legal agreements on file has been
the focus of a concerted effort to dramatically reduce the number by virtually all groups
within the GNPF. This effort has provided good results to date, and there is expected to be
about 300,00 remaining by the end of 2006.

However, the potential risk of misallocation applies to inactive and non-compliant accounts as
much as if not more than the daily processing risk of contribution data described above.

These accounts generate a consistent revenue stream that more than offsets their annual
maintenance costs of approximately Kzt 180 in 2002, so there is a minor cost disincentive to
working to identify the accounts after a certain period. As the success of the research effort
naturally slows, the risk for misallocation will increase.



Regardless of the revenue stream we recommend that these accounts be effectively segregated
within the existing system as soon as possible. This segregation should include additional
access codes with limited staff authorized to work on these accounts. Monthly confirmations
regarding assets and number of accounts in this category should be preformed and submitted
to the Internal Auditing Department.

In addition, as has been mentioned elsewhere, we urge GNPF to seek legal clarification
regarding these inactive and non-compliant accounts. This clarification could include
changes to the existing pension law affecting them, especially regulations related to the
ownership rights of such funds after the statutory eight years of account inactivity.

Observations

Our discussion with management touched upon staffing. We learned that 70% of department
staff have two or more years of service. Staff tenure averages at least a year of service before
they are "stolen" by the competition. However, staff frequently return to GNPF for a variety
of reasons, including the fact that salary differences are not that different at the competitor
funds, and working conditions may in fact be better.

We also noted the planned introduction of a participant/contributor website for later this year.
As use of the internet spreads in Kazakhstan, the introduction of this website will help drive
down the cost of routine inquires that would otherwise go to the HotLine or branch offices in
the form of participant calls and branch visits.

The overall functions operating within this department are adequately and effective
controlled. Apart from the issues mentioned related to the inactive and non-compliant
accounts, we did not observe any weaknesses in the system of internal controls that would
seriously jeopardize the daily functions of the departments.

Risks Quantified

We have noted that the 17 branch and two Almaty offices servicing participants should be
analyzed against overall maintenance costs and revenue stream. There is a potential risk of
excessive cost, should these offices not undergo a cost/benefit analysis. This analysis would
include the cost of maintaining each office against the number of new clients it processes
through its offices. To establish effective comparisons, a similar analysis would include the
cost of gathering new participants, ensuring quality service and accurate contribution flows,
minimization of participant transfers out, etc., without the offices. Comparing the results of
these two analyses would help management determine the overall effectiveness of each office.

The risk financial loss due to misapplied contributor funds in the unidentified and non-
compliant account categories has been mentioned in the Risks Identified section above.

The overall market readiness risk mentioned in the Executive Summary has a specific
application to each department. While there are many examples of how the transformation to



market readiness will assist management and staff in their competitive thinking, we will offer

two to the client administration management team. They are:
1. Establishing effective client service measurements: Examples of these would
include average participant wait in line before being served, the length of time a
participant is waiting before a HotLine staff member answers the call, how fast
statements are produced, timeliness of transfers into GNPF, etc.
2. Quantifying the drivers listed above into measurements of staff performance and
overall staffing requirements. The drivers listed above are not a complete list of the
key functions of the department. They serve as examples. By evaluating the list,
making necessary additions and changes, management can develop key staffing
parameters. These parameters can be used to evaluate performance (Example: Each
clerk should be able to process 100 applications a day without an error to be eligible
for a promotion) and develop staffing for peak periods, vacations, etc. (Example:
2,000 applications per day, with each staff member processing 100 per day means we
need 20 staff to process a day's work.).

Without such measurements in place, effective client service may become poor very quickly,
and costs wasted on inefficient processes or representative offices. Poor client service could
ultimately mean lost participants, lost participant assets, and, of course, lost revenue.

Recommendations

Implementation of a MIS system will ultimately enable the Client Administration Department
to identify and measure key departmental drivers more easily. In addition, a MIS system will
enable multiple views of transactional data that can be used to analyze cost, processes, and
efficiencies, not to mention a better way to reconcile Social Individual Codes (SIC) with Tax
Identification Numbers, to help resolve more unidentified accounts.
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IV. Accounting Departments (Includes Accounting and Pension Asset Operation
Department, Accounting and Reporting Department, and Planning and Budget Control
Department) (5/15)

The accounting functions were reviewed on May 15, 2003. In all three units reviewed, we
noted the presence of adequate and effective controls related to departmental risks.

The first accounting function reviewed was the Accounting and Pension Asset Operation
Department. The main function of this department is to establish and maintain the daily asset
value of all pension assets. The factor or unit value of the fund assets is established and used
as the basis of calculating distributions, purchases, and tax payments. Also, this department
performs account maintenance, (including identifying and combining multiple accounts into
one account for one participant).

Accounting and Pension Asset Operation Department

Drivers
1. 500-600 Daily Payments Processed
2,000-3,000 transfer of assets (TOA) out of the GNPF are processed
approximately three times a week
3. Mandatory month-end government reporting due by 5" day of new month
requires 4 hours of staff preparation just to run the reports
4. Daily contribution returns of 1,500 totaling (500 for new accounts) Kzt

3-5 million essentially automated but takes '4 day to complete process
5. 20 Contributions totaling Kzt 500k returned back to GNPF each month
6. Time researching and responding to participant inquiries
7. Monthly agent payment preparation of Kzt Imillion to 40-50 agents

Extraordinary Driver
Beginning 01/2003, GNPF is no longer default fund for mandatory
contributions. Prior to 01/2003, as default fund, GNPF was not required
by law to obtain contributor/participant agreement. On 01/2003 GNPF
became legally obligated to obtain agreement for all accounts. Over 4 years,
approximately 1 million accounts were opened without agreements.
Work has been done to reduce this amount to about 908k with average
balances of less than Kzt 10,000. This year, GNPF has obtained
agreements for 150k accounts with balances greater than Kzt 10,000.
Government realizes that the job is big, and has extended the deadline for GNPF
to obtain agreements for remaining 908k participants.
This is a “short-term” driver in the sense that it requires resources and time.
Risks Identified

The absence of a comprehensive Management Information System (MIS) including

department budget accounting, poses a significant risk to ongoing efficient department
operation.
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Observations

As with all GNPF departments, there is a real need for a comprehensive MIS to enable more
efficient problem resolution related to day-to-day processing that is time sensitive, and
research that can occur any day.

The pension asset cash reconcilement function is performed right next to cash control function
is efficient, but seems to be a potential risk.

Risks Quantified

The risk of not processing daily contributions daily is minimal and is at present considered
immaterial. The system seems to effectively enable prompt return of unidentified or incorrect
participant contributions. However, if volumes grow, the half-day it presently takes to
prepare and return them could lengthen and jeopardize their timely return.

The list of drivers is not complete. Using our drivers as a base, we encourage further
evaluation to revise the list with a mind to developing it into a serious system of department
cost analysis. Such a process should be initiated as soon as possible. While this process can
begin quickly, it will gain in sophistication once an MIS is installed.

Recommendations

We would recommend separating the functions of cash reconcilement from cash control to
ensure greater independence of the two key functions, thereby reducing risks associated with
appropriate segregation of duties.

Accounting and Reporting Office (5/15)

The Accounting and Reporting Office is responsible for organizing and reporting the

accounting of the GNPF and the participant assets in accordance with the legislation of the
Republic of Kazakhstan.

Drivers

1. External report preparation, monthly quarterly and annually
Daily, /2 hour, monthly one day, quarterly one day (detailed comments
often involve more time and must be approved by General Director, given
their financial importance and necessary public disclosure)

2. Manages the approval cycle for all fund expenditures

3. Monthly agent payments processing totaling Kzt 1million to 40-50
agents

4. Responsiveness to unit managers’ ad hoc requests for department data
(Dependent upon system, which would not as frequent a case once a MIS
system is installed)

5. Payroll processing (to move to HR when function is staffed properly)
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Risks Identified

The only risk note is the potential for delay in obtaining data to produce government
mandated reports which in turn can create a situation of "non-compliance" with state
regulations. While this risk is minimal financially, and even operationally, fund growth and
market readiness for competition demand a new and efficient method of gathering data for all
manner of mandated reporting. The introduction of a Management Information System (MIS)
could help make the process of gathering financial data for reporting more efficient.

Observations

As stated above, the department will benefit from a MIS system that incorporates the new
mandated accounting system into its overall data management.

Risks Quantified

The risks relate to assessment of fines due to delays in providing government mandated
Reports. As the growth in the fund increases, the prompt gathering and reporting of mandated
financial data will become more challenging, and thus the potential risk of fines increases.

Recommendations

As part of the overall preparation for market readiness, we recommend a thorough review of
the "Chart of Accounts" or account categories used for revenue, expenses, assets and
liabilities. While we did not review this chart, we believe that it will be necessary to enhance
it and possibly reorganize it so that it can aid GNPF in a more accurate and detailed
accounting of its activities. While several accounting departments could be responsible for
this review, we believe that this department can be responsible for managing the process. The
process should be performed in conjunction with the 2004 fiscal budget preparation. As a
first step to installing an effective MIS system, this work will result in a better understanding
of what financial data is needed to improve knowledge of the GNPF business functions.

As a direct result for this department, the increased efficiency in obtaining and organizing
current financial data for mandated government reporting will ensure promptness and
compliance with all reporting requirements. Subsequently, the knowledge gained in the
budgeting process and "Chart of Account" review will benefit conversion to a MIS
system.

Planning and Budget Supervision Department (5/15)

Drivers
1. Provide organizational budget development and reporting
2. Maintain overall accounting and budget monitoring and control
3. Establish and maintain cash control (in the sense of a "treasury" function)

over invested assets, making recommendations on creating liquidity as
necessary
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4. Analyze organizational efficiency based on developed budget norms and
cost drivers
5. Provide planning based on budget data

Risks Identified

All of these functions are critical to a successful and market ready GNPF. However, there
appear to be two distinctly different types of functions required of this department: (1)
Tactical and; (2) Strategic.

The tactical functions relate to creating the budget, ensuring its successful input into the
accounting system, reporting on the budget at regular intervals, making daily cash projections
similar to the treasurer's function in the United States, and controlling the budget with respect
to procedures and control.

Strategic functions performed in this department include planning and projecting the direction
of GNPF with respect to market positioning, assessing the organizational structure with
respect to the forward thinking and positioning, and making recommendations to the Director
General of the GNPF and his management team as necessary.

Observations

The creation of this function is timely. Recognizing the functional need for strategic
planning, marketing, and budgeting is a prerequisite for market readiness. But at this point,
the function is too big for one individual. Given its significance with respect to the overall
success of the GNPF as a worthy market competitor, the function should, in all or part of its
responsibilities as defined, be a direct report to the Director General of GNPF.

The importance of developing a budget process for fiscal year 2004, and starting that process
no later than the first of September is critical to the effective transformation of the GNPF to
become competitive. While the systems will not be in place to perform a thorough budget
process, the process should be done regardless to begin to educate and instill a budgetary
discipline in all staff.

Risks Quantified

It is important that the budget process begin as soon as possible, and in no event later than
September. The risk to GNPF of not attempting a budget process for fiscal year 2004 is a
delay of at least one year in realizing the benefits of a full blown budgeting process with cost
centers, reporting, and the like.

Recommendations
We recommend immediate creation of a budgeting plan for the budgeting process to

commence no later than September. This process would include a review of the drivers noted
in this report, a review of the "Chart of Accounts" and a presentation of key projects (MIS
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system, new telephone calling system, etc.) and their budgets. Also, a projection of
participant account and asset growth should be established that is used to drive staffing needs
in each department.

Staffing is a significant expense in any finance-related business. As part of the budget
planning process, each department should determine the time it takes to perform all
substantial functions of the department, and project 2004 staffing needs accordingly. Such
department work can be aggregated for the entire organization to come up with a set of
staffing requirements. From these, and salary data by department, a budget can be
approximated, and a 2004 budget developed for review by the General Director and the
Board.

V. Technical Department (Includes Software and Development, System Support and
Technical Maintenance, and Data and Security Sectors) (5/19)

We reviewed the Technical Departments noted above on May 19, 2003. As we have
consistently noted, it is our opinion from what we observed, that the basic system of internal
operating controls is adequate and effective when balanced against the existing risks.

Drivers

1 Managing the process of software system installation, maintenance and
enhancement

2. Maintaining, directly or through outsourcing arrangements, more than 10
major system modules (including accounting, Reuters, investments, etc.)

3. Identifying a new comprehensive system that can satisfy all users and be
effectively maintained by IT staff

4. Data security related to location, government encryption requirements,

and regional office servicing
Risks Identified

From several discussions with GNPF staff, we learned of concerns related to the hardware and
its capacity to maintain service levels that are sufficient to meet client servicing needs and
provide effective support for all operating departments. These comments underscore the need
for the installation of the three new Hewlett Packard servers scheduled for completion in
October of this year.

Observations

Since pension fund software development in Kazakhstan is basically limited there is little
opportunity to leverage existing systems for organizational advantage, since essentially all
fund providers use the same software. Therefore, the only way to gain market advantage
through software, would be to identify a software platform from outside of Kazakhstan that
could improve the quality of reporting to participants, as well as other services planned or
envisioned for the future. Such services could include annuity or installment payment
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processing for eligible participants, financial planning, etc, related to targeting a participant's
desired retirement date, etc.

As part of a complete analysis of the 17 representative offices mentioned in the Client
Administration Department section, we would urge the department to determine and
communicate their representative office support and maintenance costs to the Client
Administration Department. This step would help that department better quantify its
representative office costs, and provide a more thorough analysis.

The IT management mentioned a projected 2005 implementation of the new MIS system.
This is a very ambitious goal, if the following have yet to be done or arranged for completion
by January, 2004:

1. Thorough assessment of each department's needs based on a questionnaire and
several follow-up meetings.

2. Development of a proposal based on the data received from item #1.

3. Commencement of a bid process that involves between 3-5 prospective
bidders.

4. Interview all finalists at the GNPF.

5. Select final candidate.

6. Negotiate contract price to include support of installation and post-installation

phases, and price discounts if provider fails to meet clearly established goals.

In our discussions with staff a concern related to database integrity and the planned MIS
conversion was mentioned. The database integrity issue was related to a period of
asynchronous operation more than one year ago, which is still causing extra staffing and
expense to correct. Before any conversion, it would be mandatory to synchronize
active/back-up servers with the data warehouse and perform a rigorous scrubbing before an
entire system conversion could begin. While such occurrences are not unusual in the business
world, this is a labor-intensive effort that must be addressed for an effective conversion. We
did not determine how much time would be necessary to ensure a high degree of data
integrity, but the very necessity of such a project telegraphs the urgency to the above steps
should GNPF desire a full database conversion and a new MIS system by 2005.

Also, IT staff mentioned a desired goal of having a Government Tax Department database
terminal available to research and identify corporate "payables" to the fund. The total payable
obligation to all funds in the entire system is Kzt 2 billion ($13.3 million), which poses a
potential risk to the entire pension system in that upon retirement, several prospective retirees
may have under-funded retirement savings. It is estimated that nearly 50% of this payable is
due to participants currently at the GNPF.

With respect to data security, the recent purchase of Checkpoint Software's (NASDAQ:
CHKP) Firewall product is a positive move in the direction of enhanced data security. Check
Point Software Technologies is a worldwide leader in securing the Internet. It is the confirmed
market leader of both the worldwide VPN and firewall markets. The company's Secure
Virtual Network (SVN) architecture provides the VPN and security infrastructure that
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uniquely enables secure and reliable Internet communications. We believe this purchase to be
a sound business investment.

Disaster recovery and back up electricity supplies will be improved from 30 minutes to 60.
This is a huge increase in back-up and should be commended, along with continuing the goal
to complete a full scale disaster recovery plan as soon as possible.

Finally, with the implementation of a website, there is a concern about the sufficiency of
current bandwidth/frame relay for organizational expansion and competitive data flow once
encryption is implemented. This concern should be addressed as a budget and planning item
in the 2004 budget process.

Risks Quantified

IT management discussed the contemplated budget of $1-$5 million for the new MIS system.
We were not clear as to whether this budget included other supporting modules for portfolio
accounting, fixed assets, participant recordkeeping, and distributions. If there is a lack of
clarity within GNPF regarding what is expected from a new MIS system, then the discussions
mentioned above would be the place and opportunity to establish clear expectations for such a
"make or break" expenditure.

As mentioned before, the absence of a comprehensive MIS system is second only to the
mindset transformation as the greatest single risk to the future competitiveness of GNPF.
Such a statement should reinforce the importance of identifying and securing a suitable MIS
system within three years. It is our estimation that the current systems could effectively
support GNPF for another three years, with each year yielding a decline in the ability to
access, process, and transmit data timely. And finally, the longer a conversion is put off, the
larger the task, so again, we suggest, the sooner the work is begun, the better.

Recommendations

In addition to the seriousness of identifying and implementing a comprehensive MIS system,
which has been mentioned elsewhere in this report, we also recommend that IT continue its
openness to outsourcing options as they arise. Also, we would further encourage IT's effort to
develop a training and certification program for staff development and retention.

If the training function is centralized as we have recommended, the IT department can
describe its training goals and needs in much the same manner as systems users will describe
their desired system. With the centralized training function as the project leader, they can
identify alternatives and develop a program for the IT departments while the IT department
addresses the mission critical project of the MIS system.

As mentioned above, the consolidation of tax identification numbers, social identification
codes and perhaps passport numbers will help IT as much as it does the Client Administration
Department. Urging the government to consolidate these numbers will ultimately lead to
easier GNPF research and less requests of IT for special research reports.
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V1. Functions Under the Responsibility of Executive Director (5/19)
(Includes the Legal Department, Sector of Personnel Management, Administrative
Office, and Administration and Logistics Department)

The Executive Director is responsible for several key staff functions critical to the smooth and
efficient operation of the GNPF. We reviewed these units on May 19, 2003. Among the
functions these groups perform are employee file maintenance and quarterly compliance
testing of departments selected by the Sector of Personnel Management (HR), paper and
document circulation, archiving, and incoming and outgoing paper file maintenance
performed in accordance with data security department guidance in the Administrative Office,
risk monitoring of pension assets and compliance with all legal regulations in the Legal
Department, and maintenance and monitoring of GNPF premises and plant including fixed
asset control, and utility contract negotiations, in the Administration and Logistics
Department.

We note that the payroll function will move from the Accounting and Reporting Department
when the HR function is staffed to assume the function.

Based on our review, we noted an adequate and effective system of internal controls as
balanced against the associated risks in each department under the responsibility of the the
Executive Director.

Drivers

The concept of drivers related to staff functions is more difficult to quantify. Assessing
organizational deliverables is more a function of corporate philosophy than business success.
Many global organizations have elected to outsource one or more of these functions, with
human resources and employee benefits outsourcing a significant trend for larger
organizations in the United States. However, outsourcing the management of facilities is also
done in many countries, assuming such services are offered or available.

Risks Identified

Apart from the overall GNPF risk related to the absence of an effective MIS system, the risks
associated with these functions relate to: (1) Procuring suitable premises systemwide that
sufficiently comply with the labor regulation requirement that each staff member have 10-12
square meters of working space and; (2) Attracting and retaining qualified staff for growth in
an uncertain environment with respect to GNPF.

Observations

The average age of GNPF employees is 31, and the turnover is 11% annually. Without
further differentiation, the average age suggests a mature and stable workforce. If this is a
correct assessment, then the risk identified above could relate to the lower staff levels where
pay is most often more competitive and tightly controlled. It is not unusual in the United
States to have high turnover in the entry-level job categories. Many organizations believe that
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it is cheaper to experience such turnover at the entry levels, than pay a higher salary to ensure
greater stability and minimal turnover. Alternatively, the cost of attracting, identifying,
interviewing, hiring, and training new employees--even at the lowest levels--can be a burden
to the bottom line. Either way, knowing the job market, having an effective staffing strategy,
and adjusting the GNPF view as the market dictates is the best way to ensure effective
staffing for at the best possible price.

Risks Quantified

Delays in hiring new staff could result in inefficient business operations. Also, hiring of new
staff without legally required workspace could introduce non-compliance and possible
government fines. It is recommended that, as part of the item noted in the Executive
Summary, a reevaluation of GNPF office space against projected staffing is required.

To ensure an effective process we would recommend that this analysis of premises be
performed in conjunction with the budget planning and preparation process for 2004.
Without a clear understanding of premises, costs weighted against their benefits cannot be
made.

Recommendations

Beyond the 2004 budget planning and preparation, we would recommend a thorough strategic
analysis that includes assessment of long-term growth and staffing needs. This analysis
would be part of the strategic planning process mentioned in the Executive Summary.

To help perform this analysis, a staffing model should be developed. An Excel spreadsheet is
an excellent means to develop this staffing model and the model would be developed in
conjunction with GNPF management, using their input, observations, objective transactional
data, etc.

Based on the input, a set of drivers would be developed for each department. We would
encourage the use of those noted in this report as a basis for finding others and refining those
presented. From the drivers, metrics would be established for each critical function, based on
transactions performed. After a reasonable set of transactions is established for each function,
current staffing by department can be added to determine current staffing. Factoring in peak
periods, vacations and illness, a model can be built for the entire year, in monthly increments.
While this data can be effectively used to manage present and future staffing needs, it is a
model. Models need refinement and human judgement to ensure their proper use in decision
making. But, after the first model is completed, we believe that GNPF management will have
an entirely new appreciation of staffing and its affect on critical business processes within
each department.
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VII. Internal Auditing (5/20)

We reviewed the internal auditing function on May 20, 2003. Internal Auditing function
ensures that the system of internal controls within the GNPF is adequate and effective as
balanced against the existing risks noted in each function. The staff was professional,
knowledgeable, and eager to transform the function into a system of "continuous
monitoring".

Continuous monitoring is an auditing concept that integrates the auditing function into the
larger organization, by encouraging a consultative approach to risk and the adequacy and
effectiveness of audit controls. In the continuous monitoring program, audits are conducted
more regularly than in traditional environments, and findings are dealt with in a more
consultative manner, since the final outcome of better audit controls and the removal of
potential risks is in the best interest of all parties.

Within the GNPF, market readiness is best exemplified by the consultative approach taken by
the Internal Auditing Department. Based on our review, we believe that the consultative
approach fits perfectly in the overall framework of readying GNPF for the competitive
environment.

Drivers

The drivers related to the Internal Auditing function are the number of audits performed, and
the risks or exposures identified and corrected as a result. With an effective Internal Auditing
function in place, we believe that the GNPF can persuade its external auditors,
PriceWaterhouseCoopers (PWC), to rely more on the work of that function, and spend less
time in their audits as a result. This reliance is of course an argument for a lower negotiated
fee from the external auditors, so the most important cost driver of this department can be
measured against the external auditing cost savings it can deliver.

Risks Identified

In any Internal Auditing function, failure to identify risks and communicate them effectively
to senior management could result in substantial exposure to fund and contributor assets.
Given our work and that of the external auditors, we believe that this risk is sufficiently
mitigated.

Observations

Like all other GNPF departments, Internal Auditing would benefit from MIS through
obtaining easier access to data necessary to perform their unit audits, which in turn would
reduce the audit time and enable the function to perform more audits. Performing more audits
could result in greater GNPF coverage, further reliance by PWC on the Internal Auditing
Function, and ultimately, lower external auditing costs.
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Risks Quantified

Based on our work, it is our belief that the current management and structure is operating
effectively relative to the business processes and functions involved.

Recommendations

Beyond MIS, we would encourage management to support a training effort including possible
creation of an auditor certification program based on work done by the Internal Auditing
Department head. With a centralized training function in place, the details necessary to make
a comprehensive function could be organized and the proper program alternatives presented
to Internal Auditing management for their review and approval.

VIIl. CONCLUSION

The GNPF is at an exciting stage in its development. The day-to-day operations are
functioning adequately. Now is the time to being the next step in the evolution of the GNPF,
to market readiness and a competitive spirit. These steps are not easy, but there is greater risk
to the GNPF in remaining as it is. The change in mindset is the first such step along this road
and can be done in many ways. Instilling a competitive spirit within an organization is not an
impossible task, and many of the management staff seem ready to acquire this new way of
thinking about a business. But the process must begin soon.

Shortly, the information systems will begin to fail the users for a variety of reasons. These
reasons would include the ability of the system to handle additional workloads--assuming the
GNPF continues to grow its participant account number and assets--and staffing. Without a
complete overhaul of the MIS system, and introduction of a new one, routine data requests by
all departments will become monumental efforts of time and money.

As the systems fail the users, employees become frustrated and the staff morale deteriorates.
More experienced staff will be attracted to the shrinking number of fund providers, seeking a
future and an efficient place to work. Loss of experienced talent in a tight job market is a
major blow to any organization, and further complicates its ability to function effectively.

Concurrent with the effort to select and install a MIS system, is the need for strategic planning
and a rigorous, disciplined budgeting process. While these processes would be aided
substantially by a MIS system, beginning them this year is an absolute necessity to ensure
they are adequate and effective in the years to come. Since such processes take time to learn
and years to refine, the sooner they are begun the better. As we have recommended
elsewhere, the functions of budgeting and strategic planning/marketing should be accountable
to the Director General, as they are too key to the overall success of the GNPF to be hidden
within a department.
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The staff functions performed under the capable guidance of the Director General are critical
to ensuring a smooth operation of the GPNF. Ensuring an adequate and effective working
environment is key to business operations worldwide, as is continuous monitoring of
legislation and regulations which may influence or redirect the focus of the business at large.
The HR function will be of greater assistance to the entire business when the payroll function
is performed under that umbrella along with changes to the approach for evaluating
employees and centralization of the training function mentioned above. As suggested
elsewhere, effective market competition necessitates effective performance evaluation against
well communicated business goals tied directly to compensation, or in other words, a
Management by Objectives (MBO) strategy.

While there are many things to do, and the work seems almost overwhelming, we believe that
the GNPF leadership can and will make the changes necessary to ensure a competitive future.
And we stand ready to assist them in whatever way we can, so that the road they take is not
taken alone.
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NOTES

1. A general explanation of Return on Investment (ROI)

Return on Investment (ROI) is arguably the most popular metric when you need to compare
the attractiveness of one business investment to another. Your return on investment equals the
present value of your accumulated net benefits (gross benefits less ongoing costs) over a
certain time period divided by your initial costs. It is expressed as a percentage over a specific
amount of time; in IT purchasing, three years is the most common time span since technology
is often effectively obsolete after three years. The equation for a 3-year ROI is:

(net benefit year 1 / (1+discount rate) + net benefit year 2 / (1+discount rate) + net benefit
year 3 / (1+discount rate)) / initial cost.

So if the initial cost for your manufacturing company's small new software roll-out was
$10,000, your annual benefits minus annual costs are constant at $5,000 for the next three
years, and the discount rate is 10%, your 3-year ROI would be:

(85,000 / (1 +.1) + $5,000 / (1 +.1)°2 + $5,000 / (1 + .1)*3)/$10,000 = 124%

While ROI tells you what percentage return you will get over a specified period of time, it
does not tell you anything about the magnitude of the project. So while a 124% return may
seem initially attractive, would you rather have a 124% return on a $10,000 project or a 60%
return on a $300,000 investment? That is why you will often want to know the Net Present
Value.

2. There are many recordkeeping software providers in the United States. Several of them
provide call center, recordkeeping, distribution, and website, software. I have had user
experience with two of these software systems provided by the following vendors:

SunGard EBS

104 Inverness Center Place
Birmingham, Alabama 35242
Tel: 1-800-327-6664

Fax: 205-437-7991
www.ebs.sungard.com

Schwab Retirement Technologies
Tel: 1-800-628-2416
www.schwabrt.com

Both of the above have substantial capabilities, but given the current Kazakhstan pension
environment, [ would begin research with the system provided by Schwab Retirement
Technologies, as it is a less costly system that offers many of the system modules you need.
There are other alternatives out there, and if you are interested in one, let me know.
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We do not believe that GNPF will find a complete and comprehensive MIS system that offers
modules for all of the functions envisioned. This underscores the need to take a critical
assessment of all existing systems and departmental needs to obtain the broadest possible
understanding of what any MIS system must do for GNPF, and what is a key system. The
sooner this assessment begins the better.

Once the key systems are identified, shopping for a MIS system is more focused. And,
Assuming that there is no comprehensive MIS system available without substantial
modification for the needs of GNPF, looking at key systems that will link to the MIS system
is the next likely step. And the systems mentioned above, along with several others, have
several of the key modules needed by the GNPF.
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Schedule for Larry Taff: Almaty, 19 — 23 January

Monday, 19 January

09:00 — Pick up at the hotel

09:30 — 10:00 David Lucterhand

10:00 — 12:00 BTA-Mortgage President Murat Yuldashev

12:30 — 14:00 Lunch with David Lucterhand and Stephan Moody

14:30 — 16:00 KMC Chairperson Maiko Sagyndykova

16:00 — 17:30 KMC/Discretionary

18:00 — 19:00 Anvar Saidenov, Governor, National Bank of Kazakhstan

Tuesday, 20 January

09:00 — Pick up at the hotel

09:15 — 09:45 Pragma’s office

10:00 — 11:30 Kazkommerzbank Director Mr. Apsenbetov + risk management person
11:30 — 12:30 Pragma/Discretionary

13:00 — 14:00 Lunch

14:30 — 15:30 Lewis Tatem, USAID

15:30 — 18:00 KMC/Discretionary

Wednesday, 21 January

09:00 - Pick up at the hotel

09:15 — 09:45 Pragma’s office

10:00 — 11:00 ABN-AMRO Asset Manager Chairperson Alina Aldambergen

11:30 — 12:30 Pragma/Discretionary

13:00 — 14:00 Lunch

14:00 — 16:40 KMC/Discretionary

17:00 — 18:00 State Accumulation Pension Fund and Asset Manager (Kurmanov and Koryagin)

Thursday, 22 January

09:00 - Pick up at the hotel

09:15 — 10:45 Pragma’s office

11:00 — 12:00 NBK Supervisory Body Chairman Bolat Zhamishev (to be confirmed)
13:00 — 14:00 Lunch

14:00 — 18:00 KMC/Discretionary

19:00 — 21:00 Dinner with Mr. and Mrs. D.C.M. Lucterhand

Friday, 23 January

09:00 - Pick up at the hotel

09:30 — 12:00 Wrap-up with KMC

12:00 — 13:45 Lunch

14:00 — 15:00 Exit Briefing, George Deikun, Mission Director, USAID/Central Asia Republics
15:30 — 18:00 Final meetings/Tour of Almaty

Airport pick up time to be confirmed
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MEMORANDUM

The mortgage market in Kazakhstan has developed at a very rapid rate. Mortgage
lending volumes for last year grew at least 150%. An acute lack of new affordable housing,
the leading mortgage banks expanding their activities, new market players penetrating the
market and the successful operations of the Kazakhstan Mortgage Company have provided
for stable growth in the mortgage lending market.

However, there are factors that hinder market development. Inadequate residential
real-estate appraisals is one such factor, directly increasing a mortgage lender’s credit
exposure, and, accordingly, negatively impacting a bank’s decision on the origination of a
mortgage loan. Forecasts on possible changes in the market environment over a loan period
are very often disregarded when conducting real property appraisals for mortgage lending.
The comparative method of appraisal is preferred over any other methods. This sometimes
results in unjustifiable overstating in the appraisals. Appraisal professionals sometimes
demonstrate low professionalism, etc.

Developing appropriate residential real property appraisal methods within the
framework of a working group that has the participation of mortgage lending professionals
and professional appraisers is seen to be the most effective way to resolve these issues. This
also includes introducing such methods into the training curriculums, accrediting training
centers, certifying appraisers according to a jointly developed program, systematically
monitoring appraisal work on its conformation to the approved methodology, and improving
the qualifications of residential real property appraisal professionals, etc.

We, consequently, deem it necessary to arrange a round table that will be attended by
representatives from mortgage banks, professional appraisers, and the Kazakhstan Mortgage
Company so that the burning issues can be discussed and acceptable ways of solving them
can be worked out.

The round table meeting will be held on January 28", at 3:00p.m. in the conference
room # 512, at the following address: 67 Aiteke bi (in the building where the Kazakhstan
Stock Exchange is located). Due to the building’s tightened entrance procedures we would
appreciate it if you could advise USAID/The Pragma Corporation Financial Sector Initiative
of the names of the participants beforehand on telephone numbers 50-43-53/54/60.
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December 23, 2003

Dear Mr. First Deputy Prime Minister:

Thank you for your letter of November 19, 2003 in which you are requesting
technical assistance in the design of a pilot project for the development a regional
housing finance fund. We find your proposal very interesting and at this time are
able to support the establishment of such a regional fund.

The assistance that we would like to offer would come through an existing
USAID project, the Financial Sector Initiative (FSI) that is being implemented by
The Pragma Corporation. Our FSI team consists of expatriate and local staff and is
led by Mr. David Lucterhand.

Specifically, USAID/FSI can assist in the following: 1) consultations on
design of the concept; 2) a legal opinion identifying any legal impediments
involved in the implementation of the concept and recommending changes or
amendments to normative acts; 3) legal assistance in the establishment of the fund;
and 4) technical assistance in structuring a bond issue by the fund with sufficient
credit enhancements that meet market requirements.

Please note, however, that our current resources permit us to provide only the
assistance specified above. Should the concept be approved by the Government of
Kazakhstan, full implementation would require substantial resources. Given our
anticipated funding for Kazakhstan, for continued collaboration, we would expect
financial and other support from the Republic of Kazakhstan. Subject to mutual
agreement regarding the levels of financial and other support each party will
provide, we can develop and enter into an MOU to implement the concept.

His Excellency
Alexander Sergeyevich Pavlov
First Deputy Prime Minister
Astana

USAID/CAR, Kyrgyzstan Office - 171 Mira Ave, Bishkek, 720016, tel.: (996-312) 551-241

USAID/CAR, Tajikistan Office - 10 Pavlov St., Dushanbe, 734003, tel.: (992-372) 248-870

USAID/CAR, Turkmenistan Office - “Mir 2/1”, 1 Yunus Emre St., 6 floor, “A” block, Ashgabat, 744017, tel.: (993-12) 456-130
USAID/CAR, Uzbekistan Office - 41 Buyuk Turon St., Tashkent, 700000, tel.: (998-71) 120-6309



Please inform us of your decision regarding the proposed approach. We look
forward to our continued cooperation over the coming months
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Veaxxaemsiii rocriofuH IlepBriit 3amectutens [Ipembep Munnctpa!

bnaromapio Bac 3a muceMo ot 19 HO26ps 2003 r., B kotopom Bsl mpocure okasarh
TEXHHYIECKYIO IIOMOIB B pa3paboTKe NMJIOTHOrO MPOEKTA IO Pa3BUTHIO PETHOHAIBHOTO (GoHIA
XHIHIHOTO (prHaHcupoBaHus. Mbl HaxonuM Baine npemjiokeHHE OYeHb MHTEPECHEIM, H B
HacTOSAIIEM MOXKEM OKa3aTh MOANEPKKY B CO3JaHHH TaKOTO PErHOHABHOTO (oHAA.

ITomomp, KOTOPYIO MBI MOXEM OKa3aTb MOXET OBITh IIpEeOCTaBICHA dYepes
cymectByromuii yxe mnpoexr IOCAWJla no passuthio ¢uHaHCOBOro cekropa (P®C),
ocymecTBisemoro kopnopanuei Ilparma. Komanrna npoekra POC coctout us 3apyGexHoro u
MECTHOT'0 IIepCcoHasa, a r-H J[3Bu JIakTepXsHI pyKOBOJMUT 3THM IIPOEKTOM.

B ocobennoct, JOCAUJI/POC Moxer nmomods B CHEAyiomeM: 1) KOHCYIBTalMH B
pa3paboTke KOHIENIMH; 2) COCTaBIEHNE IPABOBOTO 3aK/IIOYEHHUS C BHIABIICHHEM BCEBO3MOKHBIX
IOPHANYECKHX aclEKTOB, KOTOPBIE MOIYT NPENMATCTBOBAaTh OCYIIECTBICHHIO KOHIENIHH, H C
pEeKOMEHIAlMAMH 10 H3MEHEHHIO M JONONHEHHWIO HOPDMAaTHBHO-TIPABOBBIX d4KTOB; 3)
IOpHAMYEeCKass [OMOIIb B YUYpexIeHHMH (oHNa; a Takke 4). TEXHHYECKOE COJEeiCTBHE B
pa3paboTke CTPYKTYpHI BBITycKa oOnuranuit GoHAa ¢ TOCTATOYHBIMH KPENUTHBIMH JIEIOTAMH U
OTBEYAIOMMMHU TpeOOBaHUSM PBIHKA.

Onnako, moXxalyiicTa OTMETBTE, YTO Ha CErOAHSAINHUN JEHb paclojiaraeéMble HaMH
pecypchl O3BOJIAT HaM IIPEAOCTABHTH JIMLIL TO COJICHCTBHE, KOTOPOE MBI 0003HAYMIIH BhIIE. B
ciryqae onobpenmus konnenuuu IlpaBurensctBom Kasaxcrana, ee peammsamus motpeGyer
CyIIecTBEHHBIX pecypcoB. C yd4€TOM OXXHIaeMOTO YPOBHs (PHHAHCHPOBAHHSA HAIHX MPOTrPaMMm
B Kasaxcrame, i1 [JanpHEHINEro CcOTpyJHHYECTBA moTpebyercs (uHAHCOBas H Ipyras
noanepxka co cropoHsl KasaxcraHa. B ciydae 0060101HOM ITOTrOBOPEHHOCTH OTHOCHTENHHO
pa3MepoB (HHAHCOBOIO M APYTHX BKJIAAOB KaXJIOH M3 CTOPOH, MBI FOTOBBI OyAeM IIOAIMHKCATDH
MemopaHAyM O B3aNMOMOHMMAaHKH € HENBIO pealn3aiuy pa3paboTaHHO#H KOHIIETIINH.

Ero mpeBOCXOQUTENHCTBY
Anexcanapy Cepreesuuy [laBnoBy
Ilepomy 3amecturemo [Ipemsep Munucrpa
Pecnny6mixu Kazaxcran
Acrana

USAID/CAR, Kyrgyzstan Office - 171 Mira Ave, Bishkek, 720016, tel.: (996-312) 551-241

USAID/CAR, Tajikistan Office - 10 Pavlov St., Dushanbe, 734003, tel.: (992-372) 248-870

USAID/CAR, Turkmenistan Office - “Mir 2/1”, 1 Yunus Emre St., 6 floor, “A” block, Ashgabat, 744017, tel.: (993-12) 456-130
USAID/CAR, Uzbekistan Office - 41 Buyuk Turon St., Tashkent, 700000, tel.: (998-71) 120-6309



IMToxanyiicta, yBeAOMHUTE HaC O BallleM pemeH: OTHOCUTENHHO BBHINIEH3IOKEHHOTO
moaxona. HameeMmcs Ha Haine JanbHEHINIEE COTPYAHUYECTBO B OmkaiimeM OyxymeM.

C yBaxxeHHEM,
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CREDIT BUREAU ATTACHMENTS



KA3AKCTAH HAIII/IOHAJIBHLM BAHK
PECITYBJIAK ACBIHDBIH, PECITYB/IMKHA
| YJITTBIK, BAHKI KA3AXCTAH
430090, ArmaTtel Kanackl, Kexkrem-3, 21 480090, r. Aamars, Kokrem-3, 21
Ten. 3272-704591, daxc 3272-506090,637342 ten 3272-704591, dakc 3272-506090,637342
Teaeke 251216 NGBNK KZ Teseke 251216 NGBNK KZ
E-mail: hq@nationalbank.kz E-mail: hg(@nationalbank.kz
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Kasaxcrana

YaasaeMule rocnomd,

Harmwodanersd Dbanx Peciybmixa  KasaxcraH nogmepXuBaeT HHHIMATHBY
Kopnopanuu Ilparma u Accoumanuu @PunancuctoB KazaxcTtara 0o CO3BIBY B
fmnxadmeM OyxymeM coOpanys MOTEHUHANBHBIX aKIIHOHEPOB YaCTHOFO KPETUTHOTO
biopo B Kazaxcrane.
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