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050051 Almaty, Kazakhstan

Independent Auditors’ Report

To Management of Khimpharm JSC

We have audited the accompanying financial statements of Khimpharm JSC (“the Company™),
which comprise the balance sheet as at 31 December 2008, and the income statement, statement of
changes in equity and cash flow statement for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatements, whether due to fraud
or error; selecting and applying appropriate accounting policies; and making accounting estimates
that are reasonable in the circumstances.

Audifors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards
require that we comply with relevant ethical requirements and plan and perform the audit to obtain
reasonable assurance whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amcunts and
disclosures in the financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting principles used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

KPMG Audit LLC, a t kh limiled fiability and a
member firm of the KPMG natwark of independent member
firms affilialed with KFMG International, a Swiss cooperative,
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Basis for Qualified Opinion

The Company has not disclosed the name of ifs ultimate controlling party as at 31 December 2008
and 31 December 2007, which is required by International Financial Reporting Standard 1AS 24
Related Party Disclosures.

Qualified Opinion

In our opinion, except for the omission of the disclosure described in the Basis for Qualified
Opinion paragraph, the financial statements present fairly, in all material respects, the financial
position of the Company as at 31 December 2008, and its financial performance and its cash flows
for the year then ended in accordance with International Financial Reporting Standards.
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Gavrifav K.,Kf.
Audit Partner

Berdalina J. K. g
Certified Auditor, 7
of the Republxc oﬁKazakhstan
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Stafe Licence to conduct audit # 0000021 dated 6 December 2006 issued by the Ministry of
Finance of the Republic of Kazakhstan
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Revenue

Cost of sales

Gross profit

Other income

Distribution expenses
Adminisirative expenses

Other expenses

Resulis from operating activities
Finangial income

Financial expenses

Profit before ineome tax

Income tax benefit/(expense)
Frofit for the year

Earnings per share

Basic and diluted earnings per share
- Ordinary shercholders

- Preference sharchalders
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Khimplriarm JSC

Income Statement for the year ended 31 Decenther 2008

2008 2007
D00 KET 000 KZT
4,649,671 3,938,510
{3,022,205) (2.629,107)
1,627,466 1,308,403
62,917 -
{457,085) (337.100)
(458.370) {359,837)
(8,133} (33,029)
766,795 539,441
I5,756 .
(508,851) (395,560)
273,700 143,872
108,535 (84,768}
382,235 59,104
KZT 72.88 KZT 1127
KZT 72.88 KZT11.27

These financial statements were approved by Management on 28 August 2009 and were signed on its

behalf by:
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The income statement i3 to be read in conjunction with the notes to, and forming part of, the finaneial

statements sel oul on pages ¥ to 52,



Khimpharm JSC
Balance Sheet as at 31 December 2008

2008 2007

Note 000 KZT 000 KZT
ASSETS
Non-current assets
Property, plant and equipment 16 5,832,285 5,401,670
Intangible assets 17 225,935 91,775
Advances for property, plant and equipment and
intangible assets 24,676 17,805
Deferred expenses 18 34,559 42,243
Total non-current assets 6,117,455 5,553,493
Current assets
Inventories 20 1,428,055 1,360,968
Trade and other receivables 21 997,341 868,930
Advances for goods and services 22 64,644 114,569
Deferred expenses 18 19,865 14,423
Cash and cash equivalents 23 19,150 64,579
Total current assets 2,529,055 2,423,499
Total assets 8,646,510 7,976,992
EQUITY AND LIABILITIES
Equity 24
Share capital 1,557,783 1,557,783
Share premium 78,574 62,604
Reserve for own shares 5) 5)
Revaluation reserve 1,840,730 1,093,500
Retained earmnings 522,600 12,358
Total equity 3,999,682 2,726,240
Non-current liabilities
Loans and borrowings 26 785,444 1,021,196
Deferred tax liabilities 19 673,968 1,018,414
Total non-current liabilities 1,459,442 2,039,610
Current liabilities
Loans and borrowings 26 2,578,370 2,478,998
Trade and other payables 27 275,618 376,254
Advances received 45,314 37,734
Provisions 28 240,269 308,225
income tax payable 47,815 9,931
Total current liabilities 3,187,386 3,211,142
Total liabilities 4,646,828 5,250,752
Total equity and liabilities 8,646,510

e
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The balance sheet is to be read in conjunction with the notes to, and forming part of, the
out on pages 9 to 52.
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Khimpharm JSC
Statement of Cash Flows for the year ended 31 December 2008

2008 2007
000 KZT 000 KZT

Cash flows from operating activities
Profit for the year 382,235 59,104
Adjustments for:

Depreciation and amortisation 507,577 445,501

Loss on disposal of property, plant and equipment 4,237 33,029

Loss on revaluation of property, plant and equipment 3,896 -

Net finance expense 493,095 395,569

Income tax (benefit)/expense (108,535) 84,768
Operating profit before changes in working capital and provisions 1,282,505 1,017,971
Change in deferred expenses 2,242 4,179
Change in inventories (67,087) (237,173)
Change in trade and other receivables (164,727) (159,284}
Change in advances for goods and services 49,955 154,789
Charnge in trade and other payables {100,636) 301,014
Change in provisions (67,956) -
Change in advances received 7,580 3,316
Cash flows from operations before income taxes and interest paid 941,876 1,084,812
Income taxes paid (16,764) (8,482)
Interest paid (452,379) {479,705)
Cash flows from operating activities 472,733 596,625
INVESTING ACTIVITIES
Acquisition of property, plant and equipment (270,539} (366,560)
Proceeds from disposal of property, plant and equipment 31,463 70,415
Acquisition of intangible assets (158,072} (84,445)
Repayment of loans to related parties 36,316 213,000
Loans provided to related parties - (36,316)
Cash flows utilised in investing activities (360,832) (203,906)
FINANCING ACTIVITIES
Proceeds from the issue of share capital - 549
Proceeds from borrowings 7,719,878 4,715,741
Repayment of borrowings (7,880,984) (5,064,964)
Dividends paid (196) (196)
Cash flows utilised in financing activities (161,302) (348,870)
Net (decrease)/increase in cash and cash equivalents (49,401) 43,849
Cash and cash equivalents at beginning of year 64,579 16,753
Effect of exchange rate fluctuations on cash and cash equivalents 3,972 3,977

Cash and cash equivalents at end of year (Note 23) 19,15mﬂmm
N )

art of, the fi
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The statement of cash flows is to be read in conjunction with the notes to, and fo
statements set out on pages 9 to 52.
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Khimpharm JSC
Notes to the Financial Statements for the year ended 31 December 2008

Background

Organisation and operations

Khimpharm JSC (“the Company™) is a joint stock company incorporated and domiciled in the
Republic of Kazakhstan. The Company’s registered office is Rashidov Street, Shymkent, 160019,
the Republic of Kazakhstan.

The Company’s principal activity is the production and sale of pharmaceutical products under a
general licence issued by the Health Protection Agency of the Republic of Kazakhstan in 2001. The
pharmaceutical products are predominately sold in Kazakhstan and other couniries within the
Commonwealth of Independent States (see Note 5).

Business environment

The Company’s operations are subject to country risk being the economic, political and sacial risks
inherent in doing business in the Republic of Kazakhstan. These risks include matters arising from
the policies of the government, economic conditions, the imposition of, or changes to, taxes and
regulations, foreign exchange fluctuations and the enforceability of contract rights. In addition, the
recent contraction in the the capital and credit markets has further increased the level of economic
uncertainty of the environment.

The financial statements reflect management’s assessment of the impact of the business

environment of the Republic of Kazakhstan on the operations and the financial position of the
Company. The future business environment may differ from management’s assessment.

Basis of preparation

Statement of compliance

These financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS™).

Basis of measurement

The financial statements are prepared on the historical cost basis except that property, plant and
equipment is stated at revalued amounts.

Tunctional and presentation currency

The national currency of the Republic of Kazakhstan is the Kazakhstan Tenge (“KZT”), which is
the Company’s functional currency and the currency in which these financial statements are
presented. All financial information presented in KZT has been rounded to the nearest thousand.
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Kirimpharm JSC
Notes to the Financial Statements for the year ended 31 December 2008

Basis of preparation, continued

Impact of current market conditions and the Company’s liquidity

At 31 December 2008 the Company had substantial borrowings repayable within twelve months as
disclosed in Notes 26. Further at 31 December 2008 the Company’s current liabilities exceeded its
current assets by KZT 658,331 thousand. The Company's ability to repay borrowings and other
current liabilities when they fall due is dependent on the Company's ability to sell its products at
reasonable prices, to increase its cash inflows from operating activities and to obtain additional
borrowings or renegotiate a new repayment schedule for existing borrowings. The recent
substantial increase in the volatility of economic activity and the reduction in liquidity in
Kazakhstan as a result of global conditions mean that there is some uncertainty which may have a
significant adverse impact on the Company’s operations.

The Company’s management has agreed with some of its lenders, Halyk Bank and other related
parties, to defer the repayment of loan principal until January 2010 (see Note 33). In addition, the
Company’s shareholders referred to in Note 32 have confirmed that they will provide such
financial and other support as is necessary to permit the Company to continue in operational
existence and to repay borrowings and other liabilities when they fall due.

Further details about the Company’s liguidity risks are given in Note 29,

Use of judgments, estimates and assumptions

Management has made a number of judgments, estimates and assumptions relating to the reporting
of assets and liabilities and the disclosure of contingent assets and liabilities to prepare these
financial statements in conformity with IFRS. Actual results may differ from those estimates.
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimates are revised and in any future pericds
affected.

In particular, information about significant areas of estimation uncertainty and critical judgments in
applying accounting policies that have the most significant effect on the amounts recognised in the
financial statements is included in the following notes:

o Note 6 — Revenue;

¢ Note 16 — Revaluation of property, plant and equipment;

* Note 20 — Net realizable value of inventories;

¢ Note 21 — Impairment loss on trade receivables and provision for sales rebates and returns; and

s Note 28 — Provisions.
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Khimpharm JSC
Notes to the Financial Statements for the year ended 31 December 2008

Basis of preparation, continued

Reclassifications

Certain comparative amounts have been reclassified to conform to the current year’s presentation.
The effect of the reclassifications on the corresponding figures can be summarized as follows:

As Effect of
previously reclassifica- As

reported tions reclassified
Income statement for the year ended 31 December 2007
Cost of sales (2,551,284) (77,823) (2,629,107)
Distribution expenses (333,827) (3,274) (337.161)
Administrative expenses (481,600} 81,768 {399,832)
Other income 671 (671) -
Balance sheet as at 31 December 2007
Property, plant and equipment 5,457498 (55.828) 5,401,670
Intangible assets 35,945 55,830 91,775
Advances for property, plant and equipment 17,807 ) 17,805
Tarde and other receivables 836,627 32,303 868,930
Cash and cash equivalents 96,882 {32,303) 64,579
Loans and borrowings (current portion) (2,452,948) (26,050) (2,478,998)
Trade and other payables (710,529) 334,275 (376,254)
Provisions - (308,225) (308,225)
Statement of cash flows for the year ended 31
December 2007
Change in trade and other receivables (126,981} (32,303) (159,284)
Change in trade and other payables 213,796 87,218 301,014
Acquisition of property, plant and equipment (421,523) 54,963 (366,560)
Proceeds from disposal of property, plant and equipment 69,548 867 70,415
Acquisition of intangible assets (28,615) (55,830} (84,445)
Proceeds from borrowings 4,802,955 (87,218} 4,715,741
Cash and cash equivalents at end of year 96,882 (32,303) 64,579

The major reclassifications relate to the reclassification of certain expenses related to production
activities from administrative expenses to cost of sales and the presentation of the tax provision
separately from trade and other payables.

The above reclassifications impact the presentation of the respective items in the comparat:ve income
statement, balance sheet and statement of cash flows; however, they do not impaet-tie X optIRN
comparative profit for the year or equity, 4‘_?‘@' 4y a
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Khimpharm JSC
Notes to the Financial Statements for the year ended 31 December 2008

Significant accounting policies

The significant accounting policies applied in the preparation of the financial statements are
described in Note 3(a) to 3(p). These accounting policies have been consistently applied.

Foreign currency transactions

Transactions in foreign currencies are translated to the Company’s functional currency at exchange
rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are translated to the functional currency at the exchange rate at that
date. Non-monetary assets and liabilities denominated in foreign currencies that are measured at
fair value are translated to the functional currency at the exchange rate at the date that the fair value
was determined. Foreign currency differences arising in transiation are recognised in the income
statement.

Financial instruments

Financial instruments comprise trade and other receivables, cash and cash equivalents, loans and
borrowings, and trade and other payables.

Financial instruments are recognised initially at fair value plus any directly attributable transaction
costs. Subsequent to initial recognition financial instruments are measured at amortised cost using
the effective interest method, less any impairment losses.

Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafts that are
repayable on demand and form an integral part of the Company’s cash management are included as
a component of cash and cash equivalents for the purpose of the statement of cash flows,

Accounting for financial income and expenses is discussed in Note 3 (1).
Share capital

Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to issue of ordinary
shares and share options are recognised as a deduction from equity, net of any tax effects.

Preference share capital

Preference share capital is classified as equity if it is non-redeemable, or redeemable only at the
Company’s option, and any dividends are discretionary. Dividends thereon are recognised as
distributions within equity.

Preference share capital is classified as a liability if it is redeemable on a specific date or at the
option of the shareholders, or if dividend payments are not discretionary. Dividends thereon are
recognised as interest expense in the income statement.
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Khimpharm JSC
Notes to the Financial Statements for the year ended 31 December 2008

Significant accounting policies, continued
Share capital, continued

Repurchase of share capital

When share capital recognised as equity is repurchased, the amount of the consideration paid,
which includes directly attributable costs, is net of any tax effects, and is recognised as a deduction
from equity. Repurchased shares are classified as treasury shares and are presented as a deduction
from total equity. When treasury shares are sold or reissued subsequently, the amount received is
recognised as an increase in equity, and the resulting surplus or deficit on the transaction is
transferred to/from retained earnings.

Property, plant and equipment

Recognition and measurement

Items of property, plant and equipment are measured at revalued amount less accumulated
depreciation and impairment losses. On initial recognition, items of property, plant and equipment
are measured at cost.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of
self-constructed assets includes the cost of materials and direct labour, any other costs directly
attributable to bringing the asset to a working condition for its intended use, and the costs of
dismantling and removing the items and restoring the site on which they are located. Purchased
software that is integral to the functionality of the related equipment is capitalised as part of that
equipment. Borrowing costs directly attributable to the acquisition, construction or production of a
qualifying asset are capitalised as part of the cost of that asset.

When parts of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items (major components) of property, plant and equipment.

Gains and losses on disposal of an item of property, plant and equipment are recognised net in
“other income™ in the income statement. When revalued assets are sold, the amounts included in
the revaluation surplus reserve are transferred to retained earnings.

Subsequent costs

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying
amount of the item if it is probable that the future economic benefits embodied within the part will
flow to the Company and its cost can be measured reliably. The carrying amount of the replaced
part is derecognised. The costs of the day-to-day servicing of property, plant and equipment are
recognised in the income statement as incurred.

Revaluation

Items of property, plant and equipment are measured at fair value, based on periodic valuaticen by
external independent valuers. A revaluation increase on property, plant and equipment is
recognised directly in the revaluation reserve in equity except to the extent that it reverses a
previous revaluation decrease recognised in the income statement, in which case it is recognised in
the income statement. A revaluation decrease on property, plant and equipment is recognised in the
income statement except to the extent that it reverses a previous revaluation increase recogmsed
directly in equnty, in wh:ch case it lS recogmsed directly in eqmty When a revaEued old,
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Kitimpharm JSC
Notes to the Financial Statements for the year ended 31 December 2008

Significant accounting policies, continued

Property, plant and equipment, continued

Depreciation

Depreciation is recognised in the income statement on a straight-line basis over the estimated
useful lives of each part of an item of property, plant and equipment. Leased assets are depreciated
over the shorter of the lease term and their useful lives unless it is reasonably certain that the

Company will obtain ownership by the end of the lease term. Land is not depreciated.

The estimated useful lives for the current and comparative periods are as follows:

e buildings 20-60 years
+ plant and equipment 6-20 years
+ vehicles 6-10 years
* other 3-5 years

Depreciation methods, useful lives and residual values are reviewed at each reporting date.

Intangible assets

Intangible assets with finite useful lives

Intangible assets that are acquired by the Company, which have finite useful lives, are measured at
cost less accumulated amortisation and accumulated impairment losses,

Subsequent expenditure

Subsequent expenditure is capitalised only when it increases the future economic benefits
embodied in the specific asset to which it relates. All other expenditure, including expenditure on
internally generated goodwill and brands, is recognised in the income statement as incurred.

Amortisation

Amortisation is recognised in the income statement on a straight-line basis over the estimated
useful lives of intangible assets from the date that they are available for use. The estimated useful
lives for the current and comparative periods are as follows:

s Computer software - 5 years
* Licences — Period of the license (12 years)

s Registration rights — Period of the registration rights (3-5 years)

Inventories

Inventories are measured at the lower of cost and net realisable value. The cost of inventories is
based on the weighted average principle, and includes expenditure incurred in acquiring the
inventories, production or conversion costs and other costs incurred in bringing them to their
existing location and condition. In the case of manufactured inventories and work in progress, cost
includes an appropriate share of production overheads based on normal operating capaci

Net realisable value is the estimated selling price in the ordinary course of &S
estimated costs of completion and selling expenses. i

3
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Khimpharm JSC
Notes o the Financial Statements for the year ended 31 December 2008

Significant accounting policies, continued
Impairment

Financial assets

A financial asset is assessed at each reporting date to determine whether there is any objective
evidence that it is impaired. A financial asset is considered to be impaired if objective evidence
indicates that one or more events have had a negative effect on the estimated future cash flows of
that asset,

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the
difference between its carrying amount, and the present value of the estimated future cash flows
discounted at the original effective interest rate,

Individually significant financial assets are tested for impairment on an individual basis. The
remaining financial assets are assessed collectively in groups that share similar credit risk
characteristics,

All impairment losses are recognised in income statement.

An impairment loss is reversed if the reversal can be related objectively to an event occurring after
the impairment loss was recognised. The reversal is recognised in the income statement.

Non-financial assets

The carrying amounts of the Company’s non-financial assets, other than inventories and deferred
tax assets are reviewed at each reporting date to determine whether there is any indication of
impairment. If any such indication exists, then the asset’s recoverable amount is estimated. For
intangible assets that have indefinite lives or that are not yet available for use, recoverable amount
is estimated at each reporting date,

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its
fair value less costs to sell. In assessing value in use, the estimated future cash flows are discounted
to their present value using a pre-tax discount rate that reflects current market assessments of the
time value of money and the risks specific to the asset. For the purpose of impairment testing,
assets are grouped together into the smallest group of assets that generates cash inflows from
continuing use that are largely independent of the cash inflows of other assets or groups of assets
(the “cash-generating unit”).

An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit
exceeds its recoverable amount. Impairment losses are recognised in the income statement.
Impairment losses recognised in respect of cash-generating units are allocated to reduce the
carrying amount of the assets in the unit (group of units) on a pro rata basis,

Impairment losses recognised in prior periods are assessed at each reporting date for any
indications that the loss has decreased or no longer exists. An impairment loss is reversed if there
has been a change in the estimates used to determine the recoverable amount. An impairment loss
is reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount
that would have been determined, net of depreciation or amortisation, if no impairment loss had
been recognised.
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Khimpharm JSC
Notes to the Financial Statements for the year ended 31 December 2008

Significant accounting policies, continued
Employee benefits

Defined contribution plans

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed
contributions into a separate entity and will have no legal or constructive obligation to pay further
amounts. Obligations for contributions to defined contribution pension plans, including State pension
fund of the Republic of Kazakhstan, are recognised in the income statement when they are due.
Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in
future payments is available.

Shiort-term benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as
the related service is provided.

A liability is recognised for the amount expected to be paid under short-term cash bonus or profit-
sharing plans if the Company has a present legal or constructive obligation to pay this amount as a
result of past service provided by the employee and the obligation can be estimated reliably.

Provisions

A provision is recognised if, as a result of a past event, the Company has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of economic
benefits will be required to settlie the obligation. Provisions are determined by discounting the
expected future cash flows at a pre-tax rate that reflects current market assessments of the time value
of money and the risks specific to the liability.

Onerous contracts

A provision for onerous contracts is recognised when the expected benefits to be derived by the
Company from a contract are lower than the unavoidable cost of meeting its obligations under the
contract. The provision is measured at the present value of the lower of the expected cost of
terminating the contract and the expected net cost of continuing with the contract. Before a provision
is established, the Company recognises any impairment loss on the assets associated with that
contract.

Revenue
Goods sold

Revenue from the sale of goods is measured at the fair value of the consideration received or
receivable, net of returns and allowances, trade discounts and volume rebates. Revenue is recognised
when the significant risks and rewards of ownership have been transferred to the buyer, recovery of
the consideration is probable, the associated costs and possible return of goods can be estimated
reliably, and there is no continuing management involvement with the goods, and the amount of
revenue can be measured reliably.

Transfer of risks and rewards vary depending on the individual terms of the contract of sale. For
pharmaceutical products, transfer usually occurs when the product is shipped from
warchouse or delivered to the customer’s warehouse; however, for some inte &Eﬁhl shi
transfer occurs upon loading the goods onto the relevant carrier.
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Significant accounting policies, continued

Revenue, continued

Services

Revenue from services rendered is recognised in the income statement in proportion to the stage of
completion of the transaction at the reporting date. The stage of completion is assessed by reference
to surveys of work performed.

Other expenses

Lease payments

Payments made under operating leases are recognised in the income statement on a straight-line basis
over the term of the lease. Lease incentives received are recognised as an integral part of the total
lease expense, over the term of the lease.

Minimum lease payments made under finance leases are apportioned between the finance expense
and the reduction of the outstanding liability. The finance expense is allocated to each period during
the lease term so as to produce a constant periodic rate of interest on the remaining balance of the
liability.

Contingent lease payments are accounted for by revising the minimum lease payments over the
remaining term of the lease when the contingency no longer exists and the lease adjustment is known.

Social expenditure

To the extent that the Company’s contributions to social programs benefit of the community at large
and are not restricted to the Company’s employees, they are recognised in the income statement as
incurred.

Financial income and expenses
Financial income comprises foreign currency gains.

Financial expenses comprise interest expense on borrowings, unwinding of discount on interest-fiee
loans received from related parties and foreign currency losses. All borrowing costs are recognised in
the income statement using the effective interest method, except that borrowing costs directly
attributable to the acquisition, construction or production of a qualifying asset are capitalised as part
of the cost of that asset.

Fereign currency gains and losses are reported on a net basis.

Income tax expense

Income tax expense cemprises current and deferred tax. Income tax expense is recognised in the
income statement except to the extent that it relates to items recognised directly in equity, in which
case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the reporting date, and any adjustment to tax payable in respget-nfpre
years. G Audit £33
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Significant accounting policies, continued

Income tax expense, continued

Deferred tax is recognised using the balance sheet method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the
amounts used for taxation purposes. Deferred tax is not recognised for the following temperary
differences: the initial recognition of assets or liabilities in a transaction that is not a business
combination and that affects neither accounting nor taxable profit, and differences relating to
investments in subsidiaries to the extent that it is probable that they will not reverse in the
foreseeable future. Deferred tax is measured at the tax rates that are expected to be applied to the
temporary differences when they reverse, based on the laws that have been enacted or substantively
enacted by the reporting date. Deferred tax assets and liabilities are offset if there is a legally
enforceable right to offset current tax assets and liabilities, and they relate to income taxes levied
by the same tax authority on the same taxable entity, or on different tax entities, but they intend to
settle current tax fiabilities and assets on a net basis or their tax assets and liabilities will be realised
simultaneously.

A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be
available against which temporary difference can be utilised. Deferred tax assets are reviewed at
each reporting date and are reduced fo the extent that it is no longer probable that the related tax
benefit will be realised.

arnings per share

The Company presents basic and diluted earnings per share (“EPS”) data for its ordinary and
preference shares. Basic EPS attributable to ordinary shares is calculated by dividing the profit or
loss attributable to ordinary shareholders of the Company by the weighted average number of
ordinary shares outstanding during the peried. Basic EPS atiributable to preference shares is
calculated by dividing the profit or loss attributable to preference shareholders of the Company by
the weighted average number of preference shares outstanding during the period. Diluted EPS is
determined by adjusting the profit or loss attributable to ordinary and preference shareholders and
the weighted average number of ordinary and preference shares outstanding for the effects of all
dilutive potential ordinary and preference shares. The Company has no dilutive potential ordinary
or preference shares,

Segment reporting

A segment is a distinguishable component of the Company that is engaged either in providing
related products or services (business segment), or in providing products or services within a
particular economic environment {(geographical segment), which is subject to risks and rewards that
are different from those of other segments. Segment information is presented in respect of the
Company’s business and geographical segments. The business segments are determined based on
the Company’s management and internal reporting structure.

Inter-segment pricing is not determined on an arm’s length basis and is based on the terms and
conditions agreed between the parties.

Segment results, assets and liabilities include items directly attributable to a segment as well as
those thaf can be allocated on a reasonable basis.

Segment capital expenditure is the cost incurred during the year to acquire prope lant and
equipment and intangible assets.
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Significant accounting policies, continued

New Standards and Interpretations not yet adopted

A number of new Standards, amendments to Standards and Inferpretations are not yet effective as
at 31 December 2008, and have not been applied in preparing these financial statements. Of these
pronouncements, potentially the following will have an impact on the Company’s operations. The
Company plans to adopt these pronouncements when they become effective.

e IFRS 8 Operating Segments introduces the “management approach” to segment reporting.
b g vegn pp g Y g

IFRS 8 Operating Segments, which becomes mandatory for the Company’s 2009 financial
statements, will require the disclosure of segment information based on the internal reports
regularly reviewed by the Company’s Chief Operating Decision Maker in order to assess each
segment’s performance and to allocate resources to them. Currently the Company presents
segment information in respect of its business and geographical segments (see Note 5). Under
the management approach, the Company will represent segment information in respect of
pharmaceutical products and other operations.

* Revised 1AS 1 Presentation of Financial Statements (2007) which becomes mandatory for the
Company’s 2009 financial statements is expected to have a significant impact on the
presentation of the financial statements. The Standard introduces the concept of total
comprehensive income and requires presentation of all owner changes in equity in the
statement of changes in equity, separately from non-owner changes in equity.

*  Various Improvements to IFRS have been dealt with on a standard-by-standard basis. All
amendments, which result in accounting changes for presentation, recognition or measurement
purpose, will come into effect not earlier than 1 January 2009. The Company has not yet
analysed the likely impact of the improvements on its financial position or performance.

Determination of fair values

A number of the Company’s accounting policies and disclosures require the determination of fair
value, for both financial and non-financial assets and liabilities. Fair values have been determined
for measurement and/or disclosure purposes based on the following methods. When applicable,
finther information about the assumptions made in determining fair values is disclosed in the notes
specific to that asset or liability.

Trade and other receivables

The fair value of trade and other receivables, excluding construction work in progress, is estimated
as the present value of future cash flows, discounted at the market rate of interest at the reporting
date.

Financial liabilities

Fair value, which is determined for disclosure purposes, is calculated based on the present value of
future principal and interest cash flows, discounted at the market rate of interest at the reporting
date.
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Determination of fair values, continued

Property, plant and equipment, continued

The revalued amount of property, plant and equipment is determined on using depreciated
replacement cost. This method considers the cost to reproduce or replace the property, plant and
equipment, adjusted for physical, functional or economical depreciation, and obsolescence.

Depreciated replacement cost is estimated based on internal sources and analysis of the Kazakhstan
and international markets for similar property, plant and equipment. Various market data is collected
from published information, catalogues, statistical data etc, and industry experts and suppliers of
property, plant and equipment are contacted both in the Republic of Kazakhstan and abroad.

Segment reporting

Business segments

The Company comprises the following main business segment:

¢ Pharmaceutical products. The production and sale of pharmaceutical products.

Other operations include sales of raw materials other than pharmaceutical products, operating leases
of some of the Company’s warehouses, microbiological and other services rendered.

Geographical segments

The pharmaceutical products segment is managed on a centralised basis in the Republic of
Kazakhstan, but operates in four principal geographical areas, the Republic of Kazakhstan, other CIS
countries, Euro-zone countries and other European countries.

In presenting information on the basis of geographical segments, segment revenue is based on the
geographical location of customers. Segment assets are based on the geographical location of the
assets.

20
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Khimpharm JSC
Notes to the Financial Statements for the year ended 31 December 2008

Revenue
2008 2007
000 KZT 000 KZT
Revenue from sales of pharmaceutical products 4,582,673 3,891,427
Revenue from services provided 48,442 32,310
Other revenue 18,556 14,773
4,649,671 3,938,510

Sales are net of rebates and returns including management’s estimate of the sales rebates and returns
of pharmaceutical products sold at the reporting date. Other revenue primarily comprises revenue
from sales of inventories other than pharmaceutical products and rental income from operating leases
of some of the Company’s warehouses.

Cost of sales

Cost of sales includes inventories recognised as an expense in the amount of KZT 1,841,101 thousand
(2007: KZT 1,495,300 thousand), including write-down of inventories to their net realisable value of
KZT 45,834 thousand (2007: KZT 39,206 thousand) and impairment losses on trade receivables and
advances paid for goods and services related to production activities of KZT 14,945 thousand (2007:
K.ZT 11,146 thousand).

Other income

2008 2007
000 KZT 000 KZT
Release of provision related to taxes other than income taxes
following the expiry of the related tax review period (see Note
28) 62,917 .
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Distribution expenses

Advertising

Transportation expenses

Tender expenses

Wages, salaries and related taxes
Non-recoverable value added tax
Depreciation and amortisation
Customs duties

Payments for using trademarks
Regional representatives’ expenses
Business trips

Registration expenses
Contributions to State pension fund
Other

Khimpharm JSC

Notes to the Financial Statements for the year ended 31 December 2008

2008 2007
000 KZT 000 KZT

134,543 73,655
85,960 83,759
81,054 75,303
47,110 29,000
34,155 33,365
17,347 6,968
16,977 5,348
11,003 -
10,863 9,107
7,115 9,823
5,002 5,849
4,780 2,902
1,176 2,022
457,085 337,101
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10 Administrative expenses

2008 2007
000 KZT 000 KZT

Wages, salaries and related taxes 136,380 109,778
Repairs and maintenance 55,350 67,590
Representation expenses and business trips 35,959 30,440
Professional services 31,780 21,641
Non-recoverable value added tax 28,165 24,999
Depreciation and amortization 22,809 24,155
Security 21,483 14,835
Bank charges 18,971 11,369
Communication services 16,978 17,159
Contributions to State pension fund 13,522 10,984

Impairment loss on advances for goods and services and other
receivables 11,605 9,120
Cleaning and stationery 10,649 13,715
Taxes other than income tax 8,110 12,612
Social expenditure 7,841 5,535
Vehicle maintenance 7,389 6,768
Fines and penalties 4,515 4,066
Utilities 3,465 1,611
Insurance 2,583 2,496
Trainings 2,089 4,883
Other 18,723 6,076
458,370 399,832

11  Other expenses
2008 2007
000 KZT 000 KZT

Loss on dispesal of property, plant and equipment 4,237 33,029
Loss on revaluation of property, plant and equipment 3,896 -
§,133 33,029

The Company’s loss on disposal of property, plant and equipment consists of net losses on sale of
property, plant and equipment of KZT 4,237 thousand (2007: KZT 8,552 thousand). Further in 2007
the Company incurred net losses on dismantling of two production lines of KZT 24,477 thousand.
The decision to dismantle and dispose the two production lines was taken by management in 2007
due to the decision to stop the production of the respective pharmaceutical products.
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12 Personnel costs

2008 2007
600 KZT 000 KZT
Wages, salaries and related taxes 563,078 498,472
Contributions to State pension fund 57,138 45,340
620,216 543,812
13 Financial income and expenses
2008 2007
000 KZT 000 KZT
Financial income
Net foreign exchange gains 15,756 -
15,756 -
Financial expenses
Interest expense on financial liabilities measured at amortized
cost (464,968) (326,937)
Unwinding of the discount recognized on interest-free loans
received from related parties {43.883) (483)
Net foreign exchange losses - (68,149)
(508,851) (395,569)
Net financial expense recognised in income statement (493,095) (395,569)
The above financial income and expense include the following
in respect for assets/(liabilities) not at fair value through profit
and loss:
Total interest expense on financial liabilities, including
unwinding of the discount on interest-free loans received from
related parties (508,851} (327,420}
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14 Income tax (benefit)/expense

2008 2007
000 KZT 000 KZT
Current tax expense
Current year 54,648 16,599
Deferred tax expense
Origination and reversal of temporary differences 74,149 67,769
Change in tax rate (237,332} -
(108,535) 84,768

The Company’s applicable tax rate in 2008 is the income tax rate of 30% for Kazakhstan companies
(2007: 30%). With effect from 1 January 2009, 1 January 2010 and 1 January 2011, the income tax
rate for Kazakhstan companies has been reduced to 20%, 17.5% and 15%, respectively. These rates
have been used in the calculation of deferred tax assets and liabilities.

Reconciliation of effective tax rate:

2008 2007
000 KZT % 000 KZT %
Profit before income tax 273,700 100 143,872 100
Income tax at applicable tax rate 82,110 30 43,162 30
Change in tax rates (237,332) 87) - -
Non-deductible expenses 46,687 17 41,606 29
(108,535) (40) 84,768 59

15 Income tax (benefit)/expense recognised directly in equity

2008 2007
000 KZT 000 KZT
Effect of change in income tax rate on deferred tax on revaluation
of property, plant and equipment (300,001) -
Revaluation of property, plant and equipment 114,776 -
Discount on interest-free loans received from related parties 3,992 8,697

(181,233) 8,697
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16 Property, plant and equipment

Land Plant Construc-

and and tion in
000 KZT buildings equipment  Vehicles Other progress Total
Cost / Revalued amount
Balance at 1 January 2007 3,496,611 5,467,076 114,088 93,120 288,625 9,459,520
Additions 27,890 957,516 16,632 32,745 59,870 1,094,653
Disposals (64,991} (148,059) (11,646) (12,712) - (257,408)
Transfer 263,058 - - - (263,058) -
Balance at 31 December 2007 3,722,568 6,276,533 119,074 115,153 85,437 10,316,765
Balance at I January 2008 3,722,568 6,276,533 119,074 113,153 85,437 10,314,763
Additions 117,256 78,616 20,422 7,383 48,966 272,643
Disposals - (48,634) (5,346) (8,532) (6,895) (73,407)
Revaluation 300,539 394,080 (8,134) (153) - 686,312
Transfer 29,394 - - - (29,394) -
Balance at 31 December 2008 4,169,757 6,700,595 121,996 111,851 98,114 11,202,313
Depreciation and impairment losses
Balance at 1 January 2007 (2,157,717) (2,371,686)  (40,566) (41,049 - (4,611,018)
Depreciation charge (73,018) (340,297) (9,468) (15,258) - (438,041)
Disposals 10,660 109,253 6,665 7.386 - 133,964
Balance at 31 December 2007  (2,220,075) (2,602,730)  (43,369) (48,921) - (4,915,0935)
Balance at | January 2008 {2,220.075) {2,602,730)  (43,369) (48,921) - (4,915,095)
Depreciation charge (77,790) (389,004)  (10,606) (15,240) - (492,640)
Disposals - 25,473 4,528 7,706 - 37,707
Balance at 31 December 2008  (2,297,865) (2,966,261)  (49,447) (56,455) - (5,370,028)
Net book value
At 1 January 2007 1,338,894 3,095,390 73,522 52,071 288,625 4,848,502
At 31 December 2007 1,502,493 3,673,803 75,705 64,232 85,437 5,401,670
At 31 December 2008 1,871,892 3,734,334 72,549 55,396 98,114 5,832,285
Net book value had no
revaluations taken place
At 1 January 2007 266,492 2,360,175 63,611 52,070 288,625 3,030,973
At 31 December 2007 501,364 3,200,221 71,484 64,231 80,175 3,917,475

At 31 December 2008 615,613 2,990,440 87,310 66,453 92,852 3,852,668
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16 Property, plant and equipment, continued

@

Depreciation expense of KZT 467,421 thousand has been charged to cost of sales (2007: KZT
414,378 thousand), KZT 4,491 thousand (2007: KZT 3,694 thousand) to distribution expenses and
KZT 20,728 thousand (2007: KZT 19,969 thousand} to administrative expense.

Revaluation

In 2009 management commissioned “B.R.E.A.S” LLP to independently appraise property, plant and
equipment as at 31 December 2008 which, in accordance with the Company’s accounting policy, is
measured at fair value. The fair value of property, plant and equipment was determined to be KZT
5,832,285 thousand.

The majority of the Company’s property, plant and equipment is specialised in nature and is rarely
sold on the open market other than as part of a continuing business. Except for land, which was
appraised on the basis of recent market transactions, the market for similar property, plant and
equipment is not active in the Republic of Kazakhstan and does not provide a sufficient number of
sales of comparable property, plant and equipment for using a market-based approach for determining
fair value,

Consequently the revalued amount of property, plant and equipment was primarily determined using
depreciated replacement cost. This method considers the cost to reproduce or replace the property,
plant and equipment, adjusted for physical, functional or economical depreciation, and obsolescence.

The depreciated replacement cost was estimated based on internal sources and analysis of the
Kazakhstan and international markets for similar property, plant and equipment. Various market data
were collected from published information, catalogues, statistical data etc, and industry experts and
suppliers of property, plant and equipment were contacted both in the Republic of Kazakhstan and
abroad.

In addition to the determination of the depreciated replacement cost, cash flow testing was conducted
in order to assess the reasonableness of those values, which resulted in no adjustment to depreciated
replacement cost values in arriving at the above value.

The following key assumptions were used in performing the cash flow testing:
e Cash flows were projected based on actual operating results and the five-year business plan.

» Total sales revenue Wwas projected to increase by 18% in the first year of the business plan. The
anticipated annual sales revenue growth included in the cash flow projections was 15.5% for the
years 2009 to 2013. Management plans to achieve sales revenue of KZT 9,699,273 thousand by
the fifth year of the business plan.

» Cash flows for a further three years were exfrapolated assuming further 7% growth in annual
revenue and expenses increasing in line with inflation.

e A discount rate of 19.12% was applied in determining the recoverable amount of property, plant
and equipment. The discount rate was estimated based on an industry average weighted average
cost of capital, which was based on a possible range of debt leveraging of 8.6% at a market
interest rate of 17%.
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16 Property, plant and equipment, continued

(a)

(b)

©

Revaluation, continued

e A terminal value was derived at the end of an 8-year period. A terminal rate of 2.5% was
considered in estimating the terminal value.

The values assigned to the key assumptions represent management’s assessment of future trends in
the business and are based on both external sources and internal sources.
The above estimates are particularly sensitive in the following areas:

s An increase of one percentage point in the discount rate used would have no effect on the
depreciated replacement cost,

* A 10% decrease in future production volumes would have decreased the depreciated replacement
cost values by KZT 593,304 thousand.

Security

Items of property, plant and equipment with a net book value of KZT 3,975,747 thousand are subject
to a registered debenture to secure bank loans (2007: KZT 3,889,638 thousand) (see Note 26).

Borrowing costs

During 2007 property, plant and equipment additions included capitalised interest of KZT 65,067
thousand {2008: nil). The interest capitalised related to EUR-denominated borrowings of the
Company which were made specifically for the purpose of acquiring and constructing the respective
property, plant and equipment (see Note 26},
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17 Intangible assets

Computer Licences and
000 KZT software registration rights Total
Cost
Balance at ! January 2007 56,795 5,434 62,229
Additions 14,586 28,423 43,009
Balance at 31 December 2007 71,381 33,857 105,238
Balance at 1 January 2008 71,381 33,857 105,238
Additions 125,171 23,926 149,097
Balance at 31 December 2008 196,552 57,783 254,335
Amortisation
Balance at 1 January 2007 (3,434) (2,569) (6,003}
Amortisation charge (4,186) (3,274 (7,460)
Balance at 31 December 2007 (7,620) (5,843) {13,463)
Balance at | January 2008 {7,620) (5,843) (13,463)
Amortisation charge {3.079) {11,858) (14,937)
Balance at 31 December 2008 (10,699) (17,701) (28,400)
Net book vaiue
At 1 January 2007 53,361 2,865 56,226
At 31 December 2007 63,761 28,014 91,775
At 31 December 2008 185,853 40,082 225,935

Computer software primarily comprises costs of a SAP installation. The SAP installation was not
complete as at 31 December 2008 and 2007.

Amortization expense of KZT 12,856 thousand (2007: KZT 3,274 thousand) has been charged to
distribution expenses and KZT 2,081 thousand (2007: KZT 4,186 thousand) to administrative
expenses.
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18 Deferred expenses
Deferred expenses represent prepayments made for insurance of equipment used in an ointment

workshop. The total amount of insurance prepaid as at 31 December 2008 is KZT 54,424 thousand
(2007 KZT 56,6606 thousand).

19 Deferred tax assets and liabilities

(a) Recognised deferred tax assets and liabilities

Deferred tax assets and liabilities are attributable to the following:

Assets Liabilities Net
*000 KZT 2008 2007 2008 2007 2008 2007
Property, plant and
equipment - - (670,357 (1,048,006) (670,357) (1,048,006)
Intangible assets - - (27,351) (8,333) (27,351) (8,333)
Deferred expenses - - (10,885) (14,978) (10,885) (14,978)
Inventories 24,096 29,919 - - 24,096 29,919
Trade and other
receivables 12,390 26,759 - - 12,390 26,759
Loans and borrowings - - (12,262) (27.868) {12,262) (27,868)
Advances for goods and
services - 2,206 - - - 2,206
Trade and other payables 10,371 21,887 - - 10,371 21,887
Tax assets/(liabilities) 46,857 80,771 (720,855  (1,099,185) (673,998) (1,018,414)
Set off of tax (46,857) (80,771) 46,857 80,771 - -
Net tax
assets/(liabilities) - - (673,998) (1,018,414) (673,998) (1,018,414)
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Deferred tax assets and liabilities, continued

Movement in temporary differences during the year

000 KZT

Property, plant and equipment
Intangible assets

Deferred expenses

Inventories

Trade and other receivables
Loans and borrowings
Advances for goods and services

Trade and other payables

000 KZT

Property, plant and equipment
Intangible assets

Deferred expenses

Inventories

Trade and other receivables
Loans and borrowings
Advances for goods and services

Trade and other payables

1 January Recognised in  Recognised in 31 December
2007 income equity 2007
(975,551) (72.,455) - (1,048,0006)

(1,554} (6,779) - (8,333)
(17,284) 2,306 - (14,978)
30,775 (856) - 29,919
31,313 (4,554) - 26,759
(22,289) 3,118 (8,697) (27,868)

- 2,206 - 2,206
12,642 9,245 - 21,887
(941,948) (67,769 (8,697) (1,018,414)

1 January Recognised in  Recognised in 31 December
2008 income equity 2008

(1,048,006) 192,424 185,225 (670,357)

(8,333) (19,018) - (27.351)
(14,978) 4,093 - (10,885)
26,919 (5,823) - 24,096
26,759 (14,369) - 12,390
(27,868) 19,598 (3,992} (12,262)
2,206 (2,206) - -
21,887 (11,516) - 10,371
(1,018,414) 163,183 181,233 (673,998)
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2008 2007
000 KZT 000 KZT
Raw materials and consumables 652,171 771,013
Work in progress 52,404 84,426
Finished goods and goods for resale 723,480 505,529
1,428,055 1,360,968
Write-down of inventories in the current year 45,834 39,206

Due to introduction of a new ointment workshop that has high cost at initial stage of production,
management performed an assessment of the recoverability of the ointment workshop inventory
balances and as a result wrote down certain inventories to their net realizable value, which resulted in
a loss of KZT 45,834 thousand (2007: KZT 39,206 thousand), The write-down is included in cost of
sales.

Inventories with a carrying amount of KZT 394,467 thousand are subject to a registered debenture to
secure bank leans (2007: nil) (see Note 26).

Trade and other receivahbles

2008 2007
*000 KZT 000 KZT
Trade receivables from third parties 924,643 730,765
Due from employees 37,876 75,153
Other taxes receivables 20,433 8,473
Trade receivables from related parties 11,174 18,422
Guarantee deposits 2,727 32,303
Other receivables 488 3,814
997,341 868,930

Trade and other receivables are stated net of impairment loss on trade and other receivables of KZT
40,193 thousand (2007: KZT 40,171 thousand) and provision for sales rebates and returns of KZT
50,579 thousand (2007: KZT 35,117 thousand).

Guarantee deposits relate to state tender guarantees. The guarantees mature within 3 months of the
balance sheet date. The guarantee deposits cannot be used by the Company until the guarantees
mature.

The Company’s exposure to credit and currency risks and impairment losses related to trade and other
receivables are disclosed in Note 29.
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Advances for goods and services

2008 2007
000 KZT 000 KZT
Advances for goods and services to third parties 79,740 134,865
Cumulative impairment loss on advances (15,096) (20,266)
64,644 114,599

During 2008 management performed an assessment of the recoverability of advances paid for goods
and services, which resulted in the reversal of an impairment loss of KZT 5,170 thousand (2007:
impairment loss of KZT 20,266 thousand). The reversal of impairment loss/impairment loss of KZT
3,038 thousand (2007: KZT 9,120 thousand) has been included in administrative expenses and KZT
2,132 thousand (2007: KZT 11,146 thousand)} in cost of sales.

Cash and cash equivalents

2008 2007
000 KZT 000 KZT
Petty cash 1,578 12,479
Bank balances 17,572 52,100
Cash and cash equivalents in the balance sheet
and the statement of cash flows 19,150 64,579

The Company’s exposure to interest rate risk and a sensitivity analysis for financial assets and
liabilities are disclosed in Note 29.

Equity

Share capital

Number of shares unless otherwise Ordinary Preference Ordinary Preference
stated shares shares shares shares
2008 2008 2007 2007
Authorised shares 10,025,004 151,945 10,025,004 131,945
Par value KZT 297 KZT 297 KZT 297 KZT 297
On issue at beginning of year 5,113,116 131,945 5,112,751 131,945
Issued for cash - - 365 -

On issue at end of year, fully paid 5,113,116 131,945 5,113,116 131,945
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24 Equity, continued

(@)

(b

{c)

(d)

(e)

Share capital, continued

On 17 May 2007 the Company issued 365 ordinary shares with a par value of KZT 297, All issued
shares were purchased at a total premium of KZT 441 thousand by the Company’s existing
shareholders.

The holders of ordinary shares are entitled to receive dividends as declared from time to time and
are entitled to one vote per share at meetings of the Company.

Holders of preference shares have no right of conversion or redemption, but are entitled to an
annual dividend equal to the greater of 0.5% of nominal par value and the dividend per share
attributable to ordinary shareholders, If the dividend is not paid, preference shares carry the right to
vote until the following Annual Shareholders’ Meeting. However, the dividend is not cumulative.
The preference shares also carry the right to vote in respect of issues that affect the interests of
preference shareholders, including reorganisation and liquidation.

In the event of liquidation preference shareholders first receive any declared unpaid dividends and
the par value of the preference shares. Thereafter all shareholders, ordinary and preference,
participate equally in the distribution of the remaining assets.

Share premium

Share premium comprises fair value adjustments on the initial recognition of interest-free loans, net
of deferred taxation, received from related parties and the excess of the consideration paid for the
acquisition of the Company’s shares over the par value of the shares.

Reserve for own shares

The reserve for own shares comprises the cost of the Company’s shares held by the Company. At
the balance sheet date the Company held 17 (2007: 17) of its own ordinary shares.

Revaluation reserve

The revaluation reserve relates to the revaluation of the Company’s property, plant and equipment.

Dividends

In accordance with Kazakhstan legislation the Company’s distributable reserves are limited to the
balance of retained earnings as recorded in the Company’s statutory financial statements prepared
in accordance with IFRS. As at 31 December 2008 the Company had retained earnings, including
the profit for the current year, of KZT 522,600 thousand (2007: KZT 12,358 thousand).

During 2008 the Company declared dividends on preference shares of KZT 196 thousand (2007:
KZT 196 thousand). The related dividend per share amounted to KZT 1.5 and KZT 1.5,
respectively.

In the Republic of Kazakhstan dividends are subject to withholding tax of 0% for residents, 15%
for non-residents, and 5% for individuals. The withholding tax liability arises when the dividends
are paid.

No dividends on ordinary shares were declared in 2008 or 2007,
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25 Earnings per share
Earnings per share is calculated by dividing the profit attributable to ordinary and to preference
shareholders (see Note 24(a)) by the weighted average number of ordinary and preference shares

outstanding respectively during the year. The Company has no dilutive potential ordinary shares.

The following is a reconciliation of the profit attributable to ordinary and preference shareholders:

2008 2007
000 KZT 000 KZT

Dividends declared during the year:

Preference shares 196 196

Ordinary shares - -
Profit remaining undistributed:

Preference shares 9,420 1,291

Ordinary shares 372,619 57,617
Profit for the year: 382,235 59,104

Attributable to preference shareholders 9,616 1,487

Attributable to ordinary shareholders 372,619 57,617

The following is a reconciliation of the weighted average number of shares:

Preference Ordinary Preference Ordinary
shares shares shares shares

Number of shares 2008 2008 2007 2007
Issued shares at 1 January 131,945 5,113,117 131,945 5,112,751
Effect of own shares held - a7n - (17)
Effect of shares issued in May 2007 - - - 213
Weighted average number of
shares for the year ended
31 December 131,945 5,113,100 131,945 5,112,947

37
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26 Loans and borrowings

This note provides information about the contractual terms of the Company’s loans and borrowings,
which are measured at amortised cost. For more information about the Company’s exposure to
interest rate and foreign currency risk, see Note 29,

2008 2007
000 KZT 000 KZT
Non-current liabilities
Secured bank loans 185,444 1,021,196
Current liabilities
Current portion of long-term and short-term secured bank loans 2,279,994 811,275
Loans from related parties 298,376 1,667,723
2,578,370 2,478,998
3,363,814 3,500,194
Terms and debt repayment schedule
Terms and conditions of outstanding loans were as follows:
2008 2007
Nominal
Curren-  Interest Year of Face Carrying Face Carrying
000 KZT ey rate maturity value amount value amount
Euribor+ 2013-
Secured bank loans EUR 0.75% 2014 1,091,983 1,058,275 1,290,808 1,248,497
12.5%- 2008-
Secured bank loans KZT 17.5% 2009 1,689,293 2,007,163 580,000 583,974
Loans received from 2008-
related party UsD - 2009 302,963 298,376 1,668,206 1,667,723

3,384,239 3,363,814 3,539,014 3,500,194

Bank loans are secured by the following:

= Property, plant and equipment with a net book value of KZT 3,975,747 thousand (2007: KZT
3,889,638 thousand) — see Note 16.

» Inventories with a carrying amount of KZT 394,467 thousand (2007: nil) — see Note 20.

» Financial guarantee from Halyk Bank JSC of EUR 8,500 thousand (2007: EUR 8,500 thousand).
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27 Trade and other payables
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(a)

2008 2007
000 KZT 000 KZT

Trade payables to third parties 193,857 241,681
Due to employees 38,839 21,403
Trade payables to related parties 31,364 91,267
Other taxes payable 11,132 20,808
Other payables and accrued expenses 426 1,095

275,618 376,254

The Company’s exposure to currency and liquidity risk related to trade and other payables is
disclosed in Note 29,

Provisions

000 KZT Tax
Balance at 1 January 2008 308,225
Provision used during the year (5,039)
Provision reversed during the year (62,917)
Balance at 31 December 2008 240,269

Tax provision for taxes relates mainly to undeclared taxes other than income tax, related penalties and
late-payment interest. The provision is based on the estimates made according to the law enacted or
substantively enacted at the balance sheet date. The tax provision is maintained, and updated if
necessary, for the period during which the respective tax positions remain subject to review by the tax
authorities, being generally five years from the date of filing the relevant tax return. Upon expiry of
the statutory tax review period, the tax provision is released.

During 2008 the Company released a part of the tax provision of KZT 62,917 thousand (2007: nil)

following the expiry of the statutory tax review period. The release of the tax provision is recognised
as other income,

Financial risk management

Overview
The Company has exposure to the following risks from its use of financial instruments:
e credit risk

* liguidity risk

e market risk
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Financial risk management, continued

Overview, continued

This note presents information about the Company’s exposure to each of the above risks, the
Company’s objectives, policies and processes for measuring and managing risk, and the
Company’s management of capital. Further quantitative disclosures are included throughout these
financial statements.

Management has overall responsibility for the establishment and oversight of the Company’s risk
management framework and is responsible for developing and monitoring the Company’s risk
management policies.

The Company’s risk management policies are established to identify and analyse the risks faced by
the Company, to set appropriate risk limits and controls, and to monitor risks and adherence to
limits. Risk management policies and systems are reviewed regularly to reflect changes in market
conditions and the Company’s activities.

The Company, through its training and management standards and procedures, aims to develop a
disciplined and constructive control environment in which all employees understand their roles and
obligations.

Management monitors compliance with the Company’s risk management policies and procedures
and reviews the adequacy of the risk management framework in relation to the risks faced by the
Company.

Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from the Company’s
receivables from customers.

Trade and other receivables

The Company’s exposure to credit risk is influenced mainly by the individual characteristics of
each customer. The demographics of the Company’s customer base, including the default risk of
the industry and country, in which customers operate, has less of an influence on credit risk.
Approximately 12% of the Company’s revenue is attributable to sales transactions with two major
custemers (2007: 22%). Geographically, credit risk is concentrated in Kazakhstan with domestic
customers making up 61% of trade receivables {2007: 66%).

Management has established a credit policy under which each new customer is analysed
individually for creditworthiness before the Company’s standard payment and delivery terms and
conditions are offered. The Company’s review includes external ratings, when available, and in
some cases bank references. Purchase limits are established for each customer, which represents
the maximum open amount without requiring approval from management; these limits are
reviewed quarterly. Customers that fail to meet the Company’s benchmark creditworthiness may
transact with the Company only on a prepayment basis.
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Financial risk management, continued
Credit risk, continued

Trade and other receivables, confinued

Above 90% of the Company’s wholesale customers (distributors) have been transacting with the
Company for over four years, and losses have occurred infrequently. In monitoring customer credit
risk, customers are grouped according to their credit characteristics, including whether they are an
individual or legal entity, whether they are a wholesale or end-user customer, geographic location,
industry, aging profile, maturity and existence of previous financial difficulties. Trade and other
receivables relate mainly to the Company’s wholesale customers. Customers that are graded as “high
risk” are placed on a restricted customer list, and future sales are made on a prepayment basis with
approval of management.

Goods are largely sold on a prepayment basis. The Company does not require collateral in respect of
trade and other receivables.

The Company establishes an allowance for impairment that represents its estimate of incurred losses
in respect of trade and other receivables. The main components of this allowance are a specific loss
component that relates to individually significant exposures, and a collective loss component
established for groups of similar assets in respect of losses that have been incurred but not yet
identified. The collective loss allowance is determined based on historical data of payment statistics
for similar financial assets,

Guarantees
The Company’s policy is not to provide guarantees to related or third parties.
Exposure to credit risk

The carrying amount of financial assets represents the maximum credit exposure. The maximum
exposure to credit risk at the reporting date was:

Carrying amount

000 KZT 2008 2607
Trade and other receivables, excluding other taxes receivable 976,908 860,457
Cash and cash equivalents 19,150 64,579

996,058 925,036
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29 Financial risk management, continued
{b) Credit risk, continued
{if)  Guarantees, continued

Exposure to credit risk, continued

The maximum exposure to credit risk for trade and other receivables at the reporting date by
geographic region was:

Carrying amount

000 KZT 2008 2007
Domestic 596,671 567,554
Other CIS countries 368,401 270,780
Other European countries 8,847 9,339
Euro-zone countries 2,989 12,784
976,908 860,457

The maximum exposure to credit risk for trade receivables at the reporting date by type of customer

was:

Carrying amount
000 KZT 2008 2007
Wholesale customers 784,684 585,792
Retail customers 61,583 75,537
End-user customer 89,550 87,858

935,817 749,187

The Company’s most significant customer, a domestic wholesaler, accounts for KZT 84,157
thousand of the trade receivables carrying amount at 31 December 2008 (2007: KZT 82,105
thousand).

Impairment losses

The aging of trade and other receivables at the reporting date was:

Gross Impairment Gross Impairment
000 KZT 2008 2008 2007 2007
Not past due 204,001 - 407,811 -
Past due 0-30 days 299,998 - 182,145 -
Past due 31-90 days 418,089 (3,840} 290,181 (19,680)
Past due more than 91 days 95,015 (36,355) 20,491 {20,491)

1,017,103 (40,195)
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Financial risk management, continued

Credit risk, continued
Guarantees, continued

The movement in the allowance for impairment in respect of trade and other receivables during the
year was as follows:

2008 2007
000 KZT 000 KZT
Balance at 1 January (40,171) (60,869)
Increase during the year (31,720) -
Decrease due to recognised impairment loss 28,825 13,908
Decrease due to recovery of asset 2,871 6,790
Balance at 31 December (40,195) (40,171)

The impairment loss of KZT 14,643 thousand (2007: nil) is included in administrative expenses
and KZT 17,077 thousand (2007: nil) is included in cost of sales.

Based on historic default rates, the Company believes that no impairment allowance is necessary in
respect of trade receivables not past due or past due by up to 90 days; 90 percent of the balance,
which includes the amount owed by the Company’s most significant customer (see above), relates
to customers that have a good track record with the Company.

The allowance accounts in respect of trade and other receivables are used to record impairment
losses unless the Company is satisfied that no recovery of the amount owing is possible; at that
point the amounts considered irrecoverable and is written off against the financial asset directly.

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they
fall due. The Company’s approach to managing liquidity is to ensure, as far as possible, that it will
always have sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Company’s reputation.

Typically, the Company ensures that it has sufficient cash on demand to meet expected operational
expenses for a period of 60 days, including the servicing of financial obligations. This excludes the
potential impact of extreme circumstances that cannot be predicted, such as natural disasters.

There were no unused lines of credit as at 31 December 2008 and 2007,

The following are the contractual maturities of financial liabilities, exciuding estimated interest
payments and the impact of netting agreements:




PEISIT 1258 81 ¢4 PeI‘SIT PEI'S1T PEESIT £L6'0SH LISL8ET 09p°68°C 0p9'ss8‘s
- - - - - 6TT'E6 L1Z'292 Or'SSE 9P esE
- - - - - SLI0ET [£0°8EF ] 90Z°899'1 €TL'L99°)
FEI'SIT LZANN FELSIT yer'sic FEICIT 695°L01 69S°LOT 808°062° 1 LeY'8rT’l
- - - - - - 000°08$ 000086 PL6'E8S
[XEXN sak SaA SIA sak SyHIm SYJu SMOY (SEDd junowe
§ 13A0 §¥ $-c €T 1 71-9 9-0 renjeapu0) Suifrre)
- 96€81T 965812 96£'81¢ 96£81¢ LOL°TIF 8L6°79€°C STL'8POE 00£°879€
- - - - - - 98 $97 981797 985497
- - - - - £96'70¢ - £96°T0¢ 9L£'86T
- 965817 96£°812 96£°812 96£81¢ 00Z°601 661°601 £86°160°1 SLT'8SOI
- - - - - - £67°686°1 £6T°686°1 €91°L00°C
CYETY sk Sk sak SIA sy SHpuL SA\O[) YSeD junoure
§ 1240 S € £z -1 TI-9 90 [enpEUe) SwAaae)

RO0Z 12quiadacy [§ papua apad i 4of SouaInIG IDISHDULT 247 O] SI0N

DS uLwydiunyy

ajqeded saxe) Jeyjo Suipnjoxs
‘sajqeded Jayjo pue apei],

sarped paje[at Woay sueot]
2ip.1 Bunpolf 1y
amw paxif iy
ISUBO] jURQ P2INDaG
SaRIHqeEl 1eRuBuL]

LZ3 0006,
LO0zT

ajqefed saxe) Jagio Suipnjoxs
‘sajqeded Jatjo pue epei]

sanJed patejal wWoly sueo
a1o. Bunpoif 1y
amd paxif 1y
ISUBO| qUBQ PRINDAS
saniqery [slaueuly

LZ3 000,
8007

panunuo? “ysi1 Hipmbiry

PINUNUO0) ‘JUIWISEUBUI YSII [BIDUBULY

()

6

(4



29

@

()

Kitimpharm JSC
Notes to the Financial Statements for the year ended 31 December 2008

Financial risk management, continued

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and
equity prices will affect the Company’s income or the value of its holdings of financial instruments.
The objective of market risk management is to manage and control market risk exposures within
acceptable parameters, while optimising the return. Generally the Company does not apply hedge
accounting in order to manage volatility in profit or loss.

Currency risk

The Company is exposed to currency risk on sales, purchases and borrowings that are denominated in
a currency cther than the Company’s functional currency, that is KZT. The currencies in which these
transactions primarily are denominated are Euro (“EUR™), U.S. Dollars (“USD”) and Russian
Roubles (“RUR™).

In respect of other monetary assets and liabilities denominated in foreign currencies, the Company

ensures that its net exposure is kept to an acceptable level by buying or selling foreign currencies at
spot rates when necessary to address short-term imbalances.,

Exposure to currency risk

The Company’s exposure to foreign currency risk was as follows based on notional amounts:

USb- EUR- RUR- USD- EUR- RUR-
denomina- denomina- denomina- denomina- denomina- denomina-
ted ted ted fed ted ted

000 KZT 2008 2008 2008 2007 2007 2007
Trade and other receivables,
excluding other taxes receivable 337,601 - 64,993 272,022 - 8,098
Cash and cash equivalents - - - 28,983 - -
Loans and borrowings (298,376) (1,058,275) - (1,667,723) (1,248,497) -
Trade and other payables,
excluding other taxes payable (69,894) (35,521) (35) (2,141) (6,752) (14,563)
Net exposure (30,669) (1,093,796) 64,958 (1,368,859) (1,255,249) (6,465)

The following significant exchange rates applied during the year;

In KZT Average rate Reporting date spot rate
2008 2007 2008 2007

UsSD 1 120.30 122.55 120.77 120.30

EUR 1 177.04 167.75 170.89 177.17

RUR 1 4.86 : 4.79 4.11 4.92
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Financial risk management, continued
Market risk, continued
Currency risk, continued

Sensitivity analysis

A 25% strengthening of the KZT against the following currencies at 31 December would have
increased (decreased) equity and profit or loss by the amounts shown below. This analysis assumes
that all other variables, in particular interest rates, remain constant. The analysis is performed on the
same basis for 2007.

Equity Profit or [oss
2008 000 KZT 000 KZT
UsD 7,667 7,667
EUR 273,44% 273,449
RUR (16,240) (16,246)
2007
Usb 342,215 342,215
EUR 313,812 313,812
RUR 1,616 1,616

A 25% weakening of the KZT against the above currencies at 31 December would have had the equal
but opposite effect on the above currencies to the amounts shown above, on the basis that all other
variables remain constant.

Interest rate risk

Changes in interest rates impact primarily loans and borrowings by changing either their fair value
{fixed rate debt) or their future cash flows (variable rate debt). Management does not have a formal
policy of determining how much of the Company’s exposure should be to fixed or variable rates.
However, at the time of raising new loans or borrowings management uses its judgment to decide
whether it believes that a fixed or variable rate would be more favourable to the Company over the
expected period until maturity.
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Financial risk management, continued
Market risk, continued
Interest rate risk, continued

Profile

At the reporting date the interest rate profile of the Company’s interest-bearing financial instruments
was:

Carrying amount

000 KZT ¢ 2008 2007

Fixed rate instruments

Financial liabilities 2,305,539 2,251,697

Variable rate instruments

Financial liabilities 1,058,275 1,248,497

Fair value sensitivity analysis for fixed rate instruments

The Company does not account for any fixed rate financial assets and liabilities at fair value through
profit or loss. Therefore a change in interest rates at the reporting date would not affect profit or loss.

Cash flow sensitivity analysis for variable rate instruments

A change of 100 basis points in interest rates at the reporting date would have increased (decreased)
equity and profit or loss by the amounts shown below. This analysis assumes that all other variables,
in particular foreign currency rates, remain constant. The analysis is performed on the same basis for
2007.

Profit or loss Equity

100 bp 100 bp 100 bp 100 bp
*000 KZT increase decrease increase decrease
2008
Variable rate instruments {10,583) 10,583 (10,583) 10,583
Cash flow sensitivity (net) (10,583) 10,583 (10,583) 10,583
2007
Variable rate instruments (12,485) 12,485 (12,485) 12,485

Cash flow sensitivity (net) (12,485) 12,485 (12,485) 12,485
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29 Financial risk management, continued
(d) Market risk, continued

(iii}  Other market price risk

The Company does not enter into commodity contracts other than to meet the Company’s expected
usage and sale requirements; such contracts are not settled net.

Fair values versus carrying amounts

The fair values of financial assets and liabilities, together with the carrying amounts shown in the
balance sheet, are as follows:

Carrying Fair Carrying Fair
amount value amount value
000 KZT Note 2008 2008 2007 2007
Trade and other receivables, excluding
other taxes receivable 21 976,508 976,908 860,457 860,457
Cash and cash equivalents 23 19,150 19,150 64,579 64,579
Loans and borrowings 26 (3,363,814)  (3,049,666) (3,500,194)  (3,431,776)

Trade and other payables, excluding
other taxes payable 27 (264,486) (264,486) (355,446) (355,446)

(2,632,242)  (2,318,094)  (2,930,604)  (2,862,186)

The basis for determining fair values is disclosed in Note 4.

The interest rates used to discount estimated cash flows, where applicable, are based on the market
interest rates at the reporting date and were as follows:

2008 2007

Loans and borrowings 10% - 14% 9% - 13%

48
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Financial risk management, continued

Capital management

Management’s policy is to maintain a strong capital base so as to maintain investor, creditor and
market confidence and fo sustain future development of the business. Management monitors the
return on capital, which the Company defines as profit for the year divided by total equity at the end
of the year. Management also monitors the level of dividends to ordinary sharcholders.

Management seeks to maintain a balance between the higher returns that might be possible with
higher levels of borrowings and the advantages and security afforded by a sound capital position. The
Company’s target is to achieve a return on equity of between 2% and 10%; in 2008 the return was
9.33% (2007: 2.17%). In comparison the weighted average interest expense on interest-bearing
borrowings was 14.8% (2007: 9.41%).

There were no changes in the Company’s approach to capital management during the year.
The Company is not subject to externally imposed capital requirements,

Operating leases

Non-cancellable operating lease rentals are receivable as follows:

2008 2007
000 KZT 000 KZT
Less than one year 13,063 10,051

The Company leases out a number of warehouse facilities under operating leases. The leases typically
run for an initial pericd of one year, with an option to renew the lease after that date based on the
mutual agreement between the Company and the lessee, Lease payments are usually increased
annually to reflect market rentals.

During the current year KZT 12,038 thousand was recognised in the income statement in respect of
operating leases {2007: KZT 8,817 thousand).

Contingencies

Insurance

The insurance industry in the Republic of Kazakhstan is in a developing state and many forms of
insurance protection common in other parts of the world are not yet generally available. The
Company does not have full coverage for its plant facilities, business interruption, or third party
liability in respect of property or environmental damage arising from accidents on Company property
or relating to Company operations. Until the Company obtains adequate insurance coverage, there is a
risk that the loss or destruction of certain assets could have a material adverse effect on the
Company’s cperations and financial position,
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Contingencies, continued

Taxation contingencies

The taxation system in Kazakhstan relatively new and is characterised by frequent changes in
legislation, official pronouncements and court decisions, which are often unclear, contradictory and
subject to varying interpretation by different tax authorities. Taxes are subject to review and
investigation by various levels of autherities, which have the authority to impose severe fines,
penalties and interest charges. A tax year generally remains open for review by the tax authorities for
five subsequent calendar years under newly amended tax law but under certain circumstances a tax
year may remain open longer.

These circumstances may create tax risks in Kazakhstan that are more significant than in other
countries. The Company’s Executive Management Team believes that it has provided adequately for
tax liabilities based on its interpretations of applicable tax legislation, official pronouncements and
court decisions. However, the interpretations of the relevant authorities could differ and the effect on
these financial statements, if the authorities were successful in enforcing their interpretations, could
be significant.

Related party transactions

Control relationships

The Company’s immediate parent company is WestGain Limited, which owns 59.7% of the
Company’s ordinary shares.

No publicly available financial statements are produced by the Company’s parent company, ultimate
controlling party or any other intermediate controlling party.

Transactions with management

Management remuneration

Key management received the following remuneration during the year, which is included in personnel
costs (see Note 12):

2008 2007
000 KZT 000 KZT
Salaries and bonuses 19,989 10,178
Contributions to pension fund 1,614 302
21,603 10,980

Other fransactions

At 31 December 2007 loans to directors of KZT 36,316 thousand (2008: nil) are included in “Due
from employees™ (see Note 21). No interest was payable on these loans. The loans were repayable on
demand, and were repaid in 2008.

Transactions with other related parties

The Company’s other related party transactions are disclosed below.
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Related party transactions, continued

Transactions with other related parties, continued

Revenune
Transaction Outstanding Transaction  Outstanding
value balance value balance

000 KZT 2008 2008 2007 2007
Sale of goods:

Fellow subsidiaries 1,200 198 19,787 2,988
Services provided:

Fellow subsidiaries 18,934 10,976 22,136 15,434

20,134 11,174 41,923 18,422

All outstanding balances with related parties are to be settled in cash within six months of the balance
sheet date. None of the balances are secured.

Expenses
Transaction Outstanding Transaction  Outstanding
value balance value balance
000 KZT 2008 2008 2007 2007
Purchase of goods:
Fellow subsidiaries 216,460 31,364 949431 91,267

All outstanding balances with related parties are to be settled in cash within six months of the balance
sheet date. None of the balances are secured.

Loans
Amount Amount Outstanding Ouistanding
loaned loaned balance balance

000 KZT 2008 2007 2008 2007
Loans received:

An intermediate controlling party - 80,000 - -

Fellow subsidiaries 268,774 1,696,230 298,376 1,667,723

268,774 1,776,230 298,376 1,667,723

The loan from the Company’s fellow subsidiaries are interest free. Upon initial recognition the loans
were discounted using a market rate of interest of 14% (2007:13%). The resulting difference upon
discounting of KZT 15,970 thousand (2007: KZT 20,293 thousand), net of deferred taxation, was
recognised in share premium. The loans are repayable within twelve months of the balance sheet date.
None of the loans are secured.

The loan from an intermediate controlling party was interest-free, unsecured and repayable on
demand. The loan was received and repaid in 2007.
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Related party transactions, continued

Pricing policies

Related party transactions are not based on market prices.

Events subsequent to the balance sheet date

Current market conditions

Subsequent to the balance sheet date financial markets in Kazakhstan influenced by global trends
experienced substantial liquidity stress. This is likely to affect the assumptions, estimates and
judgements used by management in preparing the financial statements for the vear ending 31
December 2009. In particular, trade and other recevables and advances for goods and services are
likely to have suffered impairments.

Devaluation of national currency

In February 2009 the KZT was devalued by approximately 23% to KZT 150 for USD 1. Management
has not completed its analysis of the total effect of this devaluation on the Company’s operations and
financial position, however, the sensitivity analysis provided in Note 29 shows the effect of
reasonably possible changes in currency exchange rates on the Company’s financial assets and
liabilities at the reporting date.

Changes in tax legislation

A number of amendments to the tax legislation in Kazakhstan have been made prior to the balance
sheet date that take effect from a date subsequent to the balance sheet date. Of these amendments,
potentially the following will have an impact on the Company’s operations:

»  With effect from 1 January 2009, 1 January 2010 and 1 January 2011, the income tax rate has
been reduced to 20%, 17.5%, and 15%, respectively. These rates have been used in the
calculation of deferred tax assets and liabilities (see Note 14).

o  With effect from 1 January 2009, VAT rate has been reduced from 13% to 12% and VAT
receivable may be used to settle a taxpayer’s liabilities for other taxes. Tax loss carry-forwards
period has been increased from 3 to 10 years. The social tax has been set at 11% for both Kazakh
and foreign employees. Interest charges on loans from any lender unrelated to the borrower are
fully deductible, regardless of the residency of the lender. Interest charges on loans from related
parties and lenders residing in tax havens are subject to certain limitations, Property tax is levied
only on a taxpayer’s immovable property at the rate of 1.5%. Management has not completed its
analysis of these changes in the tax legislation on the Company’s financial position or
performance.

Change of loan repayment schedule

Subsequent to the balance sheet date the Company has agreed a new repayment schedule for its loans
from Halyk Bank and other related parties, In accordance with the new repayment schedule the
repayment of principal for Halyk Bank KZT-denominated loans is deferred from 9 January 2009 until
10 January 2010 with interest at 12.5% per annum and the repayment of principal for USD-
denominated interest-free loans from related parties is deferred from 25 January 2009 until 25
Janvary 2010.




