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Republic of Kazakhstan

Endependent Auditors’ Report

To the Board of Management of JSC “Neftebank”

We have audited the accompanyving balance sheet of JSC “Neftebank”™ (the “Bank™) as of
31 December 2004, and the related statements of income, changes in equity and cash flows for
the year then ended. The financial statements are the responsibility of the Bank's management.
Our responsibility is to express an opinion on these financial statements based on our audit. The
accompanying financial statements of the Bank as of 31 December 2003 were audited by other
auditors whose report thereon, dated 19 March 2004, expressed an unqualified opinion on those
statements.

We conducted our audit in accordance with Internatioral Standards on Auditing. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
mecludes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements present fairly, in all material respects, the financial
position of the Bank as of 31 December 2004, and the results of Hs operations and its cash flows
for the year then ended in accordance with Intomational Financial Reporting Standards.

SN
Stephen Nyc-:

N
N
KPMG Janat, LLC ™S
Licence to conduct banking audils

HE:
No. 6 dated 1 November 1996, G
i

'

3 May 2005



Interest income
Interest expense

Net interest income

Fee and commission income

Fee and commission expense
Net fee and commission income
Net foreign exchange income
Dividend income

Other income

Operating income

Release of provision for impairment losses
General and administrative expenses

Operating expenses
Income before taxes
Income tax benefit

Net income

JSC “Neftebank”
Income statement

for the year ended 31 December 2004

2004 2003

Notes KZT000 KZT°000
4 167,007 166,430
4 (82,733) (98,617)
84,274 67,813

5 102,106 88,340
5 (22,859) (17,287)
79,247 71,053

6 62,043 49,480
1,240 1,240

7 11,516 6,244
238,320 195,830

8 57,987 161,462
9 (274,865) (293,021)
(216,878) (131,559)

21,441 64,271

10 57,055 4
78,496 64,271

The financial statements as set out on pages 1 to 27 were approved by the Board of Management of the
Bank on 3 May 2005.

Chief Accountant
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The income statement is to be read in conjunction with the notes to, and forming part of, the

financial statements.



ASSETS

Cash

Current account with the NBRIK

Placements with banks and other financial institutions
L.oans o customers

Loans held for trading

lnvestmerts

Property and equipment

Intangible assets

Other assets

Total asseis

LIABILITIES AND EQUITY

Due to the State

Current accounts and deposits from customers
Subordinated debt

Other liabilities

Total liabilities

Equity

Share capital

Share prenium

Property, plant and equipment revaluation reserve
Unrealised gain on available-for-sale securities
Accumulated losses

Total equity

Total liabilities and equity

Commitments and contingencies

MNotes

1t
12
13
14
15
16
17

i8
19
20

JEC “Neftebank”
Bulance sheet

as of 3] December 2004

2004 2003
KZT 000 KZT 600
102,151 141,883
333,830 585,840

71.726 296,283
1,869,879 1,774,217
121,237 .
470,558 12,396
495,629 231,927
20,042 22,188
127,261 296,354
3,612,322 3,361,088
. 7,560
1,841,214 2,215,387
325,834 361,386
14,772 64,819
2,181,820 2,649,152
1,321,000 835,757

1,810 1,810

133,127 .

21,700 -
(47,135) (125.631)
1,430,502 711,936
3,612,322 3,361,088

The balance sheet i3 to be read In conjunction with the notes to, and forming part of, the financial

statemerts.
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CASH FLOWS FROM OPERATING ACTIVITIES
Net mcome before income tax

Adjustment for non-cash items:

[nterest income

Interest expense

Recovery of (provision for) impairment loss on loans

Other impaiment fosses

Depreciation and amortisation

Unrealised foreign exchange gain
Cash flow from operating sactivities before changes in
operating assets and Habilities

(Increase)decrease in operating assets:
Placements with banks and other financial institutions
Loans to customers
Interest received on loans
Obligatory reserves
Other assets

Increase/{decrease) in operating Habilities:
Due to the State
Currvent sccounss and deposits from customers
Interest paid on current accounts and deposits from custorners
CGther labilities

Cash flows from operations

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment
Proceeds from disposal of property and equipment
Purchase of intangible assets
Purchase of investment securities
Proceeds on sale of investment securities

Cash flows from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of share capital
Purchase of treasury shares
Interest paid on subordinated debt

Cash fows from financing activities

Wet (decrease) / inerease o cash and cash equivalents
Effect of changes in exchange rates on cash and equivalents
Cash and cash equivalents at T Yanuary

Cash and cash equivalents at 31 December (Note 25)

JSC “Neftebani”

Statement of cash flows
Jor the year ended 31 December 2004

2004 2003
KZT°000 KZT000
21,441 64,271
(164167 (165,501)
82,733 98,617
{75,220) (168,993)
17,233 7,531
15,243 39,340
(7.745) (28,450
(110.481) (153,185)
(14,158) (1,442)
(237.010) 582,240
207,007 67,576
(67,381) (122,941)
155,530 (87.201)
(7,560} (23,530)
(332.573) 431932
(61,427) (71,218)
(53,717) {20,498)
(521,769) 154,918
(87,374) (10,247)
2,946 (51,196
(2,189 .
(726,462) -
290,000 -
(523,879 (61,438)
485,243 .
(19,958) (19,861)
465,285 (19,861)
(579,563) 530,434
(18,266) (6,589)
899,623 385,778
301,794 899,623

The statemnent of cash flows is to be read in conjunction with the notes, (o and forming part of, the

financial statements.



KZT000
Balance at 1 Janunary 2003
Net income

Balance at 31 December 2003

Revaluation of property and
equipment, net of tax

Net income

Shares issued

Increase in gaing on available-
for-sate securities, net of tax

Balance at 31 December 2004

SEC “Neftehauk ™
Ktatement of changes in equity

Jor the veor ended 31 Decemibrer 20004
Property, plant  Unrealised
and equipment oain on
Share Share revaluation  available-for- Accumulated  Total
capital premiugs reserve sale securities fosses
835,757 1,810 - - {189,902} 647,665
- - - 64,2771 64,271
835,757 1810 - - {125,631) 714,936
- - 133,127 - - 133,127
- - - - 78,496 78,496
485,243 - - - . 485,243
- - - 21,760 - 21,700
1,328,100 1,818 133,127 21,700 (47,335 1,430,502

The statement of changes in equity is to be read in conjunction with the notes, to and forming part of, the

financial statements,
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JSC “Neftebank”
Notes {0 the finencial stutenents
for the year ended 31 December 2{104

Background

Principal activities

JSC Neftebank (the “Bank™) was established in the formt of a closed joint stock company in
1993, In 1994 it was reorganised as an open joint stock company. The principal activities of the
Bank are deposit taking, lending and securities and foreign exchange operations. The activities
of the Bank are regulated by the National Bank of the Republic of Kazakhstan (“the NBRE™)
and the Agency for Regulating and Overseeing of Financial Markets and Financial Institutions
of the Republic of Kazakhstan. The Bank conducts its business under a banking license number
213 dated 14 December 2001, issued by the NBRK.

The Bank's registered office is 23 A, Micro-district 9, Aktau, Republic of Kazakhstan. The Bank
has 5 branches in the Republic of Kazakhstan in the following cities: Aktau, Atyrau, Aktobe,
Uralsk, Zhanosen and Almaty.

The total number of emplovees of the Bank at 31 December 2004 and 2003 was 196 and 192,
respectively,

At 31 December 2004, the CISC “Central Depositary of Securities” owned 38.58% (as a
nominee shareholder) and CISC “ZapKazTranzit” owned 6.08% of the outstanding shares.
Other shareholders of the Bank have less than 3% of the outstanding shares.

Republic of Kazakhstan business environment and country risk

The economic environment of Kazakhstan has been assessed in 2004 by international rating
agencies, Standard & Poor’s increased the long-term currency rating to BBB- (2003: BB+) and
the long-term rating of borrowings in the national currency was rated at BBB (2003: BBB-).
Moody’s Investors Service maimtained the rating of long-term debentures of Kazakhstan in
foreign currency at Baa3 and the promissory notes of Kazakhstan in the national currency at
Bal. Fitch increased the rating of the long-term borrowings in foreign currency to BBB- (2003
BB+) and increased the rating of the long-term borrowings in the national currency to BBB
(2003: BBB-).

The Bank’s operations are subject to country risk being the economic, political, and social risks
inherent in doing business in Kazakbstan. These risks include matters arising out of the policies
of the government, economic conditions, imposition of or changes to taxes and regulations,
foreign exchange fluctuations and the enforceability of contract rights.

The accompanying financial statements reflect management's assessment of the impact of the
Kazakhstan business enviromment on the operations and the financial position of the Bank. The
fiture business environment may differ from management’s assessment,
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JEC Neftebanh ™
Notes tir the financiol statementys
fow the vear ended 31 December 2004

Basis of preparation

Statement of compliance

The Bank maintaing its accounting records in accordance with the legisiative requirements of
the Republic of Kazakhstan. The accompanying financial statements have been prepared from
those accounting records and adjusted as necessary to comply with the requirements of
International Financial Reporting Standards (“IFRS™), as promulgated by the International
Accounting Standards Board (“IASB”), and interpretations issued by the International Financial
Reporting Interpretations Conunittee of the IASB.

Basis of measurement

The financial statements are prepared on a fair value basis for financial assets, loans for trading,
investments and land and buildings, except those for which a reliable measure of fair value is
not available, Other financial assets and Habilities and non-financial assets and liabilities are
stated at amortised cost or historical cost,

Functional and presentation currency

The national currency of the Republic of Kazakhstan is the Kazakhsiani Tenge ("KZT7).
Management have determined the Bank’s functional currency to be the KZT as it reflects the
cconomic substance of the underlying events and circumstances of the Bank. The KZT is also
the Bank’s presentation currency for the purposes of these financial statements. Financial
information presented in KZ'T has been rounded to the nearest thousand.

Going concern

The accompanying financial statements have been prepared on a going concern basis, which
contemplates the realisation of assets and the satisfaction of {iabilities in the normal course of
business. The recoverability of the Bank’'s assets, as well as the future operation of the Bank,
may be significantly affected by the current and future economic environment {refer note ]
(b)). The accompanying financial statements do not include any adjustments, which would be
necessary should the Bank be unable to continue as a going concern.

Significant accounting policies

The following significant accounting policies have been applied in the preparation of the
financial statements. The accounting policies have been consistently applied.

Foreign currency transactions

Transactions in foreign currencies are translated to KZT at the foreign exchange rate ruling at
the date of the transaction. Monetary assets and habilities denominated in foreign currencies at
the balance sheet date are translated to KZT at the foreign exchange rate reporied by the
Kazakhstani Stock Exchange at that date. Foreign exchange differences arising on translation
are recognised in the imcome statement. Non-monetary assets and lHabilities denominated in
foreign currencies, which are stated at historical cost, are translated to KZT at the foreign
exchange rate ruling at the date of the transaction.
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JEC “Nefrebank”
Nores to the financial stotements
Jor the year ended 31 December 20

Significant accounting policies (continued)
Foreign currency transactions (continued)

The exchange rates at year-end used by the Bank in the preparation of the financial statements
are as follows at 31 December:

2004 2003

KEZT KELT
usp 130.60 144,23
EUR 177.10 180.23
RUR 4.67 4.93

Cash and cash eguivalents

The Bank considers cash, current account with the NBREK, with the exception of the minimum
reserve requirements, and nostro accounts to be cash and cash equivalents,

The minimum reserve deposit with the NBRK is not considered to be a cash equivatent due to
restrictions on its withdrawal.

Financial instruments

Classification

Trading instruments are those that the Bank principally holds for the purpose of short-term profit
taking. These mclude nvestments and derivative contracts that are not designated as effective
hedging instruments, and liabilities from short sales of financial instruments, All trading
derivatives in a net receivable position (positive fair value), as well as options purchased, are
reported as ap asset, All trading derivatives in a net pavable position (negative fair value), as
well as options written, are reported as a Hability,

Originated loans and receivables are loans and receivables created by the Bank providing
money to a borrower other than those created with the intention of short-term profit taking.
Originated loans and recetvables comprise loans and advances to banks and customers.

Held-to-maturity assets are financial assets with fixed or determioable payments and fixed
maturity that the Bank has the intent and ability to hold to maturity.

Available-for-sale assats arve financial assets that are not held for trading purposes, originated
by the Bank, or held to maturity.

Recognifion
The Bank recognises financial instruments held for frading and available-for-sale assets on the
date it commits to purchase the assets.

Held-to-maturity assets and originated {oans and receivables are recognised en the day they are
transferred to or originated by the Bank.
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JEC “Nefiebank”
Notes to the finoncial statesments
for the vear ended 31 Deeember 2004

Significant accounting policies (continued)

Financial instruments {vortinued)
Measurement
Financial instruments are measured initiafly at cost, including transaction costs.

Subsequent to initial recognition trading instruments and available-for-sale assets are measured
at fair value, except that any instrument that does not have a quoted market price in an active
market and so whose fair value cannot be reliably measured, is stated at cost, including
transaction costs, less impairment losses.

All non-trading financial Habilities, originated loans and receivables and held-to-maturity assets
are measured at amortised cost less provisions. Amortised cost is calculated using the effective
intercst rate method. Premiwms and discounts, including initial transaction costs, are included in
the carrying amount of the related instrument and amortised based on the effective interest rate
of the instrument.

Fuir value measurement principles

The fair value of financial instruments is based on their guoted market price at the balance sheet
date without any deduction for transaction costs. If & quoted market price is not available, the
fair value of the instrument is estimated using pricing mwodels or discounted cash flow
techniques.

Where discounted cash flow techniques are used, estimated future cash flows are based on
management’s best estimates and the diseount rate is a market-related rate at the balance sheet
date for an instrument with similar terms and conditions. Where pricing models are used, inputs
are based on market-related measures at the balance sheet date.

The fair value of derivatives that are not exchange-traded is estimated at the amount that the
Bank would receive or pay to terminate the contract at the balance sheet date taking into account
current market conditions and the current creditworthiness of the counterparties.

Gains and losses on subsegrent measurement

Gains and losses arising from a change in the fair value of all trading instruments are recognised
in the income statement.

Gains and losses arising from a change in the fair value of available-for-sale assets are
recognised directly in equity. When available-for-sale assets are sold, collected or otherwise
disposed of the cumulative gain or loss recognised in equity is transferred to the income
statement.

Derecognition

A financial asset is derccognised when the Bank loses control over contractual rights that
comprise that asset. This occurs when the rights are realised, expire or are surrendered. A
financial liabtlity is derecognised when it is extinguished.

Available-for-sale assets and assets held for trading that are sold are derecognised and
corresponding receivables from the buyer for the payment are recognised ag of the date the Bank
commits to sell the asset. The Bank uses the specific identification method to determine the gain
or foss on demcogniti(m.

thc,,y are tlamfumd bv Lhe Bank
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SSC “Nefrebank™
Notes to the finuncial statements
Sfor the year ended 31 December 2004

Significant accounting policies (continued)
Financial instroments {continned)

Offsetting

Finamcial assets and habilities are offset and the net amount reported in the balance sheet when
there is a legally enforceable right to set off the recognised amounts and there is an intention 1o
settle on a net basis, or realise the asset and settle the liability simultancously.

Property and equipment

Owned assety

Items of property and equipment are stated at cost or valuation iess accumulated depreciation
and impairment losses (refer to note 3{(f) below). The cost of self-constructed assets includes
the cost of materials, direct Jabour and an appropriate proportion of production overheads.

Where an item of property and equipment comprises major components having different useful
lives, they are accounted for as separate items of property and equipment.

Feased assels

Leases under the terms of which the Bank assumes substantially all the risks and rewards of
ownership are classified as finance leases. Eguipment acquired by way of finance lease is stated
at an amount equal to the lower of its fair value and the present value of the minimum lease
payments af incepiion of the lease, less accumulated depreciation (refer below) and impairment
losses (refer to Note 3 {f) below).

Operating leases, under the terms of which the Bank does not assume substantially all the risks
and rewards of ownership, are expensed.

Depreciation

Depreciation is charged to the income statement on a straight-line basis over the estimated
useful lives of the individnal assets, Depreciation commences on the date of acquisition or, in
respect of internally constructed assets, from the time an asset is completed and ready for use,
Land is not depreciated. The estimated useful lives are as follows:

Buildings 40 yrars
Computers 3 yesrs
Vehicles 7 years
Other 3-5 years

Intangible assets

Intangible assets consist of software acquired by the Bank, stated at cost less accumulated
amortisation and impairment losses. Amortisation is charged to the income statement on a
straight-line basis over the estimated useful lives of intangible assets. Amortisation commences
from the first day of the wonth subsequent fo the date the asset is available for use, The
estimated useful life of intangible assets is § years,
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JEC “Neftebank”
Notes to the financiaf stetements
Jor the year ended 31 December 20014

Significant accounting policies (continued)

Impairment

The carrying amounts of the Bank’s assets, other than deferred tax assets, are reviewed at each
balance sheet date to determine whether there is any indication of impairment. If any such
indication exists, the assets’ recoverable amounts are estimated.

An impairment loss is recognised whenever the carrying amount of an asset or its cash-
generating unit exceeds its recoverable amount. The impairment losses are recognised in the
income statement.

Calculution of recoverable amourd

The recoverable amount of the Bank’s investinents in held-to-maturity securities and receivables
is calculated as the present value of expected future cash flows, discounted at the original
effective interest rate inherent in the asset. The recoverable amount of the Bank's trading
investinents and investments available-for-sale is their fair value.

The recoverable amount of other assets is the greater of their net selling price and value in use.
In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects cusrent market assessments of the time value of money
and the risks specific to the asset. For an asset that does not generate cash inflows largely
independent of those from other assets, the recoverable amount is determined for the cash-
generating unit to which the asset belongs.

Reversals of impairment

An impairment loss in respect of a held-to-maturity security or receivable is reversed if the
subsequent increase in recoverable amount can be related objectively to an event occurring after
the impairment loss was recognised.

In respect of other assets, an impairment loss is reversed if there has been a change in the
estimates used to determine the receivable amount.

An impairment loss is only reversed to the extent that the asset’s camrying amount does not
exceed the carrving amount that would have been determined. net of depreciation or
amortisation, if no impairment loss had been recognised.

Interest-bearing borrowings

Interest-bearing borrowings are recognised initially at cost, net of any transaction costs incurred.
Subsequent to initial recognition, interest-bearing borrowings are stated at amortised cost with
any difference between cost and redemption value being recognised in the income statement
over the period of the borrowings.

When borrowings are repurchased or settled before maturity, any difference between the amount
repaid and the carrying amount is recognised immediately in the incowe statement.

Provisions

A provision is recognised in the balance sheet when the Bank has a legal or constructive
obligation as a result of a past event and it is probable that an outflow of economic benefits will
be required to settle the obligation. If the effect is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current
assessments of the time value of money and, where appropriate, the risks specili :

Ie
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SSC “Neftebank”
Notes fo the Jinceacial staterents
for the vear ended 31 December 2004

3. Significant accounting policies (continued)

Dividends

Subject to specific provisions contained with the Charter and Kazakhstan Law, the sharcholders
may approve the payment of ap annual or an interim dividend whenever the financial position of
the Bank justities such payment in the opinion of the shareholders.

Taxation

Income tax on the result for the year comprises current and deferred tax.  Income tax is
recognised in the income statement.

Current tax is the expected tax pavable on the taxable income for the vear, using tax rates
enacied or substantially enacted at the balance sheet date, and any adjustment to tax payable in
respect of previous years,

Deferred tax is provided using the balance sheet hability method, providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes. Temporary differences relating to the
initial recognition of assets or labilities that affect neither accounting nor taxable profit are not
provided for.

The amount of deferred tax provided is based on the expected manner of realisation or
settlement of the carrying amount of assets and Habilities, using tax rates enacted or
substantially enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits
will be available against which temporary differences, unused tax losses and credits can be
utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the refated
tax benefit will be realised.

Huterest income and expense

Interest income and expense is recognised in the income statement as it accrues, taking into
account the effective yield of the asset or an applicable floating rate. Interest income and
expense includes the amortisation of any discount or premium or other differences between the
initial carrying amount of an interest bearing instrument and ifs amount at maturity calculated
on an effective interest rare bagis.

Fee and commission income

Fee and conmnission income is recognised when the corresponding service is provided.

Net foreign exchange income

Net foreign exchange income includes gain and losses arising from foreign currency operations
and from the revaluation of assets and liabilities denominated in foreign currencies.
Comparative information

Comparative information has been reclassified to conform to changes in presentation in the
current vear,




SEC “Neftebanh "
Notes to the financial statements
Jor the vear ended 3] December 2004

Net inferest income

2604 2003
Interest come KET006 KZ1T° 0600
L.oans to custorners 164,167 165,501
Investment securities 2,522 -
Placemants with banks and other financial institutions 318 929
167007 166,430
faterest expense
Current accounts and deposits from customers (62,733} {75,492)
Subordinated debt {19,956} {19,876)
Placements with banks and other financial institutions {44) (2,527
Other - (722}
(82,733 {98,617)
Net interest income 84,274 67,513
Fee and commission income and expense
2004 28463
Fee and commission income KEZT 808 KX 004
Cash transactions 48,723 44,418
Transfers 21,894 19,288
Guarantees issued 14,461 11,649
Clients accounts matntenance 13,832 6,586
Other 3196 6,399
192,106 88,340
Fee and commission expense
Transfer fransactions (10,087 {4,237y
Transactions with plastic cards {4,909} {4,582)
Insurance policies (3,763 {5,186}
KASE membership fee {1,991 -
Cash transactions {1,662} -
COther commission expense {448) {3.282)
{212.85%) {17,287)
Net foreign exchange income
20604 IB03
KET 000 KZT000
Gain on trading in foreign currencies 43,173 27,814
Gain on revaluation of assets and liabilities 18,870 21,666

02,843 49,480




SEC “Neftebank”
Notes ta the financial statements
For the vear ended 31 December 2004

Other income

2604 2003
KZT 800 _ KZT000
Rent 6,118 4,899
Gain from disposal of foreclosed assets 1,853 65
Gain from sale of inventory 316 341
Other 3,220 930
11,516 6,244

Impairment losses

The movement in provisions for impairment losses was as follows:

Guarantces
Loans to and letters of
KZT 600 customers eredit Oither assets Total

Balance at 1 Japuary 2003 483,468 27,200 7,103 Sy Wi |
{Released) charged to income

statement (168,993} 1,911 5,620 {161,462}
Recovery 127,864 - - 127,864
Writien off {63,035 {3,822} (6,313 {75,170
Balance at 31 December 2003 377,304 25,289 6,410 449,003
(Released) charged to income

statement (75,220} 3,67G 13,363 (57.987)
Recovery 30.862 1,176 46 41,084
Written off £56,939) (26,835) {18473} (102,247}
Balance at 31 December 2004 285 6077 3,300 1.546 289,853

13



JSC “Nefrebank™
Nates fo the financinl statements
for the vear ended 31 December 2004

General and administrative expenses

2004 2063
KET 060 KET™906
Emplovee compensation {125,59%) (116,625)
Depreciation and amortisation {15,243 {39,540}
Communication {24,890} {20,668}
Rent (17.046) {15.006)
Taxes other than income tax £13,524) (19,140}
Audit and consulting (12,329 {7,832)
Travel (9,285) {7,706}
Security (8,32%) (5,360
Utilities expense {6,556) {4,123
Informational technology expenses {6,333) {4,878}
Individual deposit insurance {5,363) (5,296}
Transportation {4,678) {4,550
Advertising and marketing expenses (2,559} {3,212)
Repairs and waintenance expense (1,738) {1.512)
Representative {1,586) {1,460)
Fines and penalties (1,026) (28%)
Net gain/(loss) from disposal of property and equipment 70 (15,633)
Other (18,643) {20379
(274,865 {293,021)
Income tax benefit
2004 2603
KZT "008 KZT *606
Current fax expense - -
Dieferred tax expense:
Origination of temporary differences (14,050)
Change in unrecognised deferred tax assers 71,1035 -
Total income tax benefit in the income statemeny 570858 -

The Bank’s applicable tax rate is 309 {2003 - 30%). Reconciliation of the effective tax rate:

2004 2003
KZT 600 %% KZT "000 Yo
Income before tax 21,441 100% 64,271 160%
Income tax using the applicable tax rate 6,432 30% 19,281 30%
Tax effect of permanent differences 7.618 36% 67,754 105%
Change in valuation allowance {71,105 (332%) (87,035 {135%)

Income tax benefit (57,055) {266%:) ~ -




JSC “Nefiehank"
Notes 1o the financiol statements
Jor the vear emded 3T December 2004

Placements with banks and other financial institutions

2004 2003
2T 008 KZT *060
Nostre accounts 56,126 294 841
Restricted account 15,690 1,442
71,726 196,283

At 31 December 2004 and 2003, the resiricted accounts represent deposits held with a local
bank for VISA card payments.

Loans to customers

Loans to customers are issued primarily to customers located within the Republic of Kazakhstan
and which operate in the following economic sectors:

2004 2003

KT 060 KZT 004
Individuals 384,333 274,099
Trade 350,854 730,051
Food 289,327 100,903
Construction 297623 296,627
Research and development 182,312 935,360
Metal processing 156,800 50,158
Water processing and purifying 108,000 37,560
Agriculiure 105,364 129 946
Transport 86,633 111,228
Enterfainment 53276 92,156
Engineering 35,644 76,281
il & Gas 7,987 2,987
Health care 4,295 -
Energy 4,121 -
Postal - 13,878
COther 33,232 42420
Accrued interest 55,083 97,925
Provision for impairment {285,007 {377,304)

1,869,879 1,774,257

At 31 December 2004 and 2003, the Bank had two and six borrowers with total balances of
KZT 471,635 thousand and KZT 670,628 thousand, respectively, representing 25% and 38% of
total Joans to customers.

At 31 December 2003, toans to customers included non-accrual loans of K271 14,480 thousand
(2004: KZT 1,035,928 thousand).

Loan maturities
The maturity of the Bank's loan portfolio is presented in Note 29 and shows the remaining
period from the reporting date to the contractual maturity of the loans comprising the loan
portfolio. It is possible that loans to customers will be protonged on maturity. Accordingly, the
effective maturity of the loan portfolio may be longer than the classification indicated based on
contractual terms.

Loans held for trading

At 31 December 2004, loans with a carrying value of 121,237 thousand were classified as
for trading. These loans were sold in 2005 to an unrelated party at their carrying valuye:
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2004 2803
K008 KET 006
Available for sale
Eguity investment securities - listed
Ordinary shares of JSC “Valut Transit Bank” 157,490 -
Ordinary shares of JSC “Ordabasy Corporation” 128,129 -
Preferred shares of JSC “ATF Bank™ 111,368 N
Ordinary shares of ISC “Zhazyk” 12,366 -
Preferred shares of ISC “MangistauMunai(az” 11,666 12,396
421,819 12,396
Held-to-maturity
Debt instruments — listed
Notes issued by the NBRK 49,539 -
470,558 12,396
iS5  Property and equipment
Land and
KZT008 buidings Compuiers Yehicles Oiher Total
Cost or revalited aimonunt
At | Jasuary 2004 231,651 33,397 18,917 69,602 353,567
Revaluation 150,236 - - - 150,236
Additions 62,829 4,833 15,905 3,807 87,374
Disposals (152} {1,996) (3,880} {10,075 {16,103)
At 31 December 2004 444,564 36,234 30,942 63,334 575,074
BDepreciation
At 1 January 2004 {40,098 {23,946} {16,300} {47,296} {121,640}
Adjustment to
depreciation after
revaluation 39,946 - - - 39 946
Depreciation charge {9,128) (6,796} (2910 {8,081 {26,916)
Revision of estimated
useful lives - 1,969 4,003 16,036 16,008
Disposals 152 1,901 2,792 3312 13,157
At 38 December 2004 {9.128) (26,8723 {6,416) {37,029 {79,445y
Carrying valpe
At 31 December 2064 435,436 9,362 24,526 26,308 495.629
At 31 December 2003 191,533 G451 8,617 22,306 231,927

During 2005, the Bank engaged an independent appraiser to assess the fair market value of the Bank’s
land and buildings. The revaluation was reflected in the Banl’s financial statements with effect from |
Tanuary 2004, The increase in the carryving value of the revalued assets was reflected as an increase in
equity {revaluation reserve). Management will review the carrying value of these assets at subsequent
balance sheet dates to determine if they differ materially from fair market value, and any adjusiment

required to adjust the carrying amount to approximate fair market value will be made at fhat time.

In 2004, the Bank reassessed the usefu] lves of certain assets. The resul

shown above.

ting effect on depreciation-is:
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Intangible assets

KT 000

Cost

At 1 January 2004
Additions

At 31 December 2004

Amortisation

At | Janunary 2004
Amaortisation charge
A1 31 December 2004

Carrying amount
At 3T December 2004
At 31 December 2003

Other assets

Foreclosed assets
Taxes prepaid

Due from employees
Prepayments

Other equity investments

Inventory

Debtors from documentary settlements

Other

Provision for impairment (Note &)

SEC “Nefrebank™”

Newtes 1o the financial statements

Jor the veor ended 31 December 2004

Software
47,594
2,189
49 783
{25,406)
{4,335}
(29,741}
20,042
22,188
1004 2003
KT "000 KZT 000
41,961 194,226
48,448 6,635
10,9235 12,017
9814 74,269
6,216 4,734
5,663 2,593
5,632 4.491
148 3,799
{1,546} {6,410
137,261 296,354

At 31 December 2004 other equity investments consisted of ordinary shares of JSC
"Kazakhstani Stock Exchange™ of KZT 2,567 thousand and JSC “Accumulating Pension Fund
ABN Amro CaspivMunaiGaz” of KZ2T 3,649 thousand (2003: KZT 2,934 thousand and KZT
1,800 thousand, respectively). Other equity investments are carried at cost.

Current accounts and deposits from customers

Demand deposits
Term deposits

Deposits pledged as collateral

Accrued interest

At 31 December 2004 there were no customers whose deposits and current accounts exeeoded
10% of the Bank’s total current accounts and deposits from customers (2003: 0).

2004 2603
KET *000 KZT *000
1,071,336 £,316,727

653,986 804,118

95,060 75,000

20,862 19,542
1,841,214 2,215,387
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Subordinated debt

2004 2003
KZT 000 KZT 008
Subordinated debt 325,000 360,550
Accrued interest 834 836
325,834 361,386

At 31 December 2004 and 2003, the Bank has a subordinated debt of USD 2,300,000 to the
International Financial Corporation (JFC) denominated in USD. The subordinated debt bears
annual interest at the monthly LIBOR rate plus 4%. The subordinated debt will be repaid in four
equal semi-annual payments from Decerber 2006 to 15 June 2008,

The subordinated debt ranks behind claims against the bank from depositors and other creditors.

Other liabilities

2004 2603
BT "000 KET 040
Provision for losses on guarantees (Note §) 3,300 23,2849
Taxes payable other than income tax 4,689 25,145
[ue to employees 1,647 4,085
Accrued expenses 5136 1,256
Settlement on other transactions - 9,044
14,772 64,819

Deferred tax assets

Temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for taxation purposes give rise to net deferred tax
liabilities as of 31 December 2004 and 2003. Thesc taxable temporary differences, which have
o expiry dates, are listed below at their tax effected accumulated values:

Assets Liabilities Net
KET 860 2004 2003 2004 2003 Z004 2003
Property and equipment 155,112 16,931 {57,055) - 08,057 16,931
Intangible assets 1,196 - - - 1,196 -
L.oans to customers - 138,823 - - - 138,823
Tax losses 13,496 - - - 13,496 -
Deferred tax
assets/(Habilltiesy 169,804 155,784 (57,055) - 12,749 155754
Valuation allowance {169,804y  (155,754) 57,055 - (112748 {(155.754)

Net deferred tax
assets/(liabilities) - . - - - -

The rate of tax applicable for deferred taxes was 30%.
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Movement in temporary differences during the year

KT 806 Balance  Recognised in Recognised in Balance 31
i January equity income Drecember
2004 statement 2004

Property and cquipment 16,931 {37,035 138,181 98,057
Intangible assets - - 1,196 1,196
Loans to custoners 138,823 - (138,823} -
Tax losses - - 13,496 13,496
158,754 {57,085 14,850 169,804
Valuation allowance {155,754} 57,055 {71,105) {169 8304}
- “ (B7.055) -

Share capital

At 31 December 2004 and 2003, the authorised share capital was KZT 1,321,000 thousand,
consisting of 1,000,000 common shares each with a par value of 1,321 KZT. At 31 December
2004 issued and paid share capital consisted of 973095 shares (2003: 632,670 shares)
amounting to KZT 1,288,100 thousand (2003: KZT 835,757 thousand). Each common share is
entitled to one vote and shares equally in dividends declared.

During 2004, the share capital was increased by KZT 483,243 thousand by contributions from
the shareholders.

Risk management

Management of risk is fundamental to the business of banking and is an essential element of the
Bank’s operations. The major risks faced by the Bank are those related to credit exposures,
liguidity and movements in interest rates and foreign exchange rates. These risks are managed in
the following manper:

Credit risl

Credit risk is the risk of financial loss occurring as a result of default by a borrower or
counterparty on their obligation to the Bank.

The Bank has developed policies and procedures for the management of credit exposures,
including guidelines to limit portfolio concentration and the establishment of a Credit
Committee, which actively monitors the Bank’s credit risk,

The Bank’s credit policy is reviewed and approved by the Shareholder.

Interest rate risk

Interest rate risk s measured by the extent to which changes in market interest rates impact on
margins and net interest income, To the extent the term structure of interest bearing asseis
differs from that of labilities, net imterest income will increase or decrease as a result of
movements in interest rares.

Interest rate risk is managed by increasing or decreasing positions within limits specified by the
Bank’s management. These limits restrict the potential effect of movements in interest rat
current earnings and on the value of interest sensitive assets and liabilittes. :

The Bank’s interest rate policy s reviewed and approved by the %hdr{*hoider' &ee Note 28,
“Average effective inferest rates™, o :
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Risk management (continued)

Liquidity risk

The Bank maintains Hquidity management with the objective of ensuring that funds will be
available at all times to honour all cash flow obligations as they become due.

The Bank’s liquidity policy is reviewed and approved by the Sharcholder. See Note 29
“Maturity analysis”.

Foreign exchange rate risk

The Bank has assets and hiabilities denominated in several foreign currencies. Foreign currency
risk arises when the actual or forecast assets in a foreign currency are either greater or less than
the Habilitics in that currency.

The Bank’s foreign currency policy is reviewed and approved by the Shareholder.

See Note 30 “ Currency analysis”.

Commitments and contingencies

The Bank provides financial guarantees and letters of credit to guarantee the performance of
customers to third parties. These agreements have fixed himits and are genevally for a period of
up to one vear.

The contractual amounts of commitments and contingent liabilities are set out in the following
table by category. The amounts reflected in the table represent the maximum accounting loss
that would be recognised at the balance sheet date if counterparties failed completely to perform
as contracted.

2004 20063
KZT 000 KT 000
Guarantees issued 81,670 125,024
Less provisions (Motes 8, 19) {3,300) {25,289}
Less cash collateral (36,703) -
47,667 94,738

Insnrance

The msurance indusiry in the Republic of Kazakhstan is in 2 developing state and many forms
of insurance protection commeon in other parts of the world are not vet generally available. The
Bank does not have full coverage for its premises and equipment, business interruption, or third
party lability in respect of property or environmental damage arising from accidents on Bank
property or relating 1o Bank operations. Uptil the Bank obtains adequate insurance coverage,
there is a risk that the loss or destruction of certain assets could have a material adverse effect
on the Bank’s operations and financial position.

Litigation
The Bagk is not involved in legal proceedings, including arbitration, other than routine legal
proceedings in the ordinary course of business. In the opinion of management, the final
disposition of these legal proceedings will not have a material adverse effect on the finayi
condition or results of operations of the Bank.
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Commitments and contingencies (continued)

Taxation contingencies

The taxation system in the Republic of Kazakhstan is relatively new and is characterised by
numerous taxes and frequently changing legislation, which is often unclear, contradictory, and
subject 1o interpretation. Often, differing interpretations exist among numerous taxation
authorities and jurisdictions. Taxes are subject to review and investigation by a number of
authorities, which are enabled by law to impose severe fines, penalties and interest charges.

These facts may create tax risks m the Republic of Kazakbstan substantially more significant
than in other countrics. Management believes that it has adeqguately provided for tax labilities
based on its interpretation of tax legislation. However, the relevant authorities may have
differing interpretations and the effects could be significant.

Pension and retivement plans

The Bank does not have pension arrangements other than the State pension systermn of the
Republic of Kazakhstan, which requires current contributions by the employer calculated as a
percentage of current gross salary payments. This expense is charged in the period the related
salarjes are earned. In addition, the Bank has no post-retirement benefits or significant other
compensated benefits requiring accrual.

Cash and cash equivalents

Cash and cash equivalents at the end of the financial year as shown in the statement of cash flow
is composed of the following items:

2004 2063
KZT000 KZ1°000
Cash 102,151 141,883
Diie from the NBRK 333,839 585,840
Placements with banks and other financial institutions 36,126 294,841
492,116 1,032,564
Obligatory reserves (190,322) (122,94 1)
301,794 399,623

Under Kazakhstan legislation, the Bank is required to maintain obligatory reserves, which are
computed as a percentage of certain Habilities of the Bank. Such reserves must be held in either
deposits with the NBRK, overnight placements with the NBRK or i physical cash and
maintained based on average monthly balances of the aggregate of deposits with the NBRK
and physical cash, The use of such funds is, therefore. subject to certain restrictions and
excluded from cash and equivalents.

21
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Related party transactions
Transactions with Directors and Senior Management

Total remuneration included in employes compensation (refer Note 9) amounted to:

2064 2003
KZT 000 KLTBOD
Directors 4,848 3,288
Senior Management 40,992 39,338
45,840 42,626

The outstanding balances of loans and deposits with Directors and Senior Management and the
average interest rates as of 31 December 2004 and 2003 are as follows:

2004 Average 2003 Average
AN Tulerest Rate KZT'000 Inferesi Rate
Loans F7.090 12.70% 6178 3.00%
Deposits - - 2,038 13.74%

Amonnts included in the income statement in relation to fransactions with Directors and senior
management are as follows:

2004 2003
KZT 000 KLT 000
Interest income 2,170 1,318
Interest expense - 145

Transactions with other related partics

At 31 December 2004 and 20073 other related party balances are as follows:

2004 2003
Total Total
category as category as
per financial per financial
Related party statements Related party statements
transactions caption transactions capfion
Loans to customers 24,081 1,752,000 13,146 1,774,217
Customer accounts 1915 1,841,214 - -
Other assets 5,595 112,124 37,000 296,354
Guarantees issued 8,610 81670 - -

22
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Related party transactions {continued)

Included in the profit and loss account for the years ended 31 December 2004 and 2003 are the
following amounts which arose due on transactions with related parties:

2004 2003
Tatal category Total category
as per financial as per financial
Related party statements Related party statements
transactions caption transactions caption
Interest income 14,739 167,007 659 166,430
Interest sxpense 341 82,733 - -
Fees and commission income 709 102,106 - -

The transactions with related parties entered into by the Bank were made in the normal course
of business and wnder arm-length conditions.

Fair value of financial instruments

The Bank has performed an assessment of its financial instruments, as required by 1AS 32
Financial Instruments: Disclosure and Presentation, to determine whether it is practicable within
the constraints of timeliness and cost to determine their fair values with sufficient refiability.

Based on this assessment the Bank has concluded that due to the lack of liquidity in the
Kazakhstan market it is not possible to determine the fair value of all of its financial assets and
financial Habilities.

The financial assets and financial liabilities for which the Bank does believe it is able to
estimate fair values include cash, due from the NBREK, investment securities, loans held for
trading, placements with banks and financial institutions and deposits and balances from banks
and other financial institutions. The Bank estimates the fair value of these assets to be not
materially different from their carrying values.

This estimate of fair value is intended to approximate the amount at which the above listed
assefs could be exchanged in a current transaction between willing parties. However given the
uncertainties and the vse of subjective judgement, the fair value should not be interpreted as
being realisable in an immediate sale of the assets.

23
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The table below displays the Bank’s interest-bearing assets and liabilities as at 31 December
2004 and 2003 and their corresponding average effective interest rates as at that date. These
interest rates are an approximation of the yields to maturity of these assets and Habilities. The
amounts of interesi-bearing assets and habilities are presented with related accrued income or

expense at the end of year.

2004
Average
effective

Value

interest rate, % KET000

2693
Average
effective
interes{ rate, %

Value
KZE 000
Interest-bearing assets

Placements with banks and other financial
institutions 405,565
-KZT. 334,926
- USD 68,071
- Other currencies 2568
Investment securities 49,538
- KZT 49,539
Eoans to enstomers 1,869,879
- KT 1,418,974
- USD 450,905

Interest-bearing linhilities

Cuarrent accounts and deposits from customers 1,841,214

- KZT 1,464,647
- USH 354,945
- Other cutrencies 21,622
Subordinated debt 325,834
- USD 325,834

17.7
13.0

882,123
545,696
334,114
2,313
12,396
12,396
1,774,217
1,358,216
416,001

2,215,387
1,484,281
730,982
124
361,386
361,386

23
3.7
0.2

5.1
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Matuarity analysis

The following table shows banking assets and habilities by remaining contractual maturity dates
as at 31 December 2004, Due to the fact that substantially alt the financial instruments of the
Bank are fixed-rate contracts except for subordinated debt, these remaining contractual maturity
dates also represent the contractual interest rate repricing dates.

KZ 1000 L.ess than 1t 3 Ito b & months I yeartod More than 5 Mo

1 menth months months to 1 yenr YERTS vears materity Totsl
Assets
Cash 102,151 - - - - - - 102,151
Due from the NBRE 333,839 - - - “ . “ 333,830
Placements with banks
and other financial
institutions TLT26 - “ - - - T6
Loans fo custorness 132,852 154,032 48,779 317,305 996,938 49953 - 1,869,879
Loans for trading 121,237 124,237
Investments 415,717 54,541 - - - - 470,558
(nher assets - - - - - - 127 261 127,261
Total assets 1,026,285 154,057 224,857 517,308 996,938 49,953 127,261 3.096,651
Linbilities ~
Customer aceounts 48,767 87,278 32,249 282785 266,245 830 1,103,060 1,841,214
Subordinated debt - - - 834 - 325,000 - 325,834
Qther Habilities - - - - - - 14,772 14,778
Total liahilities 48,767 87,278 52,249 283619 266,245 325830 1,137,832 1181820
Met position as of
31 December 2004 977,518 66,774 172608 233,686 73,693 (LT8R {990,571 914,831
Net position as of
31 December 2003 (8.010) 136,636 15,128 24,386 487,282 238 867 19,317 913,606
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The following table shows the currency structure of monetary assets and liabilities at 31

December 2004:

Other
KT 000 kAT USTy currencies Tatal
Assets
Cash 82,178 13,051 6,927 162,151
Due from the NBRE 333,839 . - 333,839
Placements with banks and other
financial nstitutions 1,088 67,952 2,686 TG
Loans to customers 1,418,974 450,903 - 1,869,879
Loans held for trading 45,368 74,869 121,237
Investiment securities 470,558 - - 470,558
Other assets 125961 1,300 127,261
Total assets 2,478,966 o08,077 9,608 3,096,651
Liabilities
Customer accounts 1,464,647 354,945 21,622 1,841,214
Subordinated debt - 325,834 - 315,834
Other liabilities 14,772 ~ - 14,772
Total liahilities 1479419 &R0.77G 21.622 2,181,820
Net position as of 31 December 2004 999 547 (72,763) {12,014) 014,831
Net position as of 31 December 2003 1,266,159 {353,186} 633 913,606
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Geographical concentration

The geographical concentration of monetary assets and liabilities is set out below:

KZ1°060 Republic of Non OECD OECD

kazailthstan countries conntries Tl
Assets
Cash 82,178 1,980 17,993 102,151
Due from the Nationat Bank of the
Republic of Kazakhstan 333,839 - - 333,839
Placements with banks and other
financial institutions 19,825 6,139 45762 71,726
L.oans to customers 1,869,879 - - 1,869,879
Loans held for trading 121,237 - - 121,237
Investment securities 470,558 - - 470,358
Other assets 127,261 - - 127,261
Total assets 3024777 8119 63,758 3,096,651
Liabilities
Customer accounts 1,756,629 84,585 1,841,214
Subordinated debt - - 325834 325,834
Other labilities 14,772 - - 14,772
Total liabilities 1,771,401 4,585 325,834 2,181,820
Net position as of 31 December 2004 1,253,376 {76,406} {262,079) 914,833
Net position as of 31 December 2003 1,590,219 13,571 (690,184) 913,606
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