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Kazakhstan: Macroeconomic Projections for 2003

2002 2003 forecast 2003 forecast

2000 2001  estimate $21/b $15/b
GDP, KZT bln 2600,0  3250,6  3729,9 4229,0 4048,3
GDP, USD bin 18,3 22,2 24,4 26,7 25.6
GDP per capita, USD 1228,5 14922  1648,1 1811,4 1734,0
Real GDP, annual percentage change 9,8 13,5 9,0 7,5 6,8
CPI, in percent
end of period 9,8 6,4 6 5.4 5.4
average 13,2 8,4 58 5.8 5.8
Real wage, in percent to previous period 107,0 1114 107,4 109,0 108,1
Official exchange rate, KZT/USD
end of year 144,5 150,2 155,5 160,7 160,7
average 142,1 146,7 152,8 158,1 158,1
NFRK Revenues, percent of GDP n/a 7,6 3,1 2,3 0,7
NFRK Expenditures, percent of GDP n/a 0,3 0,0 0,1 1,0
NFRK Balance, percent of GDP n/a 7,3 3,1 2,2 -0,3
NFRK Assets, percent of GDP n/a 5,8 7,8 8,2 6,9
State Budget Revenues
(w/o privatization receipts), percent of GDP 21,9 22,1 22% 23,0 21,9
State Budger Expenditures, percent of GDP 22,8 23,0 22,8 23,9 239
State Budget Balance (w/o NFRK), percent of GDP  -1,0 -0,9 -0,1 -0,9 -2,0
World Oil Price (BRENT), USD per barrel 28,3 24,4 23,0 21,0 15,0
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Dear Readers,

We are initiating the new joint project: Kazakhstan Economic Review. The publication will keep you updated on
recent changes in the economy of Kazakhstan, real sector and financial markets. We also plan to bring prominent
Kazakh economists and foreign experts to share their views on economic development challenges the country and
the region are facing now.

Despite rapid progress the country made in the last years towards market-based economy, there is no reliable and
authoritative domestic economic publication available to the international audience. Kazakhstan Economic Review
aims to fill this gap, and to provide you with timely, accurate and impartial economic analysis and research of the
events in Kazakhstan. At this stage, the publication will be offered free of charge to all interested readers. We will
be mostly grateful to receive your feedback on the pilot issues.

We hope you find the new publication informative and useful in your everyday work.

Sincerely,

Eldar Abdrazakov Nadir Burnashev

Managing Director Deputy Head

Kazkommertsbank, National Economic Development Center

General Director
Kazkommerts Securities
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KAZAKHSTAN ECONOMIC REVIEW

OVERVIEW

October has been another good month for the Kazakh economy. Domestic economy continued to expand, export
industries — to grow despite higher uncertainty in the world commodity markets. By October real GDP has
increased by 9.1 percent, growing continuously since mid-summer 1999.

Inflation for January-October increased by 4.1 percent. Broad macroeconomic stabilization and financial
stabilization, and prudent policies have contributed to relatively low and stable inflation in the country. Kazakhstan
was one of the first commodity exporting countries to announce the switch to inflation-targeting regime starting
from 2005. Accordingly, the overriding objectives of the National Bank of Kazakhstan have become the stability of
the national currency, tenge, and low inflation.

In October money base continued to grow, and the level of intermediation — to increase further. Mostly, this was the
result of greater confidence in the domestic banking and financial system, and rising incomes. The share of deposits
in money supply, and the bank lending in total increased substantially. According to NBK, the credit expansion has
not led to overall credit portfolio deterioration.

Country’s trade and external balances remain favorable. According to the available information, in the third quarter
FDI and capital inflows are largely at the levels of the previous quarters. Following the Moody’s, international
rating agency Fitch in October upgraded Kazakhstan sovereign long-term rating by one notch to BB+, local
currency long-term rating to investment level BBB-. Ratings of top Kazakh borrowers have been upgraded, too. In
particular, the Moody’s upgraded the rating of Kazkommertsbank by two notches, from Ba3 to Bal.

Traditionally October-November have been the months of intense battles between the Government and the
Parliament over the next year’s budget. Unlike the previous years, this year witnessed both sides to agree on the
budget main parameters by end-November. The budget was approved in the first reading, its revenues and
expenditures categories were fixed, and now the joint conciliatory commission should work out the few remaining
differences. The notable feature of this year budgetary process is that the Prime Minister personally chaired most of
the regular sessions of the interagency budget commission, and effectively resolved many outstanding issues.

Over recent years, oil has become an increasingly important commodity for country’s future development. The last
two sections are devoted to discussing the impact of low oil prices on Russia’s and Kazakhstan’s economies, and
presenting the digest of the most important in our view developments in the Kazakhstan oil and gas industry.




Kazakhstan’s Majilis approves
the agreement with the
Russian Federation on the
Caspian Sea floor division

Tariffs of natural monopolies
raised again from October 1

Kazakhstan restructures
$12.1 min loan to
Tajikistan

Kazakhstan Aluminum’s and
UKTMK s state-owned share
stake trading on stock
exchange is canceled

2002 GDP growth forecast
increased to 9%

Kazakh Parliament proposes
to increase 2003 budget deficit

Kazakh Government
postpones telecommunication
market liberalization

Kazakh Senate approves tax
cuts for small businesses
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OFFICIAL NEWS

The Lower Chamber of the Kazakh Parliament — the Majilis- approved on Wednesday
the ratification agreement between Astana and Moscow on delimitation of the northern
part of Caspian Sea floor. The agreement provides for delimitation based on middle
modified line and joint development of the oil deposits located there. The ratification
agreement between Kazakhstan and Russia on delimitation of the sea floor has been
passed for approval to the Parliament’s Upper Chamber — the Senate. The agreement is
also subject to ratification by the Russian Parliament (October 2)

Kazakhstan tariffs were raised for 18 natural monopolies services. State owned railroad
transportation company Kazakhstan Temir Zholy raised its export-import transportation
tariff by 2% for all types of cargo except for coal export. The 25% discount for the
number of the large coal companies has been canceled. Moreover, in some regions,
including Almaty, beginning from October 1, the tariffs for heating services at the
Almatyteplokomunenergo company have been raised by 3.8%, while for the gas
provision services — by 3.9%. In five regions of Kazakhstan utility tariffs remained

unchanged. (October 7)

Kazakh Parliament’s Lower Chamber approved the draft ratification agreement on
$12.136 mln state loan restructuring granted by Kazakhstan to Tajikistan in 1992-1993,
which Dushanbe could not repay by the beginning of 1998. According to the review of
the draft by the Kazakh Government, $12.136 miIn will be repaid by Tajikistan in the
period from January 1, 2006 to December 31, 2015 by quarterly payments each equal to
one-fortieth part of the loan. The agreement forwarded for approval to the Kazakh
Parliament Upper Chamber, Senate, and then for signature to the President of
Kazakhstan. (October 16)

The Kazakh Government canceled it decision to start the share trading of industry
monopolies — Kazakhstan Aluminum and Ust-Kamenogorsk titanium-magnesium plant
(UKTMK) — on the Kazakhstan stock exchange scheduled for October 24. The
Government announced earlier that it would put up for trading the state-owned 15.5%
stake of UKTMK and 31.67% stake of Kazakhstan Aluminum — from October 24, and
24.65% state-owned stake of copper corporation Kazakhmys, which commencement
date for trading should be announced later. (October 17)

The Kazakh Government improved the macroeconomic projections for 2002,
announcing, in particular, that it expects annual GDP growth to be 9% compared to the
earlier forecast of 7%. (October 22)

The Majilis requested the increase of the 2003 budget deficit by a minimum of 0.5% of
GDP to account for higher social expenditures. 2003 budget is built with the deficit of
KZT 82,84 bln (2% GDP), expenditures - KZT 950.23 bln, revenues - KZT 867.39 bln.
This year budget deficit was KZT 80.5 bln (2.3% of GDP). Deficit increases proposed
by the parliamentary committees vary from from 0.5% to 4% of GDP. The MPs say
this increase would allow to increase minimum wages, pensions, and financial
assistance, as well as allocate more funds for the roads repair and maintenance,
sanitation and water supply in the regions. (October 31)

The Kazakh Government did not ratify telecommunication industry liberalization
program proposed by transport and communications ministry. The Government plans to
return to this issue in a month after program revision. (November 12)

The Kazakh Senate approved amendments to tax legislation in the second reading.
Amendments decrease tax burden for small business enterprises. Approved by the
Parliament’s Upper Chamber the amended draft has been passed to the President for
signature. (November 14)




Shareholders of
Kazkommertsbank approve
KZT 7.6 bln bonds issue

Kazkommertsbank shareholders
appoint new Chairperson of the
Management Board and the
Chairman of the Board of
Directors

Kazakhstan repays 5-year
$350 min Eurobonds

Fitch downgrades Bank
Caspiyskiy’s long-term rating

S&P upgrades rating outlook
for Kazakhstan Temir Zholy

KazMunaiGaz announces new
oil reserves on the Caspian
shelf

Kazakh capital places 3, 4-year
bonds for KZT 2.6 bin

Fitch upgrades Kazakhstan’s
long-term ratings
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BUSINESS NEWS

Shareholders of Kazkommertsbank approved the main parameters of the bank second
subordinated bond issue in the amount of up to KZT7,5 billion with 7 to 10 year tenor
to be placed on domestic stock market. The terms and conditions of the securities issue
will be determined by the Management Board. (October 1)

Shareholders of Kazkommertsbank, the largest private financial institution in
Kazakhstan, elected Mr. Nurzhan Subkhanberdin, who served as the Chairman of the
Board for nearly 10 years, as the Head of the Board of Directors. The same day the
newly approved Board of Directors appointed Ms. Nina Zhussupova, who was the First
Deputy Chairperson of the Board, as the Chairperson of the Board. Newly elected
Board of Directors also includes Ms. Nina Zhussupova, Mr. Daulet Sembayev, Mr. Erik
Gukassov and Mr. Serik Akhanov. Bank’s Management Board — the Board of
Managing Directors has not undergone any changes. (October 1)

Kazakhstan fully repaid its $350 mln Eurobonds issued in 1997.The National Bank
earlier announced that $210 min out of the total $350 mln Eurobonds repaid will
ultimately return to Kazakh local market, since the major part of the issue was placed
among local investors, pension funds and banks. (October 2)

International rating agency Fitch downgraded Caspiyskiy bank’s long-term rating from
“B” to “B-“, individual from “D” to “D/E”, long term outlook was changed from
“negative” to “stable”. Short term rating and support rating confirmed at “B” and “5T”
accordingly. According to the agency press release, ratings reflect insufficient
capitalization growth of the bank that cannot support rapid growth of loan portfolio, and
certain deterioration of asset quality and low level of loan loss provisions. (October 2)

International rating agency Standard & Poor's changed the rating outlook for
Kazakhstan railroad monopoly — Temir Zholy — from “stable” to “positive”. Long-term
borrower rating in foreign and national currency was confirmed at “BB”. Among the
reasons for rating action S&P names favorable outlook for Kazakhstan sovereign
ratings. "Ratings reflect lack of regulatory transparency, poor quality of Temir Zholy’s
fixed assets and need for significant investment into railway sector, possible
consequences of restructuring activities, and threat of competition for the part of
company’s revenues in the long term.”- commented S&P. (October 7)

State-owned company KazMunaiGaz announced that the consortium headed by Agip
discovered new hydrocarbonate reserves in the first development shell of Kalamkas-1
part located in the Kazakh sector of Caspian Sea. (October 10)

The local municipality (akimat) of the Kazakh capital Astana placed three-year bonds
on Kazakhstan Stock Exchange for the amount of KZT 1633 miIn and four-year bonds
for KZT 967 mln with coupon rates of 8.31% and 8.5% p.a., respectively. (October 10)

International rating agency Fitch upgraded Kazakhstan’s long-term foreign currency
rating from "BB” to “BB+".

Kazakhstan’s long term local currency rating upgraded from “BB+” to “BBB-“, and
short term rating remains unchanged at “B”. The outlook for all ratings is stable.
According to the Fitch press release, sovereign ratings upgrade reflects strengthening of
financial dynamics, decrease of public debt, and strong position of the Kazakh economy
abroad. (October 11)




Fitch changes outlook for
Almaty and Mangistau Oblast
ratings

Fitch upgrades long term
rating of Development Bank
of Kazakhstan to “BB”

Moody's changes outlook for
long term rating of
Kazakhstan Temir Zholy

S&P changes outlook for
KEGOC from “stable” to
“positive”

IFC grants $150 min loan for
Karachaganak development

Kazakhstan increases grain
harvest forecast to 16.2 min
tons in 2002

Tengizchevroil suspends its
operations on projects that
lead to increase in its
petroleum production

Yield-to-maturity of the debut
3-year mortgage bonds in
Kazakhstan is 10,75%

Moody's assigns Ba2 rating to
Bank CenterCredit
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International rating agency Fitch Ratings reviewed outlook for the long-term foreign
and local currency ratings of Almaty and Mangistau Oblast from “stable” to “positive”.

Currently long term foreign and local currency ratings of both issuers are at “BB-*
level. The decision to review ratings outlook is related to the upgrade of Kazakhstan
long term foreign and local currency ratings on October 11, 2002. (October 15)

International rating agency Fitch Ratings upgraded long term rating of Development
Bank of Kazakhstan from “BB-“ to “BB”. Short term rating of the bank and support
rating are at “B” and “4T”. Ratings outlook is positive.

The long term rating upgrade of Development Bank of Kazakhstan followed
Kazakhstan long term rating upgrade from “BB” to “BB+” on October 11. (October 15)

International rating agency Moody’s Investor Service announced that it put long term
rating “Ba2” of Kazakhstan Temir Zholy for review for possible upgrade.

Moody’s decision is related to upgrade of Kazakhstan’s rating two notches up to
investment grade “Baa3”in September. (October 18)

International rating agency Standard & Poor's changed the outlook for Kazakh state-
owned company KEGOC from “stable” to “positive”.

The agency also confirmed KEGOC long-term credit ratings at “BB”.

According to the agency press release, positive outlook reflects, in particular, positive
outlook for Kazakhstan sovereign rating, as well as expectations of government support
through state tariff policy, and that KEGOC in the medium term perspective would not
borrow without government guarantees. (October 21)

International Financial Corporation (IFC), a division of the World Bank, and Lukoil
Overseas Holding signed an agreement, according to which Lukoil’s subsidiary will
receive a $150 min loan for financing expenses associated with development of
Karachaganak oil and gas condensate deposit in Western Kazakhstan(October 30)

Kazakhstan, largest grain producer in Central Asia, harvested 16.2 million tons of grain
in weight after processing in 2002, according to preliminary evaluation. This result
exceeds record making harvest of the last year in the amount of 15.9 million tons.
(November 6)

Kazakh-American JV Tengizchevroil suspended the work on the projects of the second
generation plant and unstripped gas pumping aimed to increase oil production due to
partners’ failure to agree on the company budget. (November 14)

The Kazakh Mortgage Company (KMC) placed on Monday the first tranche of bonds in
the amount KZT 300 mln (about $2 mln) among the underwriters, Bank CenterCredit
and KIB Asset Management, and set floating semiannual coupon rate at 10.75% p.a.,
according to the company announcement. (November 19)

International rating agency Moody's assigned “D-* financial strength and “Ba2/NP” for
short term and long term deposits in foreign currency rating to the Kazakh bank
CenterCredit. Ratings outlook is “stable”, said the agency. (November 19)




GDP continues to grow

explained by domestic economy
expansion

But fixed capital investment
decreased, because of reduced
investment into mining

The service sector is
performing well making up
now over 50 percent of GDP
in value added terms
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REAL SECTOR

According to the Agency of the Republic of Kazakhstan on Statistics, for the first 9
months of 2002 nominal GDP equaled KZT 2,797.9 billion, increasing in real terms by
9.4 percent compared to the same period of 2001. The third quarter of the current year
was marked by increased economic activity after some stagnation in the second quarter
of the current year. If in 2Q2002, real GDP increased by 7.9 percent compared to the
2Q2001, then in 3Q2002, GDP rose by 9.8 percent compared to 3Q2001.

Third quarter GDP increase is mainly explained by the growth in industrial production
by 9.5 percent compared to 3Q2001, transport and communication by 10.3 percent,
trade by 8.7 percent, and construction by 7.7 percent. However, the growth rate in
construction industry declined by more than half compared to 2001.

GDP growth rates in 3Q2002 has largely stabilized which allows looking forward
optimistically to year-end results.

Kazakhstan: Real GDP Dynamics, annual percentage change
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Source: ARKS, NEDC estimates

Substantial decrease in the fixed capital investment in 2Q2002 led to decline in total
fixed capital investment from 26.9 percent to 10.4 percent comparing September 2002
to September 2001. This was mainly due to the decreased capital investment into the
mining industry, the share of which makes up approximately half of total fixed assets
capital investment.

Kazakhstan: Value Added Structure of Nominal GDP, in percent

1994 1995 199 1997 1998 1999 2000 2001 2002/l

GDP (at current prices) 100 100 100 100 100 100 100 100 100
Value acded - total %7 956 950 954 H0 M4 939 9B0 930
Goods 557 438 401 401 379 429 465 49 417
Agricuiture 149 123 122 114 86 99 81 87 83
Industry 317 254 238 247 244 282 333 307 288
Construction 90 61 41 40 49 47 52 55 47
Services 40 518 550 553 561 515 474 481 513
Nettaxes ongoods &impot 33 44 50 46 60 56 61 70 70

Source: ARKS, NEDC estimates

The development of the service sector in October is characterized by growth of the sector
itself by 10.1 percent above the September 2001 level, and the rising sector share in GDP
from 49.6 percent last year to 52.4 percent this year. Among the most dynamically
developing sectors are financial, real estate, leasing, services, hotels and restaurants.




Industrial production has
grown by 9.8 percent, driven
by SMEs and oil&gas

Mining is on decline

Growth target for 2002 is 9
percent now
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Kazakhstan: Sectoral Structure of Nominal GDP, in percent
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1996 122 238 41 174 97 16 03 26 68 18 143 05 50 1000
1997 114 247 40 159 103 14 06 29 70 20 148 05 4,6 100,0
1998 86 244 49 152 123 16 11 29 72 21 131 07 60 1000
1999 99 282 47 136 105 15 18 26 67 22 120 06 56 1000
2000 81 333 52 124 100 15 22 23 57 19 108 06 6,1 100,0
2001 87 307 55 121 97 15 23 20 57 20 122 06 70 100,0
2002 1| 34 298 44 114 106 18 31 21 68 28 160 10 6,8 100,0
n 44 314 41 127 93 15 24 23 67 29 148 06 6,8 100,0
m 147 260 53 130 88 17 20 24 55 23 101 11 73 1000

Source: ARKS, NEDC estimates
INDUSTRY

Industrial production increased by 9.8 percent for 10 months of 2002 compared to the same
period of 2001, including 14.5 percent growth in mining and 7.7 percent growth in
manufacturing. Electricity generation and distribution, gas and water production decreased
by 2.2 percent. At the same time the industrial production of large, medium and small (20-50
employees) enterprises grew at a higher rate increasing by 10.1 percent. In October oil
extraction increased by 5.8 percent compared to September, production of gas condensate
increased by 70.4 percent, that of natural gas - by 24.7 percent.

Kazakhstan: Physical Production Indices (1997=100 percent)
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While the mining industry has shown a continued growth for the first ten months of
2002, manufacturing industry has shown a continued decline for the same period.
However, petrochemical, ferrous metallurgy and food industries have registered some
growth. Production decline in machinery construction, generation and distribution of
electricity, gas and water has slowed down somewhat. Taking into account the
favorable situation in 4Q2002, industrial production is envisaged to increase by 9.2-9.5
percent in 2002.

Lower agricultural growth and decline in construction will bring real GDP growth to
about 9 percent in 2002




January-October CPI growth
is 4.1 percent

A slight increase in inflation is
largely due to tariffs growth

Inflation in 2002 is targeted
at 6 percent
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INFLATION

For the first 10 months of 2002 CPI equaled 104.1 percent end-of-year, and 105.8
percent on average. The 0.6 percent increase in CPI in October was caused by rising
nonfood prices by 0.9 percent, and prices for services — by 0.8 percent. The rise in
nonfood prices was due to seasonal factors: the prices for the shoes and clothes
increased by 1 .2 percent, the prices on fuel - by 1.1 percent. As far as the increase in
the price for services was concerned, it was caused by increasing housing and other
tariffs by 2.2 percent, central heating by 2.0 percent, solid fuel — by 1.8 percent. Being
the first month of the last quarter, October is traditionally characterized by bigger tariff
growth on the services of the natural monopolies.

Kazakhstan: CPI by Main Groups, quarterly percentage change
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Prudent monetary and fiscal policies contributed to inflation decline.

Kazakhstan: CPI, M0, M3 and KZT/USD Exchange Rate, annual percentage
change
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In our view, CPI growth should not exceed 6.0 percent by the end of 2002 as compared to the
end of 2001, or 5.8 percent on average.




January-October PPI growth
is 15 percent

Rising crude oil prices led to
higher PPI growth
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Kazakhstan: CPI and PPI Dynamics, quarterly percentage change
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As of November 1, 2002, producer price index amounted to 115 percent compared to
December 2001, and to 98.3 percent when compared to October 2001. In October PPI
rose by 2.4 percent. In total extraction industry prices increased by 4.7 percent, prices
on production and distribution of electricity, gas and water - by 0.4 percent, while
manufacturing prices remained at the September level.

One of the main PPI pushers is the crude oil price dynamics currently occupying about
38 percent in total index. In October alone the crude oil prices rose by 5.7 percent
compared to September. Average price of oil production amounted to KZT 17,554 or
US$113.7 per ton, a 30.4 percent increase above December 2001 price level.
Meanwhile, as a result of lower oil prices during the second half of 2001, average oil
prices for the first ten months of this year have not reached their average levels seen in
the first ten months of 2001.
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Tenge is stable

NBK was forced to buy $190
million to prevent tenge
appreciation

Interbank & OTC turnover to
rose to 35,9 billion from the
beginning of 2002

Tenge stability is underpinned
by stable world commodity
prices, and stable currencies of
main trading partners, notably,
Russia

Exchange rate not to exceed
156 KZT/USD by end-2002
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EXCHANGE RATES

Kazakhstan: Nominal Exchange Rates Dynamics
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In October exchange rate remained stable, fluctuating within KZT/USD 154.17-154.56
band. During the month tenge slightly appreciated against dollar, by 0.16 percent,
equaling 154.47 tenge per dollar at the end of the month. From the beginning of the year
nominal tenge devaluation was equal to 2.34 percent, while weighted average exchange
rate — 154.35 tenge per dollar.

Interbank foreign exchange turnover in October increased by 56.3 percent compared to
September equaling 360,4 million dollars. In October, National Bank had to buy an
outstanding amount of foreign exchange, almost 190 million dollars, to prevent tenge
from substantial appreciation. From the beginning of the year the interbank foreign
exchange turnover amounted to 2 132,3 million dollars.

Volume of OTC transactions at the foreign exchange market increased to 491,2 million
dollars, which was 22.1 percent higher than the September level. From the beginning of
2002, the total volume of OTC operations equaled to 3719,7 million dollars.

The stability of tenge exchange rate is, to a large extent, determined by the stability of
the world commodity prices, and the stability of the national currencies of the republic’s
main trade partners, notably, Russia. Because of the lower inflation and continued
capital inflow, real exchange rate has somewhat appreciated against dollar and rouble.
In addition, the strengthening of euro against the US dollar led to slight devaluation of
tenge against euro. As a result, exchange rate in October was equal to 151.25 KZT/euro
as compared to 134.04 KZT/euro in the beginning of the year.

Taking into account the expected performance of export revenues in 4Q2002, banks’
rising foreign exchange reserves due to FDI inflows and syndicated loans, we estimate
that the exchange rate should not exceed 156 KZT/USD by the end-2002
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1997 eurobonds were repaid
in amount of US$ 364,8
million

But NBK reserves were beefed
up by foreign exchange
purchases

Overall NIR reduction in
October was only 1.5 percent

By November 1, NBK
international reserves stood
comfortably at US$ 4,8 billion

NFRK assets equal USS$ to 1.8
billion.

Money base to grow to KZT
192 billion

Money multiplier risen
from 3.57 to 3.66

Refinancing rate cut to 7.5
percent,

but the effects are muted
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MONETARY POLICY

In the beginning of October, net international reserves of the National Bank of
Kazakhstan (NBK) substantially decreased because of full repayment by the Ministry of
Finance of the 1997 eurobonds in the amount of 364,8 million dollars. Generally in
October external debt payments amounted to 405,1 million dollars (including
government external debt service).

The reduction in NIR has been fully compensated by the NBK operations at the
domestic foreign exchange markets, and foreign currency inflows in the accounts of the
ministry of finance and domestic banking system.

As a result, by November 1, 2002, the National Bank’s net international reserves
equaled 3083,6 million dollars in current prices. Overall NIR reduction in October
equaled to 1.5 percent only (47 million dollars), including the decrease in net currency
reserves by 39,7 million dollars. Gold assets decreased by 7,3 million dollars to 554,5
million dollars due to the 1.7 percent decrease in world gold prices.

In general, when comparing with the beginning of the year, National Bank’s net
international reserves increased by 23.1 percent. or by 577,6 million dollars. In October,
the total international reserves as a whole, i.e. including National Fund’s assets,
decreased by 0.5 percent only, and, as of November 1, 2002, amounted to 4776,4
million dollars. This decrease was due to the reduction in the NBK net reserves,
whereas National Fund’s assets increased by 1.2 percent, and, as of November 1, 2002,
amounted to 1690,4 million dollars.

On November 1, 2002, the Ministry of Finance made a regular transfer to the National
Fund, and on November 2, 2002, the NFRK assets amounted to 1817,3 million dollars
increasing from the beginning of the year by 46.5 percent.

NBK increasing net domestic assets in October led to the growth of money base by 4.5
percent (or by 8,3 billion tenge) to 192 billion tenge. In September of this year, money
supply grew by 5 percent to 671,7 billion tenge or by 16,6 percent from the beginning
of the year. The main factor contributing to money supply growth in September was
over 5 percent increase in the net external and domestic assets and its internal asset of
the banking systems, excluding National Fund assets.

In September, currency in circulation (M0) decreased by 0.3 percent to 141,4 billion
tenge. From the beginning of the year MO increased by almost 7.8 percent.

A substantial (6.5 percent) growth in bank deposits in September led to the overall
increase of the share of deposits in money supply from 77.8 percent to 79 percent.
Money multiplier increased from 3.57 to 3.66.

On November 18, 2002, the National Bank cut the refinancing rate from 8 percent to 7.5
percent. NBK considered inflationary expectations as low, and considered the situation with
financial markets as stable to justify the interest rate cut. However, in our opinion, interest rate
cut is rather formal, and it is done more for propaganda effect than to have immediate and
direct impact on the commercial banks credit rates. The practice of state budget direct
financing by the central bank was ceased as long ago as in 1998. Whereas the
commercial banks’ tenge lending rates are more constrained by the funding costs and
the real economy risk perception, and do not have the tendency to lowering in the near
term.
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STATE FINANCE

The budgetary system in Kazakhstan consists of the central government budget
(republican budget) and local budgets. From 1999, all extra-budgetary funds are
consolidated in the state budget. The republican budget is approved by the Parliament
of the Republic Kazakhstan, and signed into the law by the President of Kazakhstan.
Local budgets represent the consolidated budgets of regions, as well as the cities of
Almaty and Astana approved by the representative organs (maslikhats) at the
corresponding level.

Starting from 2001, the budget is complemented by the National Fund of the Republic
of Kazakhstan (NFRK). The NFRK consists of two parts: stabilization part and
accumulative part. The stabilization part is intended for insulating budget revenues
from significant fluctuations in the world commodity prices. The accumulative part is
intended for saving the share of income from the country’s commodity exports for
future generations.

The Fund’s stabilization part is formed by transferring excess revenues from the
commodity exporters in accordance with the government-approved list of the
companies. The following tax and other revenue categories of the republican and local
budget form the base for the NFRK stabilization part:

e  Corporate Income Tax (CIT);
e Value Added Tax (VAT);

e  Excess Profit Tax;

e Bonuses and royalties;

e Share of Kazakhstan in the productions sharing arrangements under the signed
contracts.

The accumulative or savings part is formed by transferring the 10 percent share of the
planned revenues of the state budget from the commodity exporters. It also includes the
investment income of the Fund.

The Fund resources are used for compensating the budget losses defined as the
difference between planned and actual tax revenues and other obligatory payments to
the budget from the commodity exporters, as well as for the purposes defined by
President of the Republic Kazakhstan.

As a matter of fact, the state budget has already received the transfers from NFRK due
to lower budget revenues. For the first nine months the revenues have decreased by 2.5
percent of GDP as compared to the last year. The lower revenues are mainly explained
by the lower CIT collections.

One of the reasons for the reduction in CIT collections might be a 7 percent fall of the
world oil prices. However, the physical volume of exported oil for 9 months of 2002
increased by 18 percent, while it was the opposite situation with the corresponding
period of 2001. Therefore there may be other reasons for the reduced CIT collections
including a lag between commodity exports and tax payments to the budget, excess CIT
payments in the previous months, as well as the use of amortization mechanisms and tax
deduction, stipulated in the contracts.

As of October 1, 2002, execution of the revenue part of the state budget equaled 115
percent of the planned level. At the same time, commodity revenues collections (CIT,
bonus and royalty payments) to the budget is down to 92 percent of planned. The
resulting difference equal to 4,8 billion Tenge has been partially reimbursed from the
NFRK (2 billion Tenge in 2Q2002).

The expenditure part of the state budget increased by almost 12 percent (3Q2002 to
3Q2001). At the same time the local budget expenditures related to the provision of
utility services and purchase of the services were lower by about 11 billion Tenge. The
revenue part of the local budgets in 2002 was reduced by almost 80 billion Tenge due to
transferring the CIT revenue collections at the central government level, while the
corresponding transfers from the republican budget amounted to only about 69 billion
Tenge.
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Kazakhstan: Consolidated State Budget

2000 2001 2001 (I-11) 2002 (I-11)

KZT min % GDP  KZT min % GDP  KZT min % GDP KZT min % GDP

Revenues
Tax Revenues
of which
Republican
Local
National Fund
Non-tax revenues
of which
Republican
Local
Revenues from capital operations
of which
Republican
Local
Grants
of which intragovernmental
Republican
Local
National Fund

Expenditures
Current
of which
Republican
Local

of which intrabudgetary transfers

Republican
Local
Capital
of which
Republican
Local

Net lending
of which
Republican
Local

Deficit
External financing
Domestic financing

Memorandum:
GDP

568 187 21,9 808 426 24,9 594 902 24,5 604 941 21,6
524 058 20,2 808 193 24,9 544 276 22,4 557 930 19,9

265 746 10,2 373 444 11,5 230 684 9,5 336 503 12,0
258 312 9,9 336 400 10,3 241 917 9,9 212 353 7,6
98 348 3,0 71675 2,9 9075 0,3

38 602 1,5 29 212 0,9 46 302 1,9 39 694 1,4
28710 1.1 17776 0,5 38 277 1,6 34 549 1,2
9892 0,4 11 435 0,4 7 996 0,3 5145 0,2
2330 0,1 8 780 0,3 3690 0,2 5315 0,2

2 236 0,1 6175 0,2 2002 0,1 2738 0,1
94 0,0 2605 0,1 1688 0,1 2577 0,1

3 196 0,1 7743 0,2 635 0,0 2 001 0,1
57 205 2,2 84 155 2,6 78 946 3,2 39 389 1,4
43 164 1,7 47 958 1,5 28 693 1.2 59 468 21
98 729 0 9 164 0,3

576 182 22,2 726 016 22,3 480 939 19,8 557 851 19,9
528 845 20,3 630 732 19,4 427 838 17,6 466 372 16,7

341909 13,2 416 562 12,8 283 496 11,7 333 406 11,9

269 288 10,4 336 997 10,4 255 949 10,5 221 943 7,9
40739 1,6 45 253 1.4 37 365 1,5 67 150 2,4
54 247 21 84 155 2,6 78 884 3,2 39 411 1.4
47 337 1,8 95 283 2,9 53 101 2,2 74 201 2,7
30703 1,2 70777 2,2 31935 1,3 36 352 1,3
31455 1,2 32 485 1,0 27 484 1,1 47 792 1,7
17 331 0,7 20 875 0,6 16 228 0,7 17 277 0,6
17 087 0,7 14 547 0,4 11074 0,5 156572 0,6

625 0,0 5722 0,2 7476 0,3 5719 0,2

-25 326 -1,0 61 536 1.9 97 735 4,0 29 813 1.1

26 236 1,0 27 0,0 1663 0,1 -60 077 -2,1
-910 0,0 -61 562 -1,9 -99 398 -4,1 30 264 1,1
2 599 902 3 250 593 2433 016 2797 975

2003 budget macroeconomic
assumptions

Source: Ministry of Finance, NEDC estimates.

In the third quarter of 2002, the Ministry of Finance has fully repaid the eurobonds in
the amount of $350 million. This helped reduce government external debt.

2003 BUDGET

In September the Government has submitted to the Parliament the draft 2003 republican
budget. By law «On Budgetary System» the budget must be approved and signed into
the law before December 15.

The draft is based on the following macroeconomic assumptions:

Real GDP growth will equal 6 percent;
CPI will not exceed 5.9 percent;

Nominal Tenge devaluation against the US dollar is planned at 4.1 percent, while
the exchange rate will equal 164.7 KZT/USD by the end-2003;

Exports will decline by 0,5 percent, while imports grow by 8 percent;

World oil price used for calculating expected contribution to NFRK will be equal to
$21.2 per barrel for Brent, or 7.8 percent lower than the 2002 budget level. This
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will lead to the reduction of the export price on Kazakhstan oil by 8,2 percent as
compared to 2002. Oil price used for estimating the budget revenues will be equal
to $19 per barrel for Brent

The state budget revenues are planned at 20.9 percent of GDP, tax revenues — 19.2
percent of GDP, while the expenditures are equal to 22.9 percent of GDP. Overall state
budget deficit should not exceed 2 percent of GDP. Comparing the draft 2003 budget to
the 2002 budget (revenues - 21.2 percent of GDP, expenditures — 23 percent of GDP), it
is seen that the next year budget is based largely on the same macroeconomic
assumptions and policy mix as this year budget.

The priority expenditure categories of the draft 2003 republican budget are as follows:

e Provision of the state defense capacities and reduction of the government external
debt obligations allocated under the national security framework;

e Development of agriculture and improving the rural areas by developing credit and
leasing mechanisms, subsidizing the agricultural producers, providing the fertilizers
and improving the sanitation and drinking water conditions;

e  Gradual increase of pensions and social allowances;

e Motherhood and childhood protection, AIDS prevention, improving primary
medical assistance to the population;

e High education development;
e Developing the infrastructure of the capital of Kazakhstan — the city of Astana.

Revenues of the republican budget are planned at 15 percent of GDP, while
expenditures —at 17 percent of GDP. In their structure, the social expenditures
(education, public health, social protection and assistance) have the highest proportion
of 30.6 percent of total expenditures, expenses associated with defense and support of
public order are equal to 16.5 percent of total, subventions and other transfers to local
budgets - 13,5 percent of total, debt service costs — 6,5 percent of total.

In 2003 the authorities will preserve the existing mechanism for fiscal relations between
the center and the regions. The budgetary transfers will be mainly used for balancing
purposes: subventions are intended to compensate the lack of the local budget resources,
while withdrawals — to transfer the excess revenues to the republican budget.

On November 29, the Parliament approved the state budget in the first reading. As a
result of compromise, the republican budget expenditures were increased by 10 billion
tenge earmarked for social obligations. Budget’s other main parameters remained
unchanged.
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FOREIGN TRADE
TRADE TURNOVER

According to the available statistical information, in January-September 2002 the
external trade turnover equaled 11,6 billion dollars. The increase in trade by 2.7 percent
as compared to the same period of 2001 is explained by the 3.7 percent growth in
exports and the 1.4 percent growth in imports.

EXPORTS

During January-September 2002, the exports amounted to 6818,9 million USD
exceeding the corresponding 2001 level by about 246 million dollars. This is the result
of the increased physical export volumes, while average export price for the main
Kazakh export positions declined. For example, the 5 percent growth in oil exports for
the first nine months was explained by rising physical export volumes by 22 percent
under declining oil prices by 17.3 percent. Despite the reduction in both physical and
foreign currency exports of coal (by 34 percent and 24 percent, respectively),and oil
products (16 percent and 28 percent), the share of commodity exports still occupies the
significant share of total exports equaling 56.8 percent.

The share of exports of ferrous metals equaled 11.8 percent of total, exceeding the 2001
level by 0.2 percent only. The share of exports of copper and copper products, on the
contrary, decreased by 0.2 percent.

In the export structure by countries of destination, the share of CIS countries decreased
by 7.4 percent as compared to January-September 2001, and equaled 23.6 percent.
Among the non-CIS countries, the largest destinations of the Kazakh exports were the
Bermudas (19.4 percent), China (10.7 percent), Italy (10 percent), and Switzerland (7.4
percent). As far as main export categories are concerned, Kazakhstan exports to China
copper (42 percent of total exports to the country) and ferrous metals (37 percent of
total), to Italy — gasoline, oil and other oil products (73.5 percent), to Switzerland —
ferrous (31 percent of total) and non-ferrous (22 percent) metals, zinc (12 percent). The
sole export category to the Bermudas is oil and oil related products that equal 34.2
percent of total Kazakhstan oil exports.

IMPORTS

During January-September 2002, imports equaled to 4,8 billion dollars, or 1.4 percent
higher than in the corresponding period of the last year. Physical volumes of the
imports of investment goods decreased. The imports of ferrous and non-ferrous metals
also fell by 17.8 percent u 10.2 percent, respectively.

Looking at the import structure by countries of origin there was the tendency of
increasing non-CIS over CIS imports. The share of CIS imports fell by 8.2 percent
compared to the corresponding period of 2001 amounting to 45.4 percent. The Russia’s
share in CIS imports fell by 9.5 percent equaling 38 percent. The share of imports from
Ukraine rose by slightly more than 1 percent due to increased investment goods imports.
Meanwhile, non —CIS imports rose substantially from China (62.5 percent, October 2002
to October 2001), USA (42.9 percent), and Germany (34.6 percent).

TRADE BALANCE

By October 1,2002, the country’s trade balance excluding unorganized trade equaled
over 1,5 billion dollars, exceeding the corresponding level of 2001.
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CAN RUSSIA AND KAZAKHSTAN SUSTAIN
LOW OIL PRICES?

The long impasse over Iraq is nearing the end. Over the next few months the US
administration will finally succeed in the long declared goal of changing the Iraqi
regime and installing the pro-Western administration. UN sanctions will be lifted and
the Iraqi oil returns to the market. In the meantime, it is unlikely that it would be
possible for the OPEC anytime soon to bring back the new Iraqi administration into the
OPEC quota system. The cartel has to decide the future course action.

So far it succeeded in keeping the prices above $ 19 per barrel for the last 19 months.
This helped the OPEC members to replenish their reserves, but also stimulated the new
investment into upstream production in non-OPEC countries. Soon this production will
be coming into market. Petroleum Finance Company estimates that if WTI prices were
to remain at or above $18-21 per barrel then the non-OPEC supply would grow by an
average | million b/d annually from 2002 to 2007. In addition, more crude oil might be
coming from the OPEC countries, such as Nigeria, Algeria, and Libya irrespective of
the present OPEC quotas.

Unless there is a substantial pick up in the world economic growth, this supply increase
will not be matched by the corresponding increase in the world oil consumption. OPEC
members, and notably Saudi Arabia, will be forced to decide whether to take this
amount out of the market reducing their market share but maintaining the price, or to
abandon the price defensive strategy, at least, temporarily, in favor of recapturing the
market share and reestablishing the market discipline.

Such strategy would require some degree of consensus among the OPEC members. But
first of all, it would require two key members of OPEC, Saudi Arabia and Iran, to be
able to sustain the lower oil prices for the period between 12 months to 24 months.
During that period the countries would have to finance their external and fiscal needs
from the accumulated reserves rather than current oil revenues. If prices fell to as low
as $11-13 a barrel the high cost production will become unprofitable, and the Persian
Gulf producers may regain the market share.

The lower oil prices will have a beneficial effect on the world economy, and will be
greeted enthusiastically by the major industrialized and developing countries. However,
the falling oil prices will affect a number of non-OPEC producing countries. Among
them are two key CIS oil producers: Russia and Kazakhstan. Even if oil prices fall
down from their current levels to $15 per barrel for Brent this will have a substantial
effect on their economies.

RUSSIA

Russia, the second largest oil producer in the world (after Saudi Arabia), has fully used
the benefits provided by the steep devaluation of the Russian rouble and high oil prices.
The country managed to stay current on its external debt obligations without the
additional assistance from the multilaterals or external borrowing, to continue with
important structural reforms, and to finance state and social obligations. To do so, it
relied on the model typical for the commodity exporting countries.

However, there are clear limits to this model, and the Russian economy may have
already approached them. First, oil and gas prices may not stay that high for that
longer. Second, the country needs to complete important macroeconomic and structural
reforms to ensure macroeconomic and financial stability, and to prevent the situation of
1998 from happening in case of falling commodity prices. Third, Russia should
undertake economic modernization in order to diversify the economy and develop the
non-commodity sector. These are difficult and costly tasks that cannot be done without
the state participation and support.

2003 is also a year of peak external debt payments. According to the IMF, both debt
service and debt service ratio (measured as a share of exports of goods and services) are
projected to increase from $18 billion or 16 percent in 2001 and 2002 to $23 billion or
20.5 percent in 2003 before declining in 2004 and beyond. Further, normalization of
financial relations with non-Paris Club bilateral creditors and uninsured suppliers could
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increase the debt service burden by an additional annual average of about $2 billion.
The main concern is that large debt repayments combined with adverse external
developments may lead to need for the new exceptional balance of payments support.
In addition to increased external debt service, the 2003 draft budget is envisaged to
support the ongoing structural and political transformation of the Russian state.

The notable feature of the draft 2003 budget submitted by the Government to the Duma
is that it is explicitly based on the optimistic scenario. The GDP in 2003 is set to grow
by 4.4 percent under the average oil price of $21.5 per barrel (for Urals). The
government expects a primary surplus of 2.7 percent of GDP leading to the overall
surplus of 0.5 percent of GDP. However, if the oil price falls to $18.5 per barrel and
GDP growth lowers to 3.5 percent then the primary surplus shrinks to 1.9 percent of
GDP, and the budget turns into the deficit of 0.3 percent of GDP. This scenario is
called pessimistic. Under it, the government borrowing will rise by almost $1 billion to
compensate for the shortfall.

However, if the oil prices fall below $15 per barrel (for Urals), and stay there for the
long period the budget will come under the increasing pressure. Unless the authorities
undertake fiscal adjustment, the government borrowing could well exceed the 2003
budget limit of R162.5 billion for domestic borrowing and $1.93 billion for external
borrowing. For example, Troika Dialog brokerage estimates that the $4 drop in oil
prices from $19 per barrel to $15 per barrel may cause the government borrowing to rise
by an almost $4 billion in 2003.

That being said, the Russian government should be able to live through 2003 in case of
low oil prices. Unless there is a corresponding sharp drop in gas prices, dramatic and
prolonged weakening of global growth followed by the sharp increase in emerging
markets volatility, Russia is expected to meet the external obligations in a timely
manner and execute the federal budget with moderate expenditure cuts. Over the last
three years, country’s external position has improved markedly. It has not relied on
international capital markets for domestic financing needs, it still imposes capital
controls, and the share of FDI in total capital inflows is small. The external disruptions
caused by weakening oil prices will be limited by the shortfall of budget revenues.
Moreover, the improved financial position of the Russian oil companies should allow
them to continue the modernization programs with minimal disruptions during the
period of lower oil prices.

However, should the prices stay low for longer than 12 months or fall below $13 per
barrel (for Brent) this will have detrimental effects for Russia’s medium term prospects,
as the oil production becomes unprofitable.

KAZAKHSTAN

Successful completion of the “first wave” macroeconomic and structural reforms, and
skillful macroeconomic management, especially on fiscal side, have helped the country
to attain external and fiscal stability. High growth rates registered since 1999 almost
brought GDP to the 1990 level. Substantial foreign exchange reserves in form of net
foreign assets of the National Bank, and assets of the National Fund provide the country
with a comfortable cushion in case of unexpected budgetary shortfalls and adverse
external developments.
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Kazakhstan: Macroeconomic Projections for 2003

2003 forecast | 2003 forecast
2000 2001 2002 estimate $21/b $15/b

GDP, KZT bin 2600,0 3250,6 3729,9 4229,0 4048,3
GDP, USD bin 18,3 22,2 24,4 26,7 25,6
GDP per capita, USD 1228,5 1492,2 1648,1 1811.,4 1734,0
Real GDP, annual percentage change 9.8 13,5 9.0 7.5 6.8
CPIl, in per cent

end of period 9,8 6,4 6 5,4 5,4
average 13,2 8,4 5,8 5,8 5,8
Real wage, in percent to previous period 107,0 111,4 107,4 109,0 108,1
Official exchange rate, KZT/USD

end of year 1445 150,2 155,5 160,7 160,7
average 1421 146,7 152,8 158,1 158,1
NFRK Revenues, percent of GDP n/a 7,6 3.1 2.3 0.7
NFRK Expenditures, percent of GDP n/a 0,3 0.0 0.1 1.0
NFRK Balance, percent of GDP n/a 7,3 3.1 2.2 -0.3
State Budget Revenues (w/o privatazation receipts), percent
of GDP 21,9 22,1 22,8 23,0 21,9
State Budget Expenditures, percent of GDP 22,8 23,0 22.8 23.9 23.9
State Budget Balance (w/o NFRK), percent of GDP -1,0 -0,9 -0.1 -0.9 -2.0
NFRK Assets, percent of GDP n/a 5,8 7.8 8.2 6.9
World Oil Price (BRENT), USD per barrel 28,3 24 .4 23.0 21.0 15,0

Kazakhstan will survive low
oil prices in 2003 and 2004

But NFRK assets will decline
further

There are downward risks
Foreign oil companies may

suspend development programs
until prices get higher

Negative spillover effects may
propagate to non-oil economy

And, oil prices may stay low
for 2004, too

Source: for 2001 and 2002 — MoF, NBK and ARKS; for 2002 and 2003 — NEDC estimates.

Our calculations show that the country must be able to live through a period of low oil

prices. However, the budgetary contributions from the oil sector would fall
substantially, leaving an additional gap of about 2 percent of GDP in lost revenues.
Unless the government undertakes fiscal adjustment, these losses have to be
compensated from the National Fund of the Republic of Kazakhstan. As a result, the
NFRK will show a deficit of 0.2 percent of GDP in 2003 leading to the decline of its
assets. If the low oil prices will continue into 2004, the country still has the cushion to
survive it without serious macroeconomic implications, but the NFRK assets will
decline further.

The forecasts are subject to considerable uncertainty. If there are changes either in
economic policies, or in the main assumptions, the results may be much lower than
predicted.

First, the results are based on certain assumptions about the behavior of the Government
and the oil companies operating in Kazakhstan. It is assumed that the companies
continue implementing their working programs based on the investments made and
planned. Lower oil price would lead to the increase in physical production to
compensate for the lower price. However, as the past experience shows if the oil prices
would fall considerably, the foreign oil companies may find it easier to suspend the
working programs until the prices would get higher rather than finance it by the
borrowed funds. Until the compromise is reached through long and protracted
negotiations with the regulatory bodies, the oil production will stay at the low level
minimizing losses for the companies but maximizing them for the state budget.

Second, despite the oil sector contraction due to lower prices, the ferrous and nonferrous
sectors, and the non-oil economy in general are expected to develop largely with the
same dynamics as in the previous years. In other words, it is assumed that negative
spillovers from the low oil prices will mainly be constrained to the oil sector. The
Kazakh economy is booming now. There are no external or domestic threats to
macroeconomic and fiscal stability. Over 75 percent of the country’s GDP is produced
by the private sector. The assumption therefore looks reasonable. However, if the low
oil prices will be complimented by adverse weather or external conditions, the
economic growth may be sharply lower putting strong downward pressure on the
budget.

Third, it is assumed that the oil price decline is restricted to 2003 only, and oil prices
will rebound in 2004. However, if oil prices stay low for longer than 12 consecutive
months they will negatively impact the non-oil economy linked to the oil sector. This
may seriously derail the government plans on economic diversification based on the
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domestic industrial development for the oil industry. The government may need to
correct the present economic policy mix accordingly.

Lastly, it is assumed that monetary policy conduct in 2003 will remain essentially the
same as in 2002. The NBK will continue the gradual shift towards inflationary
targeting using the traditional monetary instruments and the existing exchange rate
regime. The external balance should not change significantly, unless there are
increasing capital outflows, or other unexpected external shocks. In any case, the
National Bank has both the reputation and the resources to deal with the possible
negative spillovers to preserve tenge stability.

As far as 2003 is concerned, the draft budget submitted to the parliament is
appropriately conservative having an additional financial cushion of about 2 percent of
GDP in safety measures built in the budget.

We conclude by saying that Kazakhstan economy should be able to sustain low oil
prices with minimal disruptions. However, the Kazakh authorities should not become
complacent in face of high oil prices, and have to be ready to take the corrective
measures should the external situation worsen.
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KAZAKHSTAN OIL & GAS DIGEST
INDUSTRY NEWS

On October 22, the Russian government commission on the use of Russia's main oil
pipeline systems announced that the Kazakhstani oil transit quota would increase to 19
million tons per year, including 2.5 million tons to be pumped through the
Makhachkala-Novorossiisk pipeline. In 2002, Russia plans to pump 17.5 million tons of
Kazakhstani crude.

Comment: Increase in Kazakhstani oil transit quota will increase export sales of oil and
gas companies operating in Kazakhstan. In fact, most of Kazakhstani oil companies
have to supply some amount of their oil produced to the local market, which is mainly
explained by the limited transit quota, thus, resulting in lowering their revenues.

October 23, Vladimir Shkolnik, the Minister of Energy and Mineral Resources,
announced at meeting with other CIS energy ministers in Moscow that production of oil
and gas condensate in Kazakhstan is expected to total 45 million tons in 2002. Gas
production is expected to rise to 14 billion cubic meters, an 8.5% increase over last year.
Oil production is expected to total 60 million tons by 2005 and 150 million tons by
2015, while gas output will reach 20.5 billion cubic meters in 2005 and 45-50 billion
cubic meters in 2015.

Comment: For the last three years, Kazakhstan shows significant growth in production
of crude oil. We think that with the current rate of production, the expected levels of oil
and gas production are slightly conservative and will be achieved, if not exceeded.

Kazakhstan produced 38.7 million tons of oil and gas condensate for the period from
January to October of 2002, or 16% increase compared to the same period of 2001.

Comment: If the current rate of oil production stays the same until the end of year, we
expect that actual oil production in Kazakhstan will exceed the planned production by
estimated 1.2 million, or 2.7%.

COMPANY NEWS

On October 1, Lyazzat Kiinov, the president of KazMunayGaz, announced that
KazMunayGaz is in the process of sale its 20.2% share in the Kherson refinery and
termination of the supply of Kazakhstani oil to the Ukraine.

KazMunayGaz experts re-evaluated the project and discovered a serious
underestimation in the price of oil sold to the Ukraine. With the sale of its share,
KazMunayGaz will cease the mandatory oil shipments to the Kherson refinery that
caused losses to KazMunayGaz, according to Mr. Kiinov.

EmbaMunayGaz, an affiliate of KazMunayGaz, will be shipping oil through the
Caspian Pipeline Consortium (CPC) starting in November 2002. EmbaMunayGaz will
transport oil to CPC from the Martyshinsk group of oil fields through a recently
constructed link. Initial projected oil shipments are set at 63,000 tons, while total annual
transportation volumes are expected to reach 760,000 tons.

Comment: Export routes for Kazakhstani oil increased with the launch of the CPC on
November 27, 2001. However, actual exploitation of the CPC turns out to be below
expected. From this regard, planned transportation of EmbaMunayGas oil through the
CPC will allow to fill the capacity of the latter to some extent.

KazTransOil transported 22 million tons of oil for nine months of 2002, or a 7%
increase compared to the planned volume, and an 8.7% decrease compared to the same
period of 2001. Since January till September of 2002, KazTransOil exported 15.4
million tons of oil, including 10.3 tons through the Atyrau-Samara pipeline, 1.1 tons to
the Orsk refinery and 4.1 tons by sea. KazTransOil's revenues totaled KZT308.8 billion
for 9 months of this year, or 19% increase compared to the same period of 2001.

Comment: As the oil transportation monopolist, KazTransOil, an affiliate of
KazMunayGaz, shows the volume of oil produced and transported in Kazakhstan. The
decreased volume of oil transported by KazTransOil in 2002 compared to that of in
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2001, in our view, shows the increased significance of the CPC that assumed some oil
transportation volume.

On October 21, Hurricane Hydrocarbons Ltd. announced that a cooperation agreement
with KazMunayGaz had been reached in the construction of the 700-kilometer Kumkol-
Aralsk-Kenkiyak (KAK) oil pipeline. The companies undertook a joint feasibility study
of the project, which will be controlled and operated by KazMunayGaz. The pipeline
construction will take two-three years.

Comment: With the completion of a 450-kilometer pipeline from Kenkiyak to Atyrau,
KAK pipeline will connect the South Turgay basin oil fields to Atyrau, where crude
could be shipped further through the Atyrau-Samara pipeline or the Caspian Pipeline
Consortium (CPC) pipeline or to the port of Aktau. In addition, the constructed
pipelines could be used to ship western Kazakhstan crude oil to southern or eastern
markets.

Hurricane Hydrocarbons Ltd. announced that it has begun constructing a 176-km
pipeline to link the Kyzylkiya, Aryskum and Maybulak oil fields with the Zhusaly rail
terminal. New pipeline will shorten HHL's oil transportation distance by 1,300
kilometers.

Comment: Nowadays, HHL has amongst the highest transportation costs in the
industry, as a result of remote location of its oilfields from existing export routes. New
pipeline should decrease HHL's transportation costs significantly.

On October 30, LUKOIL Overseas Holding LTD and the International Finance
Corporation signed a USD150 million-loan agreement for the development of the
Karachaganak oil and gas deposit. The Karachaganak Integrated Organization (KIO)
has already invested USD4 billion in the development of the deposit, and investments
are expected to reach USD16 billion over the next forty years.

Comment: New investments will be used for construction projects at the field, including
a pipeline linking Karachaganak to the Caspian Pipeline Consortium and will increase
oil production to approximately 12 million tons per year.

Tengizchevroil (TCO) made its first shipment of 2,700 tons of degassed sulphur by rail
to the Balakov chemical plant in Saratov oblast, Russia. To process the 4,000 tons of
by-product sulphur produced daily, TCO plans to open two sulphur treatment facilities
with a total capacity of 2,800 tons per day. The company has allocated USD42 million
of its own capital for the project, which is scheduled for completion by the end of this
year.

Comment: This will allow improving environmental situation around Tengiz oil deposit
since sulphur is an environmentally dangerous substance that has been stored for 8§
years under the open air.

Tengizchevroil (TCO) announced on November 14 that it has suspended indefinitely an
estimated USD3 billion investments in the second phase of its project, which would
have increased output at Kazakhstan's largest oil field to an estimated 30 million tons a
year from the current 12.5 million tons. The decision will also postpone construction of
unstripped gas in flating facility that would have reduced the sulphur content of the oil
shipped from Tengiz. The suspension decision was a result of the partners' inability to
agree on a funding plan that would support the expansion projects while, at the same
time, providing for the diverse financial needs of the partners. TCO will now focus on
maximizing the potential of its currently operating facilities.

Comment: If the partners of the joint venture won't come to an agreed funding decision,
Kazakhstan will lose most of all. First, the republican budget will lose tax and royalty
payments from the possible production of 30 million tons of oil per year. Second, if
unstripped gas in flating facility won't be constructed, a significant share of oil in the
deposit will be impossible to extract in the future due to geological structure of the
deposit. Third, ecological problem will remain dangerous in Atyrau region because of
sulphur that would be processed at the unstripped gas in inflation facility. As of today
over 5 million tons of Sulphur are stored at TCO that causes environmental problems.
Finally, Kazakhstani companies and workers might lose current and potential jobs.
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New QOil Discovery In Eastern Kazakhstan. A group of Kazakhstani geologists is
conducting feasibility studies that have demonstrated the possibility of a new oil
discovery in eastern Kazakhstan. According to recent geological data, the block
under exploration may contain 10 million tons of hydrocarbon resources. If the oil
discovery is confirmed, joint venture Zaysan will consider constructing an oil
processing plant with transportation links to the Pavlodar refinery.

Hurricane announced that the company's shares would be listed on the New York
Stock Exchange. This will facilitate upgrade of Hurricane's international financial
ratings. Hurricane exports its crude to Europe, China and other Central Asian states.

Agip KCO Finds Reserves On Kalamkas Block. Agip KCO found new
hydrocarbon reserves on the Kalamkas offshore block. Initial test drilling indicated
an oil-flow rate at 2,300 barrels per day.

KazTransOil Honoured With International Quality Award. On October 28, for its
efforts to modernize oil transportation technology and upgrade its management
system, KazTransOil was granted the International Gold Award for Quality at the
annual International Star Award ceremony in Geneva.

Romanian Petrom Announces Commercial Oil Discovery In Central Kazakhstan.
SA-Kazakhstan, the Petrom affiliate, announced the discovery of an estimated 1.2
million tons of light oil on Zhusaly field, on the borders of Kyzylorda, Aktyubinsk
and Karaganda oblasts in central Kazakhstan. Petrom signed a contract for
exploration and oil production on the field.

Kazakhstan Favours High-Tech Companies. On November 4, the Minister of
Energy and Mineral Resources of Kazakhstan announced that the government
would complete its Caspian shelf development program by the end of the year.
Kazakhstan will favour companies with advanced technologies in the coming
tender for offshore block development.

Kazakhstan To Join Baku-Tbilisi-Ceyhan Pipeline. Kayrat Sarybay, the
ambassador of Kazakhstan in Turkey, has announced that Kazakhstan plans to join
the Baku-Tbilisi-Ceyhan (BTC) pipeline route.

French oil giant TotalFinaElf plans to expand its involvement in Caspian projects
and to acquire a 25% share in the Kurmangazy offshore block by the end of 2002.

Government Allocates USD165 Million For Atyrau Refinery. Lyazzat Kiinov, the
president of KazMunayGaz, announced that the Kazakhstani government plans to
obtain a USD480 million Japanese loan and invest USD165 million from the
republican budget for reconstruction of the Atyrau refinery.
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Market dynamics during October
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Kazakhstani domestic production in 2002 (million tons)

J -A t 2002
Enterprise Plan for 2002 LA As % to 2001

Planned Actual

Total for
Kazakhstan:
Including
Condensate
KazMunayGaz
State Company 6.97 4.01 4.89 158.3
Subsidiaries:

Joint ventures:

with

participation of

KazMunayGaz:

Other

enterprises:

4521 29.59 30.51 120.3

5.07 3.29 332 1074

19.09 12.48 12.73 103.8

19.15 12.50 12.89 128.8

Capacity and production of Kazakhstani refineries

Cap a;; ty Output, % of the processed oil
Refinery (in million
tons)
Gasoline Diesel Mazut
Atyrau 52 13.5 33.1 27.9
(ngg 5 6.0 22.8 29.1 340
PNPZ 7.5 32.4 30.1 29.5

Sources: Golden Eagles Partners, Interfax, Oil Information Agency, Kazakhstan Today, Reuters, Kazakh
Information Agency, Kazakhstanskaya Pravda, Associated Press, Khabar, Panorama, Petroleum magazine
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KAZAKHSTAN: MAIN MACROECONOMIC INDICATORS

2000 2001 1Q01 2Q01 3Q01 4Q01 1Q02 2Q02 3Q02 Jan'02 Feb'02 Mar'02 Apr02 May'02  Jun'02 Jul'02  Aug'02 Sep'02  Oct'02
Real Economy
Nominal GDP, KZT bln 2599,9 3250,6 661,3 788,7 983,0 817,6 771,6 899,2 1127,2 2393 2557 2765 2906 298,7 309,9 322,4 348,2 456,6 332,0
GDP, % change 9.8 13,5 11,2 16,6 13,5 12,7 10,4 79 9,8 11,4 1,7 84 7,7 7,7 82 10,9 8,8 98 9,1
Industrial production, % change 15,5 13,5 12,0 15,1 14,2 12,7 11,7 57 1,7 13,2 10,7 12,2 9,1 54 27 9,8 12,4 10,6 11,9
Fixed capital investment, % change 148,5 144,7 160,7 137,9 134,3 153,0 10,5 8,5 7,6 18,0 6,6 8,7 14,0 10,5 33 0,2 16,4 71 37,8
Inflation
CPI, % change
previous period 98 6,4 25 1,2 0,1 25 1,2 1,9 0,4 0,7 0,3 0,2 0,5 0,9 0,5 0,6 -0,3 0,1 0,6
annual 13,2 84 89 9,5 8,2 6,8 55 53 6,3 6,0 5,6 51 4.8 54 58 6,5 6,2 6,1 6,0
PPI, % change
previous period 19,4 -14,1 -55 -2,6 -1,8 4,9 -2,0 7.7 6,4 4,6 0,6 21 39 35 0,2 25 1,7 21 24
annual 37,9 0,3 79 54 -0,9 -9,7 -11,0 -2,0 4,4 -10,4 -11,6 -10,9 -3,9 -0,6 -1,5 1,3 51 6,8 93
State budget
Revenues, KZT bln 576,5 738,5 200,4 364,0 530,0 738,5 174,8 3770 5978 53,7 1122 1748 2790 321,0 377,0 446,2 536,6 597,8
Revenues, % GDP 22,2 22,7 30,3 251 21,8 22,7 22,7 22,6 21,4 224 22,7 22,7 26,3 23,6 22,6 224 229 214
Expenditures, KZT bin 602,0 726,0 126,8 327,6 503,9 759,6 146,3 360,7 563,8 27,7 762 1463 1796 281,7 360,7 427,2 4911 563,8
Expenditures, % GDP 232 22,3 19,2 22,6 20,7 234 19,0 21,6 20,2 11,6 15,4 19,0 16,9 20,7 21,6 21,4 21,0 20,2
Fiscal balance, KZT bln -25,5 12,5 73,6 36,4 26,1 =211 28,5 16,3 33,9 26,0 36,1 28,5 99,5 394 16,3 19,0 45,5 33,9
Fiscal balance, % GDP -1,0 04 11 25 11 -0,6 3,7 1,0 12 10,8 73 3,7 9,4 29 1,0 1,0 1,9 12
Financial markets
Deposit rate, % 3,7 3,7 38 39 34 39 4,2 3,8 4,2 4,7 4.1 4,0 4,0 39 3,6 4,2 4,0 4,3 4,20
Lending rate, % 19,4 17,9 18,6 18,9 17,5 16,8 15,7 15,5 17,5 14,9 16,1 16,1 15,7 15,9 15,0 15,8 20,4 15,9 16,00
T-bills rate, % 14,8 10,1 14,1 89 6,6 73 6,5 7,6 8,3 6,1 71 6,3 8,1 6,8 84 8,3 8,5 8,3 8,30
NBK notes, % 9,1 6,0 6,7 5,6 5,6 57 6,0 6,0 59 59 6,0 6,1 6,1 59 6,0 59 59 5,8 5,94
Exchange rate
KZT/USD,end of period 1421 146,7 145,2 146,0 1471 148,7 151,8 152,8 154,0 151,3 151,99 1521 152,5 152,9 153,1 153,5 1541 154,4 154,4
KZT/EURO, end of period 134,4 132,4 136,8 128,7 131,0 1331 133,4 139,7 151,8 1340 1317 1344 1346 139,5 1451 152,5 150,9 152,0 151,3
KZT/RUR, end of period 5,0 50 51 5,0 50 50 4,9 4,9 4,9 5,0 4,9 4,9 4,9 4,9 4,9 4,9 4,9 4,9 4,9
Balance of payments
Exports (fob), US$ min 9288,1 9024,7 22206 2456,0 22412 2106,9 20858 21525
Imports (fob), US$ min 6848,2 78499 16499 21603 1966,6 20731 15993 1806,7
Trade balance, US$ min 2439,9 1174,8 570,7 2957 274,6 33,8 486,5 345,8
Current account, US$ min 6746 -12411 209,8 -306,5 -444.8 -699,6 100,1 -400,1
Current account, % GDP 3,7 -5,6 4,6 57 8,7 -12,7 2,0 6,8
Gross internatonal reserves, US$ bln. 21 2,51 2,45 2,30 2,46 2,51 2,63 2,84 3,13 2,56 2,58 2,63 2,69 2,79 2,84 2,88 3,05 3,13 3,09
External debt service, US$ bln. 54 6,2 1.1 14 1.4 23 1.4 21
External debt service, % GDP 29,5 28,0 24,2 259 21,0 41,9 27,6 35,7
Total external debt, US$ bln 12,7 151 15,9 16,7
Total external debt, % GDP 69,5 68,2 . . . ... 313,2 2841
Oil price
Brent, $/bbl 28,7 245 258 27,3 253 19,4 21,1 251 26,9 19,4 20,3 23,7 257 254 241 257 26,7 284 27,5
Urals, $/bbl 27,7 23,5 24,8 26,3 24,3 18,4 20,1 241 25,9 18,4 19,3 22,7 24,7 24,4 23,1 24,7 257 27,4 26,5
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BRIEF INFORMATION

Kazkommertsbank — the leading largest private bank in Kazakhstan established in 1990. It is a
dominant provider of banking services and other financial products to large and medium-sized
corporations in all sectors of Kazakh economy. Its commercial banking business consists of corporate
banking, trade and project finance, personal banking, debit and credit card services and foreign currency
trading. The bank principal activities are the acceptance of deposits and the provision of loans and credit
facilities in Tenge and foreign currencies. It is also a major player in the securities and foreign exchange
markets in Kazakhstan. The bank enjoys access to long-term inexpensive credit lines available from the
EBRD, IFC, ADB, DEG, FMO, and other multilateral and foreign commercial financial institutions.

Kazkommertsbank is actively developing retail banking business, paying special attention to high net
worth individuals. It is also a major provider of cash management services to corporations, including
payroll services. The bank issues VISA and MasterCard credit cards; its debit and credit cards provide
access to the CIRRUS/Maestro system. It is also an authorized agent for distribution of American Express
and Diners Club cards. Kazkommertsbank provides a wide range of current account related services such
as direct debit payments, payments for utility bills and consumer finance.

Intense international operations brought Kazkommertsbank in line with international standards of
transparency and efficiency making it the most profitable financial institution in the country. In 2001, the
bank net profit under IAS standards exceeded US$36 million, which was about 50 percent of the total
banking sector profit in that year. The bank shares are listed in the London Stock Exchange, actively
traded in the NYSE, Frankfurt, Berlin and Istanbul Stock Exchanges. The Kazcommertsbank is a
numerous recipient of the prestige international awards.

Kazkommerts Securities — an investment and brokerage house of Kazkommertsbank established in
1997. It has a solid reputation of the domestic market leader on issuance and placement of corporate
bonds. The company’s mission is to create value for the shareholders, clients, and partners by providing
high-quality financial services, and through sharing its understanding of local environment.
Kazkommerts Securities concentrates on providing advisory services to domestic and foreign investors
operating in Cntral Asia and Kazakhstan by exploiting its leadership in analysis, its ability to design and
carry out complex transactions, and its established links with the region’s banking and financial sector
and major industrial enterprises.

Kazkommerts Securities provides its clients with access to leading-edge technologies and management
techniques thereby enhancing the region’s integration into the international financial and capital markets.
The company successfully closed numerous deals for the best Kazakh borrowers including the
Government of Kazakhstan, Kazakhoil, KazTransOil, Ispat-Karmet, Kazakhtelecom, ShNOS, K’Cell and
many others.

National Economic Development Center — an independent private non-for-profit entity registered as
public foundation in September 2002 whose main task is to assist the domestic authorities, business
community and general public in understanding and dealing effectively with Kazakhstan economic
development challenges. The center aims at fostering public discussion and policy dialogue among the
interested parties on the key development challenges for Kazakhstan in the 21* century. It is organized
by the former officials and staff of the Government and the National Bank of Kazakhstan with unrivalled
policy experience and track record in designing and implementing Kazakhstan macroeconomic and
structural reforms.
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Disclaimer

This review is made for information purposes only, and does not constitute an offer, solicitation of an offer to
purchase, hold, sell, invest or make any other financial decision. In making decisions, investors must rely on their
own examinations of the parties and risks involved.

Information contained in this review and not related to financial standing of Kazkommertsbank or Kazkommerts
Securities is obtained from the sources believed to be accurate and reliable. Because of the possibility of human or
mechanical error as well as other factors such information provided ‘as is” without warranty of any kind and
Kazkommertsbank, Kazkommerts Securities and National Economic Development Center, in particular, make no
representation or warranty, express or implied, as to accuracy, timeliness, completeness, merchantability or fitness
for any particular purpose of any such information. Under no circumstances, Kazkommertsbank, Kazkommerts
Securities, or National Economic Development Center have any liability to any person or entity (-ies) for (a) any
loss or damage in whole or in part caused by, resulting from, or relating to, any error (negligible or otherwise) or
other circumstances or contingency within or outside the control of Kazkommertsbank, Kazkommerts Securities,
National Economic Development Center or any of their directors, management, officers, employees, or agents in
connection with compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever
(including without limitation, loss profits) even if Kazkommertsbank, Kazkommerts Securities, or National
Economic Development Center are advised in advance of the possibility of such damages, resulting from the use of
or inability to use, any such information.

Certain statements included herein may constitute forward-looking statements that involve a number of risks and
uncertainties. Certain such forward-looking statements can be identified by the use of forward-looking terminology

EEINT3 EEINNT3 9 G EEINT3

such as “believes”, “expects”, “may”, “can”, “are expected to”, “intends”, “will”, “will continue”, “should”, “would
be”, “seeks”, “approximately”, “about”, “anticipates” or similar expressions or negative thereof or other variations
thereof, or comparable terminology, or by discussions of strategy, plans or intentions. Such forward-looking
statements necessary depend on assumptions, data or methods that may be incorrect or imprecise and that may be
incapable of being realized. Factors that might affect such forward looking statements include, among other things,
overall economic and business conditions, the demand for services, competitive factors in the industries involved,
changes in governmental regulation, changes in tax requirements, results of litigation, interest rate fluctuations and
other capital market conditions, including domestic and foreign currency rate fluctuations, economic and political
conditions in international markets, and other uncertainties of future actions.
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