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l. | ntr oduction

Thisreport covers SEAF s activitiesin theregion during the past three monthsand
endswith thethird anniversary of CASEF’ sincorporation and the start of
operationsin July of 2002.

It hasbeen a busy period made all the more so by the on-going developmentsin
Kyrgyzia and the unfortunate eventsin Andijon.

There have been no new investments approved or any changesto staff.

The major development during the period was the official signing with the National
Innovation Fund of Kazakhstan (NIF) of their investment in CASEF. Thistook
placein Almaty on April 15™, and will be described in more detail later in the
report.

As SEAF/CASEF completethreeyear’sof activitiesin Central Asiait istimeto take
note of the fact that CASEF’ sinvestment period is now morethan half over. With
five confirmed investmentsto-date and mor e than 50% of CASEF’s capital still un-
committed, it isnecessary to increase the pace and do more deals. Thiswill be a key
issuefor CASEF sboard to review and discuss when they next meet in Bukhara on
October 4™,

[. Activitiesto-date

SEAF’sactivitiesduring the past quarter werelargely centered on: (i) working with
the portfolio companies (PCs); (ii) completing the procedural requirementsfor the
participation of the NIF; (iii) conducting due diligence on potential new
investments; and (iv) interacting with the ICD and USAID on procedural matters
and in the case of the former, disbursementsfor two of the PCs.

Considerable attention was centered on Kazakhstan, largely dealing with the
following:

Siaband Fuel Storage Company where CASEF has disbur sed $568,000 and
wher e we are wor king to complete the documentation for disbursement of
the approved | CD credit.

Theinvestment of the Kazakh National Innovation Fund (NIF) in CASEF.
Asmentioned earlier, the official signing took place on April 15", wher eby
the NIF committed to invest $2,058,000 in newly created special shar es of
CASEF. Thisisasignificant development in that it unlocks further
investments from both Seco and the IFC. With this CASEF’s committed
capital isalmost $11.0 million. The NIF has also confirmed itsinterest in
making an additional investment of approximately $6.7 million in CASEF,
bringing their total commitment to $8.8 million or 49%. This second



commitment is currently being processed and we expect it to beratified and
confirmed by September 30™, 2005. Thiswill bring CASEF’stotal
committed capital to almost $17.0 million, which when added to the ICD
Facility, raises the total of available investment capital to more than $22.0
million. Asmention in the introduction CASEF’sinvestment period is
already in year four and it will be necessary to significantly acceler ate the
pace of investment approvals and disbur sements.

Preparation for the expansion of SEAF/CASEF’ s activitiesin western
Kazakhstan. These continue as moretime and resour ces are dedicated to
thisinitiative.

Processing and due diligence in connection with the proposed investment in
the Swiss Technology Center (Almaty). Theinvestment of $1.5 million will
be a combination of equity and debt with closure expected prior to
September 30™.

From Almaty SEAF also monitorsactivitiesin neighboring Kyrgyzstan where most
attention is centered on the El Gas L PG Distribution Company. Sincethe last
report, consider able progress has been made in resolving the sour cing of raw
material and in planning for El Gas' sexpansion. Sites have been acquired and the
documentation for the ICD credit facility isalso being prepared. Another interesting
development is El Gas' s proposed expansion in southern Kyrgyzia wherethe
company islooking to lease a storage distribution center in Djilal-Abad.

In Uzbekistan, SEAF’ s activities have lar gely been centered on consolidating
CASEF’ sownership of BusinessLeasing and in dealin% with Semurg Estates after
thefallout from what happened in Andijon on May 13". Aswas noted in the last
report, the Uzbek troops did have ordersto shoot and the slaughter in Andijon
resulted in close to one thousand local civilians being killed. Thereis no evidence of
terrorist involvement and the government’srefusal to allow areal investigation is
tantamount to a confession of the alleged massacre.

Subsequent to the shootingsin Andijon, many of the foreign embassiesin Tashkent
declared a high state of emergency and evacuated all non-essential personnel and
dependents. This caused thetour operatorsto cancel all bookings and the Semurg
hotel in Bukhara saw its occupancy rate drop from 75% to lessthan 3%. This
unexpected development came within two months of the hotel’ s opening and has
caused major disruptionsto the cashflow and ability of Semurg to deal with its
financial obligations. As Semurg’'slocal partnersare also experiencing similar
problemswith the Grand Orzu Hotel in Tashkent, their ability to servicetheir
obligations has been severely reduced. Compounding their problem isareal estate
project they arein the process of developing in Gazalkent, a small town in the
foothills of the mountains some sixty kilometersfrom Tashkent. The combined
obligations are mor e than they can service and it’sup to CASEF to providethe
required funding for Semurg. Thisisin processand it callsfor approximately



$155,000 of added commitment and a dilution of the local partner’sholding. Inthe
meantime, and during the past quarter, SEAF staff wasdirectly involved in
monitoring the financial activities of the hotel. This hastaken considerable effort
and islikely toincrease in the future as CASEF’ s owner ship increases from the
current 52%.

Asprevioudly reported, with the closur e of Business Bank it was decided that
CASEF should buy the banks outstanding sharesin Business L easing and increase
its owner ship to 100% . This has been done and Business L easing isnow directly
subordinated to SEAF’ s management oversight. While there have been delaysin
getting Business L easing’ s frozen accountsreleased by the banksliquidation
committee, the processis proceeding and should be resolved shortly. Thedelay is
appar ently caused by the lack of liquidity in the marketplace and the unexpected
difficulty theliquidator s are experiencing in getting paid for the assets being sold.
Thereisno lack of assets and/or collateral, merely alack of liquidity. SEAF is
closely monitoring the situation and isin regular contact with the chairman of the
liquidation committee. Given the pipeline of potential lessee’s, BusinessLeasing is
looking to obtain credit facilities from several sourcesincluding the IFC’srecently
announced “ L easing facility for Central Asia”. Asmentioned in the past, SEAF's
strategy isto merge Business L easing with and/or into a commercial bank in order
to create alarger morediversified financial services group. Effortsin thisrespect
are continuing.

CASEF’sthird PC in Uzbekistan isthe Aqua Tudakul Fish Farming and Processing
Company that islocated in Navoi. Following a slower than expected start the
second quarter was not good and significant losseswereincurred. SEAF is
assessing thereasonsfor thelosses but it appearsthey aretheresult of: (i) the ban
on fishing that takes place from April 157 through the end of May; (ii) lower than
expected pricesfor fresh fish; (iii) higher than expected costsfor fuel, net repairs
and boat maintenance; and (iv) agricultural activitiesthat may or may not be
relevant. Prospectsfor the balance of the year are good given the fact that thefish
resourcein Lake Tudakul is proving to be better than expected, and the company’s
plan to concentrate salesin the fourth quarter when pricesaretwicetoday’s, should
allow the company to end the year with areasonable profit. It is still expected that
the company will catch and sell 700 tons of fish. At an average price of $1.00 per kilo
that represents $700,000 in total revenues. With costs budgeted at a monthly

aver age of $30,000, the potential profit before taxes and depreciation should be at
least $300,000. CASEF’slocal partner who had previously indicated that he was
disinterested in having CASEF disbur se the balance of its commitment hasrelented
and now says he wants the remaining equity commitment of $257,000 to use towards
improvements and more machinery and equipment. Before agreeing to any further
use of funds SEAF will conduct a new assessment in order to deter mine what
conditions and/or requirements should be imposed.

From Tashkent SEAF oversees Tajikistan and the proposed cotton gin project in
Khojand. Unfortunately, thereisnothing positiveto report in that after expressing



great interest the EBRD haswithdrawn and the project isnow in search of a
funding source. The Australian owners of Sydney-Khojand remain committed as
dothelocal farmers, but Tom Bryant has suffered further reversalsin Uzbekistan
and may not beinterested, and the Giovanni interest seemsto bewaning. SEAF
continuesto collabor ate closely with the sponsor s but the prospectsfor the project
are not encouraging. An effort isbeing madeto interest the ADB and we are waiting
to seetheresults.

Assouthern Tajikistan ismorereadily accessible from Almaty, SEAF may shift
cover age as SEAF’ s presence and staffing in Kazakhstan incr eases.

SEAF’sregional management isin regular contact with USAID both in Almaty and
Tashkent; however, there has been no indication that any further TA funding might
be available. The best hopeisfor USAID to fund some of the cost of the SEAF/NIF

training session that is planned for the week of September 26™, 2005.

The pipeline of potential investment opportunitiesis quiterobust insofar as
Kazakhstan and Uzbekistan. A copy of thelist of dealsis attached to thisreport.

1. Staffing

Asreported earlier, there have been no changes and/or additions.

V. Country Reports

Polarization in the region continues with Kazakhstan showing all of the signsof a
regional leader whereas Uzbekistan seemsto bereturning toitsprior alliancesand
policies.

Foreign direct investment in Kazakhstan continues unabated in all sectorsof the
economy. Kazakh companies arelooking to list on the exchangesin L ondon and/or
New York, and thereisevery reason to believe that the economy will continueto
benefit from the high demand for oil & gas, minerals and agricultural commodities.

With the election of Kurmanbek Bakiev in Kyrgyzia things should stabilize.
Discussions and rumors asto the future of the US base have hopefully been
dispelled with Secretary Rumsfeld’svisit and it ishoped businesswill return to
normal.

Tajikistan seemsto betheregional “darling” of the donor community and the
economy isdoing quite well. How much of theincreaseis dueto the growing drug
traderemainsto be seen, but for the time being the country is peaceful and enjoying
increased growth and prosperity.

In Uzbekistan the Andijon incident has accelerated a reversal of relationshipsand a
closing of the window to the west. Preferred investors are now from Russia and



Chinaisthe new trading partner. It isunfortunate, in that areturn to past policies
means lessreform and little or no constructive change.

V. Future Activities

SEAF’sprioritiesfor the current quarter are:

Consolidation of therelationship with the NIF and rapid implementation of a
mor e aggr essive investment program in Kazakhstan.

Continued work with the ICD toinitiate use of the CASEF Facility.

Continued hand-holding with Siaband and El Gasinsofar asimplementation
of their expansion programs.

Closer managerial involvement in the day-to-day activities of Business
Leasing and Semur g Estates.

Detailed oversight of Aqua Tudakul and a car eful assessment of what’s
needed to assurethat thisyear’s profitability targets are met.

Resolution of the proposed cotton gin in Tajikistan.

Realization of the scheduled training session in Almaty during the last week
of September.

SEAF
Tashkent, Uzbekistan
July 29", 2005



SEAF Central Asia Small Enterprise Fund (CASEF)

SUMMARY of CURRENT PROJECTS as of July 29, 2005

Total Current Projects Under Consideration: 13
Project Starting Industry Status Potential Probable Comments
Date CASEF Total
I nvestment I nvestment
Stages 2/3/4
Uzbekistan
Asian Stone Holdings Feb 04 Building Materials Stage 3 $1,000,000 $1,000,000 | Asmentioned in the last report this project has lost
momentum and will be deferred from active
consideration. The concept remains valid but it
requires a manager/entrepreneur capable of
working in severa of the Central Asian republics
that also knows and appreciates the need for proper
management, financial controls and marketing.
Pharmaceutical Packaging/distribution December Pharmaceutical Stage 2 $300,000 $600,000 Proposed joint venture with local and Chinese
04 processing and investors to acquire an existing pharmaceutical
distribution facility that would be restructured to concentrate on
the importation of generic compounds that would
be processed/ packaged and distributed throughout
Uzbekistan.
Shoe Factory July 04 Athletic shoe Stage 2 $250,000 $500,000 Proposed joint venture with local and Chinese
production investors to establish afacility to manufacture
athletic shoes for children.
Medical Cotton December Processing of Stage 2 TBD TBD Project has gone dormant and will be dropped.
04 Medical Cotton
Commercial Property Development November Commercial Real Stage 2 TBD TBD Project has gone dormant and will be dropped.
04 Estate
Commercial Bank August 04 | Commercial Banking | Stage 3 $1,000,000 TBD Proposed investment in alocal commercial bank.

The IRC approved an investment of $1.0 millionin
Business Bank and the EBRD was going to also
invest an additional $2.5 million. With no advance
warning and without proper justification the bank
had its license cancelled and is being liquidated.
CASEF s investment has been cancelled and a
suitable aternative is being sought.

CASEF Database Report
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Kazakhstan

Commercial Leasing Company

April 04

Financial Services

Deferred

$800,000

$2,400,000

Proposed joint venture with international
commercial bank and the ICD to establish a new
commercial leasing company. Project has been
deferred due to uncertain status of local partner;
search for aternative partners has begun.

Swiss Tech Center

January 04

Commercia Real
Estate

Stage 4

$1,500,000

$2,500,000

Early-stage joint venture with locally based Swiss
entrepreneur to purchase and refit acommercial
building in Almaty that would be largely pre-leased
to Swiss companies. Final negotiations are being
held with partner, expected to close in Q3 2005.

Oil Field Logistics Base/Training Facility

October 04

Industrial
warehousing;
services and storage

Stage 2

$1,000,000

$1,500,000

Greenfield joint venture with local Kazakh partners
to establish logistics warehouse and technical
training center in Aktau. Company would provide
storage facilities and would serve as the operationa
base for training, office, and product distribution.

Regional Logistics & Distribution

May 05

Distribution and
Logistics

Stage 1

TBD

TBD

Discussions ongoing with Kazakh partner; proposal
in draft stage for presentation to Moscow affiliate
of US—based IT manufacturer. Local training and
regional distribution.

Battery Company

April 05

Alternative Energy

Stage 1

$1,500,000

$4,000,000

Expansion/technical improvement of locally owned
commercial battery manufacturer supplying OEM
and replacement markets in Kazakhstan, China and
Russia. Letter of intent, jointly with the
BankTuronAlem “Araket” Fund presented to the
Company on July 19; awaiting response.

Cagspian Airlines

July 05

Commercial airline

Stage 2

TBD

TBD

Re-activation of regional airline handling both
passengers and cargo. Primary service would be
within western Kazakhstan with scheduled flights
to Baku and Tashkent.

Kyrgyzstan

Micro finance institution

July 04

Financia Services

Stage 2

$1,000,000

$3,000,000

Market assessment completed to determine future
prospects for conversion of Kyrgyzstan'sthree
largest micro finance institutions into private
commercia entities. Seriousinterest existson
behalf of all target MFIs. Commercia banksin
Kazakhstan and international investors have also
expressed serious interest. Uses of financing
including additional internal infrastructure support,
increased capitalization to expand loan portfolios,
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and technical training. Excellent exit potential.

Retail Supermarkets May 05 Retail Sales Stage2 | $1,000,000 $4,000,000 | Investment in the expansion of an existing
supermarket chain that also has wholesale
distribution.

Tajikistan

Tajik Cotton Gin June 03 Cotton processing Stage 4 $400,000 $2,700,000 | Thisisthe continuation of the once approved

cotton gin project. The project is still under active
consideration and new sponsors have joined, but
the term funding is not yet committed and final
closureis unsure.
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Central Asia Small Enterprise Fund (CASEF)

Summary of Approved | nvestments

as of July 29", 2005

Approved I nvestment Current o
Name Date Approved i ] Description
Equity Debt Total Approved Outstanding
Kazakhstan
Commercial catering
KSS July, 2004 $600,000 $200,000 $800,000 company. Proposed investment
deferred.
] Fuel depot and distribution
Siaband July, 2004 $568,000 $242,000 $810,000 $568,000
company
Kyrgyzstan
) Storage and distribution of
Caindy El Gas LPG March, 2004 $500,000 $200,000 $700,000 $500.000 LPG
Tajikistan
Cotton gin. Approva has
EBUS Cotton Gin May, 2004 $310,000 $400,000 $710,000 expired and a new proposal
must be submitted.
Uzbekistan
Fish hatchery/incubator with
grow-out facilities and
Aqua Tudakul September, 2003 $490,000 $310,000 $800,000 $232.290 )
commercial
fishing/processing.
Business Leasing December, 2003 $1,202,469 $1,202,469 $1,196,712 Commercial leasing
Semurg Estates September, 2003 $260,000 $640,000 $900,000 $900,000 Hotel ownership company
Total $3,930,469 $1,992,000 $5,922,469 $3,397,002




