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CHAGALA GROUP

is committed to the principles of good corporate
governance and citizenship. We form positive
relationships with and deliver positive results

for all of our stakeholders — clients, employees,
shareholders and alliance partners — and the

broader community in which we operate.

We strive to create a rewarding, healthy and safe environment for
all employees. We offer diverse and flexible working practices and
we take a full interest in the career development of all our staff.
Our guiding principles are based on

m  Trust

® Innovation

m  Creativity

B Passion

m  Excellence

m Commitment

29 Corporate Governance Annual Report 2008 [




Annual Report2008




Board of
Directors

Board
Committees

Mark Lockwood
Non-Executive Chairman

Tim Abson
Chief Executive Officer

Javier del Ser
Executive Director

Jaroslav Kinach
Non-Executive Director

Baltabek Kuandykov
Non-Executive Director

Our company is led by a five-member Board of Directors, three of
which are non-executive directors, including the chairman of the
board.

The directors are responsible for formulating, reviewing and approving
the Group’s strategies, budgets, certain items of capital expenditure
and appointment of senior personnel. Directors have established Au-
dit, Remuneration and Nomination committees, as described below, in
order to ensure effective governance and provide maximum support
and direction for senior management.

The Audit Committee comprises two independent non-executive di-
rectors and is chaired by Jaroslav Kinach, joined by Mark Lockwood.
The Audit Committee’s responsibilities include reviewing the Group's
financial statements, accounting policies and internal controls, and
overseeing its relationship with its external auditors.

The Remuneration Committee comprises two independent non-ex-
ecutive directors, including Jaroslav Kinach, and is chaired by Mark
Lockwood. The Remuneration Committee’s responsibilities include
determining the Group’s policy on remuneration and incentive and
benefits programmes, although no Director is entitled to vote on any
decisions regarding his own remuneration.

The Nomination Committee comprises two independent non-exec-
utive directors and is chaired by Mark Lockwood. Kairat Satylganov
also sat on this committee; after he left the Board this position
was filled by Baltabek Kuandykov. The Nomination Committee’s
responsibilities include reviewing the composition of the Group’s
Board, overseeing the appointment of the Group’s senior officers
and ensuring that the Group has adequate and appropriate human
resources to achieve its objectives.
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First row (from left to right): Irina Kurlapova — Group Human Resources
Manager; Andrea Bucekova - Chief Financial Officer; EImira Abdra-
khmanova — Head of Legal Department

Second row (from left to right): Francisco Parrilla — Director of Construc-
tion; Tim Abson — Chief Executive Officer; Kanatbai Kashkenov — Head of
Government Relations; William Stott — Chief Operating Officer

33 Annual Report 2008



URALSK
Management BAUT'NO
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Ismagulova Bates Turanovna ( top-right) Deputy General Director.
Ismagulova joined Chagala in 1996. Previously she was President of Bobek,
an International Children’s Foundation

Kazmagambetova Kunslu (top-left) Assistant to Deputy Director.
Kazmagambetova joined Chagala as an interpreter in 1996, having previ-
ously worked as an English teacher in Uralsk.

Regional

Bautino

Steve Mc Kenzie (middle-right) Executive Chef. Born in Scotland,

Steve has worked in many 4 star hotels around the world.

Moldir Bittibayeva (middle-left) General Manager. Since first joining
Chagala as a receptionist, Moldir has held a variety of positions including
HR specialist and Deputy General Manager. Previously she worked for
Bechtel Enka.

Atyrau

David Nielsen (bottom-right) General Manager of Chagala Hotel Atyrau.
David has worked in the hospitality industry for over 25 years and has run
Chagala’s Atyrau hotel since 2006.

Arykbay Tekeyev (bottom-left) Deputy General Manager of Chagala Hotel
Atyrau. Arykbay has worked with Chagala Atyrau since it opened in 1994.
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Social
Responsibility

CHAGALA GROUP

is an active participant in the communities
in which it operates

This includes the sponsorship of local sports events and social
programmes. Chagala Group runs an internal social programme
and actively supports charitable activities for orphans, physically
handicapped people and veterans.
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INDEPENDENT AUDITORS" REPORT
Prepared by Ernst & Young

To the Shareholders of Chagala Group Limited:

We have audited the accompanying consolidated financial statements of
Chagala Group Limited and its subsidiaries (the “Group”), which comprise the
consolidated balance sheet as at December 31, 2008, and the consolidated
statement of income, consolidated statement of changes in equity and
consolidated statement of cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial statements

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

circumstances.

Auditors’ Responsibility

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

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

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

Opinion
In our opinion, the consolidated financial statements present fairly, in all material
respects, the financial position of the Group as at December 31, 2008, and its

financial performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards.

April 24, 2009
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CONSOLIDATED BALANCE SHEET

In thousands of US Dollars Note 2008 2007
ASSETS
NON-CURRENT ASSETS
Premises and equipment 6 100,565 111,667
Capital work in progress 6 21,958 12,235
Intangible assets other than goodwill 976 732
Long term prepayments 7 11,868 -
Deferred transaction costs 1,453 -
Restricted cash 38 156
Goodwill 8 2,708 3,938
139,566 128,728
CURRENT ASSWETS
Inventories 9 2,965 1,154
Trade accounts receivable 10 6,730 4,160
Prepayments and other receivables il 3,295 4,326
Cash and cash equivalents 12 8,205 23,706
Due from related parties outside the Group 20 641 2,306
21,836 35,652
Total Assets 161,402 164,380

EQUITY AND LIABILITIES
EQUITY ATTRIBUTABLE TO EQUITY HOLDERS OF THE PARENT

Share capital 13 8,503 8,503
Additional paid-in capital 13 80,293 80,293
Retained earnings 9,291 8,013
Revaluation reserve 13 33,714 37,493
Other reserves 301 301
Foreign currency translation reserve 13 2,472 2,561
134,574 137,164

MINORITY INTERESTS 5,844 2,925
Total Equity 140,418 140,089

39 Financial Review Annual Report 2008 Ll



In thousands of US Dollars Note 2008 2007
NON-CURRENT LIABILITIES

Long-term borrowings 14 7,962 333
Deferred tax liabilities 19 6,093 18,593
14,055 18,926

CURRENT LIABILITIES
Current portion of long-term borrowings 14 569 977
Trade accounts payable 15 4,974 1,988
Advances from customers 17 39 522
Taxes payable 16 446 630
Other payables and accruals 901 765
Due to related parties outside the Group 20 - 483
6,929 5,365
Total Liabilities 20,984 24,291
Total Equity and Liabilities 161,402 164,380

The accompanying notes on pages 50 through 84 form an integral part of these consolidated financial statements.

Signed and authorized for release on behalf
of the Board of Directors of Chagala Group Limited on April 24, 2009.

(@H_ N@d ~
Tim Abson

Andrea Bucekova

Chief Executive Officer

Chief Financial Officer
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CONSOLIDATED STATEMENT OF INCOME

For the year ended December 31, 2008

In thousands of US Dollars Note 2008 2007
REVENUE
Room and rent revenue 5 18,752 16,473
Food and beverages revenue 5 7,983 5,600
Total revenue 26,735 22,073
Costs of Room - utilities, cleaning and maintenance 3,243 3,209
Costs of food and beverages 3,244 2,409
Salaries and employees’ benefits 18 9,308 7,568
General and administrative expenses 4,418 3,741
Utilities, repair and maintenance expenses 699 328
Depreciation and amortization 3,869 2,388
Other expenses 996
Other income (2,470) (1,173)
OPERATING PROFIT 3,428 3,603
Net foreign currency translation (losses) / gains (274) 78
Impairment of premises and equipment and goodwill 6 (3,897) (81)
Loss on disposal of premises and equipment (168) (519)
Finance income 333
Finance expenses (338) (971)
Net (loss) / profit before income tax expense (916) 2,110
Income tax benefit / (expense) 19 1,483 (1,339)
Net profit for the year 567 771
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In thousands of US Dollars Note 2008 2007

Attributable to:

Equity holders of the parent 1,171 951
Minority interests (604) (180)
Net profit for the year 567 77N

Earnings per share (in US Dollars)
basic and diluted, for profit for the year attributable to equity holders 13 0.01 0.01

of the parent

The accompanying notes on pages 50 through 84 form an integral part of these consolidated financial statements.

Signed and authorized for release on behalf
of the Board of Directors of Chagala Group Limited on April 24, 2009.

(ﬁm N{M ~
Tim Abson

Andrea Bucekova

Chief Executive Officer

Chief Financial Officer
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CONSOLIDATED STATEMENT OF CASH FLOWS

For the year ended December 31, 2008

In thousands of US Dollars
CASH FLOWS FROM OPERATING ACTIVITIES
(Loss) / profit before income tax expense
Adjustments for:
Depreciation
Amortization
Unrealized foreign exchange loss
Allowance for doubtful debts
Interest expense
Share based payments
Loss on disposal of premises and equipment
Impairment of premises and equipment
Cash from operations before working capital changes

Change in:
Inventories
Trade accounts receivable
Due from related parties
Prepayments and other receivables
Accounts payable
Due to related parties
Other payables
Cash generated from operations

Interest paid

Income taxes paid
Net cash provided by operating activities
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Note 2008

(916)

6 3,674

195

274

10,11, 20 1,230

168
3,897
8,527

(1,811)
(2,790)
827
334
(464)
(483)
(569)
3,571

(924)
2,647

2007

2,110

2,281
107
704
108
2,497
301
519
81
8,708

17
(2,629)
(1,484)
3,064
(2,559)
(1,849)
379
3,747

(2,573)
(491)
683




In thousands of US Dollars Note 2007 2006
CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of premises and equipment and capital work in (11,609) (13,310)

progress

Long term prepayments and other receivables (11,868)

Acquisition of minority interests 4 - (4,718)

Purchase of intangible assets (439) (387)
Net cash used in investing activities (23,916) (18,415)

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from IPO - 81,449
Repayment of borrowings (433) (49,291)
Receipt of long-term borrowings 14 6,201 7,133
Net cash provided by financing activities 5,768 39,291
Net (decrease) / increase in cash and cash equivalents (15,501) 21,559

Effect of exchange rate changes on cash and cash equivalents - 495
Cash and cash equivalents at the beginning of the year 23,706 1,652
Cash and cash equivalents at the end of the year 12 8,205 23,706

The accompanying notes on pages 50 through 84 form an integral part of these consolidated financial statements.

Signed and authorized for release on behalf
of the Board of Directors of Chagala Group Limited on April 24, 2009.

(@w N@d ~
Tim Abson

Andrea Bucekova

Chief Executive Officer

Chief Financial Officer
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended December 31, 2008

In thousands of US Dollars

As at January 1, 2008
Foreign currency translation

Premises & Equipment
disposal

Statutory income tax rate
change effect (Note 19)

Premises and equipment
revaluation

Deferred tax effect on
premises and equipment
revaluation (Note 19)

Total income and expense for
the year recognized directly
in equity

Net profit for the year

Totalincome and expense for
the year

Minority interest arising on
business combination (Note
4)

As at December 31,2008

Attributable to equity holders of the parent

Share  Addition-  Revaluation

Capital  al paidin Reserve

(Note Capital (Note 13)
13) (Note
13)

8,503 80,293 37,493

(107)

5,348

(12,885)

3,865

(3,779)

(3,779)

8,503 80,293 33,714
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Foreign
Currency
Translation
Reserve
(Note 13)

2,561
(89)

(89)

2,472

Retained
Earnings

8,013

107

107

1,171

1,278

9,291

Other
Re-
serves

Total

301 137,164

(89)

5,348

(12,885)

3,865

(3,761)

1,171

(2,590)

301 134,574

Minority
Interest

2,925

80
(604)

(524)

3,443

5,844

Total Equity

140,089
(89)

5,442

(12,901)

3,867

(3,681)

567

(3,14)

3,443

140,418




In thousands of US Dollars Attributable to equity holders of the parent

Share  Addition-  Revaluation Foreign ~ Retained  Other Total ~ Minority  Total Equity
Capital  alpaidin Reserve Currency  Earnings Re- Interest
(Note Capital (Note13)  Translation serves
13) (Note Reserve
13) (Note 13)

As atJanuary 1, 2007 4,903 2,444 18,519 937 6,262 - 33,065 1,018 34,083
Foreign currency translation - - 1,003 1,624 350 - 2,977 216 3,193
Premises and equipment
revaluation - - 24,724 - - - 24,724 - 24,724
Deferred tax effect on
premises and equipment
revaluation - - (7,417) - - - (7,417) - (7,417)
Total income and expense for
the year recognized directly
in equity - - 18,310 1,624 350 - 20,284 216 20,500
Net profit for the year - - - - 951 - 951 (180) 77
Totalincome and expense for
the year - - 18,310 1,624 1,301 - 21,235 36 21,271
Issue of share capital 3,600 77,849 - - - - 81,449 - 81,449
Share-based payments - - - - - 301 301 - 301
Acquisition of minority
interests (Note 4) - - 664 - 450 - 1,14 (1,114)
Minority interest arising
on business combination
(Note 4) = = - - - = - 2,985 2,985
As at December 31, 2007 8503 80,293 37,493 2,561 8,013 301 137,164 2,925 140,089

The accompanying notes on pages 50 through 84 form an integral part of these consolidated financial statements.

Signed and authorized for release on behalf of the Board of Directors of Chagala Group Limited on April 24, 2009.

| i;, NCM ~.
Tim Abson

Andrea Bucekova

Chief Executive Officer

Chief Financial Officer
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Notes to the Consolidated Financial Statements

1. CORPORATE INFORMATION

Chagala Group Limited (the “Company” or “Parent”) was incorporated as a private company in the British Virgin
Islands (“BVI") on February 20, 2006. The Company was formed for the principal purpose of acting as the parent
company of the group of subsidiaries based in the Republic of Kazakhstan.

The principal activities of the Company and its controlled subsidiaries (collectively referred to as the “Group”)
consist of (i) ownership and management of hotels, serviced apartments and office accommodations (ii)
restaurant operations and (iii) construction of a trade center in eastern Kazakhstan.

On February 27, 2007 the Company listed its Global Depository Receipts (“GDRs"), each representing four
ordinary shares, through an initial public offering (“IPO") on the London Stock Exchange, and successfully
floated 57.9% of its ordinary shares.

In November 2008 Directors of the Group Mr. Tim Abson and Mr. Javier del Ser acquired 940,000 and 1,017,123
GDRs and their total interest in the Group as at 31 December 2008 indicated in the table below. Free float
declined accordingly.

The Company is owned by the following entities and individuals as of December 31, 2008 and December 31,
2007:

Shareholder Percentage Ownership

2008 2007
Free float 48.6% 57.9%
Ms. Kathleen Lootens (Belgium) and Mr. Timothy Abson (UK) 18.5% 14.0%
Mr. Javier del Ser (Spain) 14.2% 9.4%
Mr. Berik Amanbayev (Kazakhstan) 7.8% 7.8%
Mr. Azmi Wan Ham Zah (Malaysia) 4.6% 4.6%
Mr. Anatoly Mizikovsky (USA) 4.5% 45%
Mr. Sagat Tugelbayev (Kazakhstan) 0.9% 0.9%
Mr. Mark Andrew Lockwood 0.8% 0.8%
Kingsgrove Industries Limited 0.1% 0.1%

The Company'’s registered address is ¢ /o Offshore Incorporations Limited, PO Box 957, Offshore Incorporations
Centre, Road Town, Tortola, British Virgin Islands.
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The principal subsidiaries consolidated within the Group, and the share of voting interest held by the Company as
at December 31, 2008 and December 31, 2007, are as follows:

Subsidiary Percentage Ownership

2008 2007
Bayan Limited LLP 100% 100%
Caspi Limited LLP 100% 100%
Bautino Development Company LLP (Note 4) 100% 100%
Aktau Development LLP 100% 100%
Chagala Management LLP 100% 100%
Chagala Construction LLP (Note below) 100% 100%
Bautino Land Development LLP (Note below and Note 4) 100% 100%
Bautino Properties LLP (Note below) 100% 100%
Chagala Zere Malls LLP (Note 4 and Note 22) 50.1% 50.1%
Chagala Aksai LLP (Note 4) 50.1% -

On September 1, 2008 the directors of the Chagala Group Limited resolved that three subsidiaries of the
Company that are inactive and have no assets - Chagala Construction LLP, Bautino Land Development LLP and
Bautino Properties LLP - be liquidated.

On 26 October 2007 Chagala Group Limited entered into agreement on principles of the establishment of
Chagala Aksai LLP. Chagala Group Limited acquired 50.1% in the company Chagala Aksai LLP per shareholders’
agreement. The company Chagala Aksai LLP was registered on 11 June 2008, which is the date of business
combination.

2. BASIS OF PRESENTATION OF THE FINANCIAL STATEMENTS

Statement of compliance

The consolidated financial statements of the Group have been prepared in accordance with International
Financial reporting Standards (IFRS).

The consolidated financial statements are presented in US Dollars and all values are rounded to the nearest
thousand except when otherwise indicated.

The consolidated financial statements are prepared under historical cost convention except as disclosed in the
accounting policies below. For example revaluation approach was used for premises and equipment.

Changes in accounting policy and disclosures
The accounting policies adopted are consistent with those of the previous financial year, except as follows:

The Group has adopted the following new and amended IFRS and IFRIC interpretations as of January 1, 2008.
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IFRIC 11, IFRS 2 — Group and Treasury Share Transactions. This interpretation requires arrangements whereby an
employee is granted rights to an entity’s equity instruments, to be accounted for as an equity-settled scheme,
even if the entity buys the instruments from another party, or the shareholders provide the equity instruments
needed. The adoption of this Interpretation did not have any effect on the financial position or operating results
of the Group.

IFRIC 14, IAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction.
This Interpretation provides guidance on how to assess the limit on the amount of surplus in a defined benefit
scheme that can be recognized as an asset under IAS 19 Employee Benefits. As the Group does not have defined
benefit schemes, the Interpretation had no impact on the financial position or operating results of the Group.

IFRIC 12 = Service Concession Arrangements. This interpretation applies to service concession operators and
explains how to account for the obligations undertaken and rights received in service concession arrangements.
The Group is not an operator and, therefore, this interpretation has no impact on the Group.

IAS 23 — Borrowing costs (revised). The IASB issued an amendment to IAS 23 in April 2007. The revised IAS
23 requires capitalization of borrowing costs that are directly attributable to the acquisition, construction or
production of a qualifying asset. The Group's previous policy was to expense borrowing costs as they were
incurred. In accordance with the transitional provisions of the amended IAS 23, the Group has adopted the
standard on a prospective basis.

IFRS and IFRIC Interpretations not yet effective

The Group has not applied the following IFRS and IFRIC Interpretations that have been issued but are not yet
effective:

* IFRS 1 Amendment “First-time Adoption of International Financial Reporting Standards”;
* |FRS 2 “Share-based Payments — Vesting conditions and Cancellations”;

+ IFRS 8 “Operating Segments”;

* |AS 32 (amended) “Financial Instruments: Presentation”;

* |FRS 3 (revised) “Business Combinations”;

* |AS 27 (revised) “Consolidated and Separate Financial Statements”;

» IAS 1 (revised and corrected) and Amendment “Presentation of Financial Statements”;
* |AS 39 “Financial Instruments: Recognition and Measurement”;

+ |FRIC 13 “Customer Loyalty Programmes”

+ IFRIC15 “Agreement for the Construction of Real Estate”;

+ IFRIC 16 “Hedges of a Net Investment in a Foreign Operation”;

« |FRIC17 “Distribution of Non-cash Assets to Owners”

* IFRIC18 “Transfers of Assets from Customers”
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The management anticipates that the adoption of these Standards and Interpretations in future periods
will have no material impact on the financial statements of the Group.

In May 2008 the Board issued its first omnibus of amendments to its standards, primarily with a view
to removing inconsistencies and clarifying wording. There are separate transitional provisions for each
standard. The Group adopted those amendments and improvements to IFRSs which are applicable to its
operating activities in 2008.

Significant accounting judgements and estimates

The preparation of the consolidated financial statements in accordance with IFRS requires management
to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues
and expenses, and the disclosure of contingent liabilities. Actual results may differ from management'’s
estimates made at the time of preparing the consolidated financial statements.

The key assumptions concerning the future and other key sources of estimation uncertainty at the balance
sheet date, that have significant risk of causing material adjustment to the carrying amounts of assets and
liabilities within the next financial year are discussed below:

Revaluation of premises and equipment

The Group uses the revaluation model allowed under IAS 16 “Property, Plant and Equipment”. The

Group applied the income approach involving the exercise of significant assumptions and judgments in
determining the fair values of certain premises and equipment. The key assumptions used in deriving the
valuation using the income approach are the discount rate and the projection of future cash flows. Other
equipment is revalued based on the depreciated replacement cost method. Market-based evidence is
also used to support the valuations derived from the income approach and depreciated replacement cost
methods. Land is revalued based on limited current market evidence from recent transactions.

Impairment of non-financial assets

The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If
any indication exists, or when annual impairment testing for an asset is required, the Group estimates the
asset’s recoverable amount. An asset’s recoverable amount is the higher of an asset’s or cash-generating
unit’s fair value less costs to sell and its value in use and is determined for an individual asset, unless the
asset does not generate cash inflows that are largely independent of those from other assets or groups of
assets. Where the carrying amount of an asset or cash-generating unit exceeds its recoverable amount, the
asset is considered impaired and is written down to its recoverable amount. In assessing value in use, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset.

The determination of impairment of property, plant and equipment involves the use of estimates that
include, but are not limited to, the cause, timing and amount of impairment. Impairment is based on
a large number of factors, such as changes in restructuring process, expectations of growth in the
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industry, changes in the future availability of financing, technological obsolescence, discontinuance of
service, current replacement costs and other changes in circumstances that indicate impairment exists,
The determination of the recoverable amount of a cash-generating unit involves the use of estimates by
management, Methods used to determine the value in use include discounted cash flow-based methods,
which require the Group to make an estimate of the expected future cash flows from the cash-generating
unit and also to choose a suitable discount rate in order to calculate the present value of those cash flows.
These estimates, including the methodologies used, may have a material impact on the fair value and
ultimately the amount of any property, plant and equipment impairment.

The Company classified its subsidiaries as separate cash generating units for impairment test purposes. The
recoverable amount of each cash generating unit was determined on the basis of value in use using the
cash flow forecasts made by management. The pre-tax discount rate applied to the cash flow forecasts
was 10.1%.

Goodwill

Goodwill is tested for impairment annually and when circumstances indicate that the carrying value may be
impaired.

Impairment is determined for goodwill by assessing the recoverable amount of the cash-generating units,
to which the goodwill relates. Where the recoverable amount of the cash-generating units is less than

their carrying amount an impairment loss is recognized. Impairment losses relating to goodwill cannot be
reversed in future periods. The Group performs its annual impairment test of goodwill as at December 31.

Fair value of assets and liabilities acquired in business combination

The Group is required to recognize separately, at the acquisition date, the identifiable assets, liabilities and
contingent liabilities acquired or assumed in the business combination at their fair values, which involves
estimates. Such estimates are based on valuation techniques, which require considerable judgment in
forecasting future cash flows and developing other assumptions.

Deferred tax assets

Deferred tax assets are recognized for all unused tax losses to the extent that it is probable that taxable
profit will be available against which the losses can be utilized. Significant management judgment is
required to determine the amount of deferred tax assets that can be recognized, based upon the likely
timing and level of future taxable profits together with future tax planning strategies.

Allowances

The Group makes allowances for doubtful accounts receivable. Significant judgment is used to estimate
doubtful accounts. In estimating doubtful accounts historical and anticipated customer performance are
considered. Changes in the economy, industry, or specific customer conditions may require adjustments to
the allowance for doubtful accounts recorded in the financial statements.
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of consolidation
Subsidiaries

The consolidated financial statements comprise the accounts of the Group and its controlled subsidiaries listed
in Note 1. Subsidiaries, which are those entities in which the Group has an interest of more than one half of

the voting rights, or otherwise has power to exercise control over its operations, are consolidated. Subsidiaries
are consolidated from the date on which control is transferred to the Company and are no longer consolidated
from the date that control ceases. All inter-company transactions, balances and unrealized gains on transactions
between group companies are eliminated; unrealized losses are also eliminated unless the transaction provides
evidence of an impairment of the asset transferred. The accounting policies for subsidiaries are consistent with
the policies adopted by the Group.

Business Combinations and Goodwill
Business combinations are accounted for using the purchase method.

Goodwill is initially measured at cost being the excess of the cost of the business combination over the Group's
share in the net fair value of the acquiree’s identifiable assets, liabilities and contingent liabilities.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the purpose
of impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to
each of the Group’s cash generating units that are expected to benefit from the synergies of the combination,
irrespective of whether other assets or liabilities of the acquiree are assigned to those units.

If the Group's interest in the net fair value of the identifiable assets, liabilities and contingent liabilities exceeds
the cost of the business combination, the Group (a) reassess the identification and measurement of the
acquiree’s identifiable assets, liabilities and contingent liabilities and the measurement of the cost of the
combination; and (b) recognizes immediately in profit or loss any excess remaining after that reassessment.

Minority interest is the interest in subsidiaries not held by the Group. Minority interest at the balance sheet
date represents the minority shareholders’ portion of the fair value of the identifiable assets and liabilities of
the subsidiary at the acquisition date and the minorities’ portion of movements in equity since the date of the
combination. Minority interest is presented within the shareholders’ equity.

Losses allocated to minority interest do not exceed the minority interest in the equity of the subsidiary unless
there is a binding obligation of the minority to fund the losses and the minority has the ability to do so. All such
losses are allocated to the Group.

Functional and presentation currencies

The functional currency of the Company and its principal subsidiaries (Note 1) is Kazakhstan Tenge ("KZT"
or “Tenge”). All items included in the financial statements of each entity are measured using that functional
currency. The consolidated financial statements are presented in US Dollars, which is the Company’s presentation
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currency. The Group's Tenge financial statements are translated to US Dollars (“US$”) (the presentation
currency) based on provisions of IAS 21“The Effect of Changes in Foreign Exchange Rates” as follows:

+ Assets and liabilities for each balance sheet presented are translated at the closing rate existing at
the date of each balance sheet presented;

+ Income and expense items for each period presented are translated at the exchange rates existing at
the dates of the transactions or a rate that approximates the actual exchange rates for those periods;
« Equity items other than net profit or loss for the period are translated at the exchange rates
existing at the dates of the transactions; and
+ Exchange differences resulting from translation are recognized directly in equity.
The Tenge is not a fully convertible currency outside the territory of the Republic of Kazakhstan. The Group

used exchange rates of the Tenge to the US$ established by the Kazakhstan Stock Exchange (the “KASE") as
follows in the table:

Exchange rate at December 31 Weighted average rate during the year
2008 120.77 120.29
2007 120.30 122.55

Financial assets

Financial assets within the scope of IAS 39 are classified as financial assets at fair value through profit

or loss, loans and receivables, held-to-maturity investments, or available-for-sale financial assets, as
appropriate. When financial assets are recognized initially, they are measured at fair value, plus, in the case
of investments not at fair value through profit or loss, directly attributable transaction costs.

The Group determines the classification of its financial assets on initial recognition and, where allowed and
appropriate, re-evaluates this designation at each financial year end.

All regular way purchases and sales of financial assets are recognized on the trade date, which is the date
that the Group commits to purchase the asset. Regular way purchases or sales are purchases or sales of
financial assets that require delivery of assets within the period generally established by regulation or
convention in the marketplace.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. After initial measurement loans and receivables are carried at amortized cost
using the effective interest method less any allowance for impairment. Gains and losses are recognized

in profit or loss when the loans and receivables are derecognized or impaired, as well as through the
amortization process.
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Amortized cost

Long-term loans and receivables are measured at amortized cost. This is computed using the effective interest
method less any allowance for impairment. The calculation takes into account any premium or discount on
acquisition and includes transaction costs and fees that are an integral part of the effective interest rate.

Impairment of Financial Assets
The Group assesses at each balance sheet date whether a financial asset or group of financial assets is impaired.
Cash and Cash Equivalents

Cash and cash equivalents are defined as cash at bank and in hand and short-term deposits with an original
maturity of three months or less.

Restricted Cash

Restricted cash comprises bank deposits that represent guarantee deposits for recruited expatriate employees.
These deposits are in compliance with the Law of the Republic of Kazakhstan and hence are not included in cash
and cash equivalents.

Trade and other receivables

Trade receivables, which generally have a short term, are carried at original invoice amount less an allowance for
any uncollectible amounts.

The Company assesses at each balance sheet date whether there is any objective evidence that a financial asset
or a group of financial assets is impaired. A financial asset or a group of financial assets is deemed to be impaired
if, and only if, there is objective evidence of impairment as a result of one or more events that has occurred after
the initial recognition of the asset (an incurred ‘loss event') and that loss event has an impact on the estimated
future cash flows of the financial asset or the group of financial assets that can be reliably estimated. Evidence
of impairment may include indications that the debtors or a group of debtors is experiencing significant financial
difficulty, default or delinquency in interest or principal payments, the probability that they will enter bankruptcy
or other financial reorganization and where observable data indicate that there is a measurable decrease in the
estimated future cash flows, such as changes in arrears or economic conditions that correlate with defaults.

Value Added Tax (VAT)

The financial statements present VAT net because the tax authorities permit the settlement of sales and
purchases VAT on a net basis on each individual legal entity level only.

Value Added Tax Payable

VAT is payable to the tax authorities upon collection of accounts receivable from customers. VAT on purchases,
which have been settled at the balance sheet date, is deducted from the amount payable.

In addition, VAT related to sales which have not been collected at the balance sheet date is also included in the
balance of VAT payable. Where provision has been made for impairment of receivables, an impairment loss is
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recorded for the gross amount of the debtor, including VAT. The related VAT deferred liability is maintained until
the debtor is written off for tax purposes.

Value Added Tax Recoverable

VAT recoverable relates to purchases, which have not been settled at the balance sheet date. VAT recoverable is
reclaimable against VAT related to sales upon payment for the purchases.

Inventories

Inventories are recorded at the lower of cost and net realizable value. Inventory cost, which comprises all costs
of purchase and other costs incurred in bringing the inventories to their present location and condition, is
determined on a weighted average basis. Net realizable value is the estimated selling price in the ordinary course
of business, less estimated costs of completion and the estimated costs necessary to make the sale.

Premises and equipment

Land and buildings are measured at fair value less accumulated depreciation on buildings and impairment
charged subsequent to the date of the revaluation. All other premises and equipment are measured at cost less
accumulated depreciation and impairment charges.

Following initial recognition at cost, land and buildings are carried at revalued amount, which is the fair value
at the date of the revaluation less any subsequent accumulated depreciation on buildings and subsequent
accumulated impairment losses.

Valuations are performed frequently enough to ensure that the fair value of a revalued asset does not differ
materially from its carrying amount.

Any revaluation surplus is credited to the asset revaluation reserve included in the equity section of the balance
sheet, except to the extent that it reverses a revaluation decrease of the same asset group previously recognized
in the statement of income. A revaluation deficit is recognized in the statement of income, except that a deficit
directly offsetting a previous surplus on the same assets group is directly offset against the surplus in the
revaluation reserve. Depreciation is calculated on a straight-line basis over the estimated total useful lives of the
assets as follows:

Buildings 20-50 years
Furniture and equipment 3-10 years

The useful life and depreciation method are reviewed periodically to ensure that the method and period of
depreciation are consistent with the expected pattern of economic benefits from items of premises and
equipment.

Capital work-in-progress

All assets under construction are classified as capital work-in-progress and are not depreciated. Once projects are
completed and placed into service they are transferred to premises and equipment.

55 Financial Review Annual Report 2008 Ll



Borrowing costs that are directly attributable to the construction of an asset are capitalized as part of the cost
of that asset and recognized in depreciation expense when it is in the location and condition necessary for it to
be capable of operating in the manner intended by management.

Borrowings

Borrowings are initially recognized at the fair value of the consideration received and directly attributable
transaction costs. After initial recognition, borrowings are measured at amortized cost using the effective
interest method; any difference between the fair value of the consideration received and the redemption
amount is recognized as an adjustment to interest expense over the period of the borrowings.

Deferred transaction cost

Fees paid to obtain a firm commitment from a lender under a loan facility which relate to the un-drawn
amount are initially recognized as deferred transaction costs when it is probable that the commitment will
be utilized. The deferred transaction costs are then allocated to the loan in proportion to amount drawn and
included in the calculation of the effective interest rate for each amount drawn.

Deferred income taxes

Deferred tax assets and liabilities are calculated in respect of temporary differences using the liability method.
Deferred income taxes are provided for all temporary differences arising between the tax bases of assets and
liabilities and their carrying values for financial reporting purposes, except where the deferred income tax
arises from the initial recognition of goodwill or of an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects neither the accounting profit nor taxable profit or
loss.

A deferred tax asset is recorded only to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences can be utilized. Deferred tax assets and liabilities are measured at
tax rates that are expected to apply to the period when the asset is realized or the liability is settled, based on
tax rates that have been enacted or substantively enacted at the balance sheet date.

Foreign currency transactions

Transactions in foreign currencies are initially recorded in the functional currency at the rate ruling at the date
of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at the
functional currency rate of exchange in effect at the balance sheet date. All resulting differences are taken to
the consolidated statement of income. Non-monetary items that are measured in terms of historical cost in a
foreign currency are translated using the exchange rates as at the dates of the initial transactions.

Provisions

Provisions are recognized when the Group has a present legal or constructive obligation as a result of past
events, it is probable that an outflow of resources will be required to settle the obligation, and a reliable
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estimate of the amount can be made. Where the Group expects a provision to be reimbursed, for example
under an insurance contract, the reimbursement is recognized as a separate asset but only when the
reimbursement is virtually certain.

If the effect of the time value of money is material, provisions are determined by discounting the expected
future cash flows at a pre-tax rate that reflects current market assessments of the time value of money and
where appropriate, the risks specific to the liability.

Where discounting is used, the increase in the provision due to the passage of time is recognized as a
borrowing cost.

Share Capital

Share capital represented by ordinary shares is classified as equity. External costs directly attributable to the
issue of new shares are shown as a deduction from the proceeds in equity. Any excess of the fair value of
consideration received over the par value of shares issued is recognized as additional paid in capital.

Recognition of revenue and expenses
Revenue

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Group and
the revenue can be reliably measured. Revenue is measured at the fair value of the consideration received,
excluding discounts, rebates, and sales taxes or duty. The following specific recognition criteria must also be
met before revenue is recognized:

« The Group recognizes room and rent sales and revenues from other guest services for owned and
leased units when rooms are occupied and services have been rendered.

» Revenues are recognized when food and beverages are served. Revenues from food distribution
are recognized upon delivery to the customers. Revenues are recognized at fair value of meals and
services delivered, net of value added tax charged to customers.

Expenses

Expenses are recognized as incurred and are reported in the financial statements in the period to which they
relate on an accruals basis.

Employee benefits

The Group pays social tax to the Kazakhstan government for its employees. Social tax and related staff costs
are expensed as incurred.

The Group also withholds and contributes 10% from the salary of its local employees as the employees’
contribution to their pension funds. Under the legislation, employees are responsible for their retirement
benefits and the Group has no present or future obligation to pay its employees upon their retirement.
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4. BUSINESS COMBINATIONS AND ACQUISITIONS OF MINORITY INTERESTS
Business combinations

Acquisitions in 2008

Acquisition of Chagala Aksai LLP

OnJune 11, 2008, the Company acquired 50.1% of interest in Maverick LLP, which is the owner of a land
plot and accommodation facilities in Aksai, a city located in the western region of Kazakhstan. The name

of the business was changed to Chagala Aksai LLP. The principal activity of Chagala Aksai LLP is providing
accommodation facilities to third parties.

The provisional fair values of the identifiable assets, liabilities and contingent liabilities attributable to acquired
interest in Chagala Aksai LLP as at the date of acquisition were:

Provisional fair values

In thousands of US$ recognized on acquisition Previous carrying values
Land 97 800
Premises and equipment 2,514 2,544
Other assets 5,067 5,067
Cash and cash equivalents 1 1
Trade accounts payable (779) (779)
Net assets 6,900 7,633
Less: minority interests (3,443)
Group's share of the fair value of net assets 3,457
Goodwill on acquisition 337
Total consideration 3,794

The total cost of the combination was USD 3,794 thousand and was paid in cash. The net cash outflow on
acquisition was as follows:

In thousands of US$

Cash paid (3,794)
Minus: cash acquired with the subsidiary 1
Net cash outflow (3.793)

From the date of acquisition, Chagala Aksai LLP reported net profit of USD 122 thousand, which has been
included to the net profit of the Group for the year ended December 31, 2008.

If the acquisition of Chagala Aksai LLP had taken place at the beginning of the year, the net loss related to the
Group for the year ended December 31, 2008 would have been USD 300 thousand.
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The provisional goodwill is primarily attributable to the synergies, combined revenue increase and cost savings

that are expected to arise.

Acquisitions in 2007
Acquisition of Chagala Zere Mall LLP

On June 28, 2007, the Company acquired 50.1% of interest in Chagala Zere Malls (“CZM"), which had planned to
construct a trade center in Ust-Kamenogorsk, a city located in the eastern region of Kazakhstan.

The fair values of the identifiable assets, liabilities and contingent liabilities attributable to acquired interest in

CZM as at the date of acquisition were:

Fair values recognized

In thousands of US$ on acquisition
Premises and equipment 3,341
Other assets 3,276
Cash and cash equivalents 5
Trade accounts payable (613)
Net assets 6,009
Less: minority interests (2,985)
Group's share of the fair value of net assets 3,024
Goodwill on acquisition 48
Total consideration 3,072

Previous carrying value
3,307

3,276

5

(613)

5,975

The total cost of the combination was US$ 3,072 thousand and was paid in cash. The net cash outflow on

acquisition was as follows:

In thousands of US$

Cash paid

Minus: cash acquired with the subsidiary
Net cash outflow

(3,072)
5
(3,067)

From the date of acquisition, CZM incurred net losses of US$ 361 thousand, which has been included to the net

profit of the Group for the year ended December 31, 2007.

If the acquisition of CZM had taken place at the beginning of the year, the profit of the Group for the year
ended December 31, 2007 would have been US$ 951 thousand and revenue would have been US$ 22,073

thousand.

The goodwill is primarily attributable to the synergies, combined revenue increase and cost savings that are

expected to arise.
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Acquisitions of minority interests
Acquisitions in 2007
Acquisition of Bautino Development Company LLP

On January 15, 2007, the Company acquired the remaining fifty percent of Bautino Development Company for
cash consideration of USD 3,000 thousand, thus gaining 100% ownership of the subsidiary. The book value of
the net assets of Bautino Development Company LLP at this date was USD 2,217 thousand, and the book value
of the additional interest acquired was USD 1,108 thousand. The difference of USD 1,892 thousand between
the consideration and the book value of the interest acquired, has been recognized as goodwill, which was
adjusted to reflect exchange rate changes amounting to USD 86 thousand, and totaled USD 1,978 thousand
for the year ended December 31, 2007.

Acquisition of Bautino Land Development LLP

On January 15, 2007, the Company acquired the remaining fifty percent of Bautino Land Development LLP,
thus gaining 100% ownership in the subsidiary. Cash consideration of USD 1,500 thousand was paid. The
book value of the net assets of Bautino Land Development LLP at this date was USD 13 thousand, and the
book value of the additional interest acquired was USD 6 thousand. The difference of USD 1,494 thousand
between the consideration and the book value of the interest acquired, has been recognized as goodwill,
which was adjusted to reflect exchange rate changes amounting to USD 80 thousand, and totalled USD 1,574
thousand for the year ended December 31, 2007. Assets of Bautino Land Development LLP were transferred to
Bautino Development Company LLP on January 22, 2008. On September 1, 2008 the directors of the Chagala
Group Limited resolved that subsidiaries of the Company that are inactive and have no assets - Bautino Land
Development LLP between them - be liquidated. The Company thus tested goodwill and in results the goodwill
in total amount of US$ 1,574 thousand was impaired in 2008 (Note 8).

5. SEGMENT INFORMATION

The Group's primary reporting format is business segments. Since the Group operates only in Kazakhstan there is
no other geographic segment. The operating businesses are organised and managed separately according to the
nature of products and services provided, with each segment representing a strategic business unit that offers
different products and serves different markets.

Primary Reporting Format - Business Segments

The Group is organized into two main business segments: room and rent operations and food and beverages
operations.

Segment revenue, segment expenses and segment results include transfers between business segments. These
transfers are eliminated on consolidation.
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Unallocated costs represent corporate expenses. Segment assets consist primarily of premises and equipment,
intangible assets, inventories, receivables and operating cash, and mainly exclude investments. Segment liabilities
comprise operating liabilities and exclude items such as taxation and certain corporate borrowings. Capital
expenditure comprises additions to premises and equipment. Impairment loss relates only to those charges made
against allocated assets.

Transfer prices between operating segments are on an arm’s length basis in a manner similar to transactions with
third parties.

The following table presents revenue and profit regarding the Group’s business segments:

Year ended Room and Food and  Eliminations Total
December 31, 2008 rent beverages operations
In thousands of US$

REVENUE

Sales to external customers 18,752 7,983 - 26,735
Inter-segment sales 2,050 690 (2,740) -
Total revenue 20,802 8,673 (2,740) 26,735
RESULTS

Segment results 3,062 1,312 - 4,374
Unallocated corporate expenses (5,285)
Finance income 333
Finance cost (338)
Profit before taxation (916)
Income tax expense 1,483
Profit for the year 567
OTHER SEGMENT INFORMATION

Capital expenditures: premises and equipment 13,228 5,669 - 18,897
Depreciation and amortization (2,708) (1,161) - (3,869)
Impairment of premises and equipment and

goodwill (2,728) (1,169) - (3,897)
N

Ll |
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Year ended Room and Food and Eliminations Total

December 31, 2007 rent beverages operations
In thousands of US$

REVENUE

Sales to external customers 12,908 4,412 4,753 22,073
Inter-segment sales 3,565 1,188 (4,753) -
Total revenue 16,473 5,600 - 22,073
RESULTS

Segment results 6,602 2,264 8,866
Unallocated corporate expenses (5,785)
Finance cost, net (971)
Profit before taxation 2,110
Income tax expense (1,339)
Profit for the year 77

OTHER SEGMENT INFORMATION

Capital expenditures: premises and equipment 16,818 - - 16,818
Depreciation and amotization (1,791) (597) - (2,388)
Recovery of premises and equipment (81) - - (81)

The following table presents certain asset and liability information regarding the Group's business segments:

As at December 31 2008 2007
In thousands of US$

ASSETS

Segment assets

Room and rent 99,771 97,508
Food and beverages 42,759 32,503
Unallocated assets 18,872 34,369
Total assets 161,402 164,380

[ )
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LIABILITIES

Segment liabilities
Room and rent

Food and beverages
Unallocated liabilities
Total liabilities

6. PREMISES AND EQUIPMENT

Premises and equipment and related accumulated depreciation consist of the following:

2008

In thousands of US $

Net carrying amount at January 1
Additions

Acquisition of subsidiary
Revaluations

Revaluation decrease of premises and
equipment

Impairment

Disposals

Transfers

Depreciation charge for the year
Depreciation on disposals

Net exchange difference

Net carrying amount at December 31
At revalued amount

Accumulated depreciation and
impairment

Net carrying amount at December 31

Land

46,885
52

97
1,274

(23,302)

3,206

(182)
28,030
28,030

28,030

Buildings

54,677
413
2,179
13,641

(5,842)
(2)

960
(1,475)
(221)
64,330
72,481

(8,151)
64,330

Furniture and
Equipment

10,105
792
335

(1,539)
129
(2,199)
625
(43)
8,205
14,787

(6,582)
8,205

11,751
5,036
4,197
20,984

Capital Work-
in-Progress

12,235
15,029

(984)

(4,295)

(27)
21,958
21,958

21,958

14,479
4,826
4,986

24,291

Total

123,902
16,286
2,611
14,915

(29,144)
(984)
(1,541)
(3,674)
625
(473)
122,523
137,256

(14,733)
122,523

USD 984 thousand of impairment loss represented the write down of certain capital work-in-progress to the
recoverable amount. The recoverable amount was based on value in use and was determined at the level of
the cash generating unit. The cash-generating unit consisted of the assets of Aktau Development Company,
a subsidiary of the Company. In determining value in use for the cash-generating unit, the cash flows were
discounted at a rate of 10.1% on a pre-tax basis.
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In total, the Group recognized an impairment loss of USD 3,897 thousand (including goodwill impairment in the
amount of US$ 1,574 thousand — Note 8) to reduce the carrying amount of the assets to the fair value less costs
to sell. This was recognized in the income statement.

Also revaluation decrease of property plant and equipment includes impairment of land of Chagala Zere-Malls
LLP in the amount of US$ 1,339 thousand, which was reflected in the income statement.

Furniture and  Capital Work-

2007 Land  Buildings Equipment in-Progress Total
In thousands of US $

Net carrying amount at January 1 20,618 37,203 8,566 14,449 80,836
Additions 7,070 2,292 2,330 1,817 13,509
Acquisition of subsidiary 2,123 - - 1,089 3,212
Revaluations 17,226 8,732 - - 25,958
Revaluation decrease of premises and

equipment (1,219) (15) - - (1,234)
Impairment (81) - - - (81)
Disposals - (381) (335) - (716)
Transfers - 5,925 - (5,925) -
Depreciation charge for the year = (1,200) (1,081) - (2,281)
Depreciation on disposals - 49 148 - 197
Net exchange difference 1,148 2,072 477 805 4,502
Net carrying amount at December 31 46,885 54,677 10,105 12,235 123,902
At revalued amount 46,885 61,353 15,113 12,235 135,586
Accumulated depreciation and

impairment - (6,676) (5,008) - (11,684)
Net carrying amount at December 31 46,885 54,677 10,105 12,235 123,902

Revaluation of Premises and Equipment

The Group engaged independent Appraisers at December 31, 2008 and 2007 to determine the fair value of its
land and buildings.

If the land and buildings were presented using the cost model, the carrying amounts would be as follows:

2008 Land Buildings Total

In thousands of US $

At cost 12,155 44,982 57,137

Accumulated depreciation and impairment - (5,801) (5,801)

Net carrying amount at December 31 12,155 39,181 51,336
[ )
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2007

In thousands of US $

At cost

Accumulated depreciation and impairment
Net carrying amount at December 31

Capital work-in progress
In thousands of US $

Land Buildings Total

12,006 41,433 53,439
- (4,901) (4,901)
12,006 36,532 48,538

Net carrying amount at December 31, 2008

Bautino RCP Camp Phase 1 1,054
Bautino Hotel Phase 3 3,068
Aktau Chagala Hotel 3,802
Aktau Caspian Star (Apartments & Offices) 384
Uralsk Apartments Phase 1 1,083
Caspi - Masterplan 4,469
Caspi - Ural Residence Buildings 3,598
Caspi - Sport and Leisure Park 404
Caspi - Camp (office, canteen, dormitory) 2,934
CZM - Shopping Malls 1,094
OTHER 68
TOTAL 21,958
7. LONG TERM PREPAYMENTS

Long-term prepayments for the year ended December 31is as follows:

in thousands of US $ 2008 2007
Prepayments for construction materials and services 11,645 -
Prepayments for equipment 45

Other 178

11,868 =

e 0
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8. GOODWILL

The movement of goodwill for the year ended December 31is as follows:

in thousands of US $ 2008
Cost:

At January 1 3,938
Additions 337
Impairment (1,574)
Translation difference 7
At December 31 2,708
Carrying amount:

At January 1 3,938
At December 31 2,708

The carrying amount of goodwill allocated to each of the cash-generating units is as follows:

In thousands of US$ 2008
Bautino Development Company LLP 1,985
Bautino Land Development LLP -
Bayan Limited LLP 338
Chagala Zere Malls LLP 48
Chagala Aksai LLP 337

2,708

2007

320
3,434

184
3,938

320
3,938

2007
1,978
1,574
338
48

3,938

The recoverable amount of the cash-generating units has been determined based on a value in use calculation
using cash flow projections of the Group covering 5-year period. The pre-tax discount rate applied to cash flow

projections is 10.1%.

Key assumptions used in value in use calculations

Key assumptions on which management has based its determination of value in use include average room

occupancy rates, capital expenditure, growth rates and discount rates. Any significant future changes in the
market and competitive environments could have an adverse effect on the value of the cash-generating units.
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9. INVENTORIES

Inventories consisted of the following at December 31:

In thousands of US $ 2008 2007

Materials 325 699

Spare parts 394 338

Food and beverages 380

Restaurant and kitchen supplies 343

Housekeeping goods 587

Other 936 17
2,965 1,154

10.  TRADE ACCOUNTS RECEIVABLE

Trade accounts receivable comprised the following at December 31:

In thousands of US $ 2008 2007
Trade receivables 6,950 4,251
Allowance for doubtful debts (220) (91)

6,730 4,160

The Group's trade accounts receivable are denominated in US Dollars. At December 31, 2008 the largest
trade accounts receivable, AGIP KCO, represented 74% (at December 31, 2007: 66% ) of total trade accounts
receivable.

The movements in the allowance for doubtful debts were as follows for the years ended December 31:

In thousands of US $ 2008 2007
Allowance for doubtful debts at the beginning of the year (91) (45)
Charge for the year (220) (92)
Write-offs 91 46
(220) (91)

LN
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As at December 31, the ageing analysis of trade accounts receivable is as follows:

Neither Past due but not impaired
past
due nor 120-360
In thousands of US $ Total impaired  <30days 30-90days 90-120 days days >360 days
2008 6,730 5,202 595 705 130 16 82
2007 4,160 4,160 - - - - -
1. PREPAYMENTS AND OTHER RECEIVABLES
Prepayments and other receivables comprised the following:
In thousands of US $ 2008 2007
VAT recoverable 2,559 1,919
Other taxes prepaid 143 762
Advances paid to suppliers 718 751
IPO costs 475
Other 94 466
3,514 4,373
Allowance for doubtful debts (219) (47)
3,295 4,326
At December 31, prepayments and other receivables net of allowances were denominated in the following
currencies:
In thousands of US $ 2008 2007
Tenge 2,093 3,851
US dollars 1,125 475
EURO 54 -
GBP 23 -
3,295 4,326
@ o
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12. CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprised the following at December 31:

In thousands of US $ 2008 2007
Short-term deposits 5,490 20,493
Cash in current bank accounts 2,657 2,889
Cash on hand 58 324

8,205 23,706

Cash in current bank accounts does not earn interest. Short-term deposits are made for varying periods of
between one day and three months, depending on the immediate cash requirements of the Group, and earn
interest at the rate from 2.2% t0 5.5% per annum (2007: from 4.3% t0 5.0% per annum).

At December 31 cash and cash equivalents were denominated in the following currencies:

In thousands of US $ 2008 2007
US dollars 5,733 18,189
Tenge 2,466 5,517
Other currencies 6

8,205 23,706

13. SHARE CAPITAL AND RESERVES

At December 31, 2008 and 2007, the authorised, issued and fully paid shares of the Group consist of the
following:

Authorised share capital

On January 17, 2007, the authorised share capital was increased to USD 20,000 thousand (2006: US $ 10,000) by
the creation of 100,000,000 ordinary shares of USD 0.10 each.

Ordinary shares issued and fully paid

In thousands of US$

At January 1, 2007 and 2006 4,903
Issued on February 27, 2007 for cash 3,600
At December 31, 2007 and 2008 8,503

On February 27, 2007, immediately following the IPO on the London Stock Exchange (Note 1), the issued share
capital of the Group increased to USD 8,503 thousand comprising 85,027,302 shares of USD 0.10 each.
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Revaluation Reserve

The asset revaluation reserve is used to record increases in the fair value of land, premises and equipment and
decreases to the extent that such decrease relates to an increase on the same asset previously recognized in equity.

Foreign currency translation reserve

The foreign currency translation reserve is used to record exchange differences arising from the translation of the

consolidated financial statements to presentation currency.

Earnings Per Share

Basic earnings per share are calculated by dividing the net income attributable to ordinary shareholders by the

weighted average number of ordinary shares outstanding during the year.

Diluted earnings per share are calculated by dividing the net income attributable to ordinary shareholders by the
weighted average number of ordinary shares outstanding during the year plus the weighted average number of
ordinary shares that would be issued on the conversion of all the dilutive potential ordinary shares into ordinary shares.

Weighted average number of ordinary shares outstanding (thousands)
Effect of dilution
Share options (thousands)

Weighted average number of ordinary shares outstanding adjusted for the effect
of dilution (thousands)

Profit for the year attributable to equity holders of the parent (in thousand US
Dollars)

Basic and diluted earnings per share, US Dollars

14. LONG-TERM BORROWINGS

Interest-bearing loans and borrowings comprised the following at December 31:

In thousands of US $

Interest-bearing loans and borrowings

Fixed borrowings

Weighted average interest rate
Non-Interest-bearing loans and borrowings
AGIP loan

2008
79,027

145
79,172

1171

0.01

2008

7,654
8.5%

308

2007
79,027

145
79,160

951

0.01

2007

977
11.5%

333
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At December 312008 all loans and borrowings were denominated in US dollars.
Interest-bearing loans and borrowings are repayable as follows:

In thousands of US $

Current portion

Maturity between 1and 2 years
Maturity between 2 and 5 years
Maturity over 5 years
Long-term portion

2008
569
849

4,562

2,551

7,962

2007
977
333

333

The Group entered into credit facility agreement with HSBC Bank Kazakhstan and Raiffeisen Zentralbank
Osterreich AG. As at 31 December 2008 the credit amount received is US$ 7,654 thousand out of total credit

facility.

The total amount of credit facility is US$ 53,500 thousand and is secured as following:

+ Pledge over bank accounts of the all subsidiaries being obligors registered with related authority of the

Republic of Kazakhstan;

+ Pledge of shares of Chagala Group Limited in all subsidiaries being obligors;

Legal mortgages over immovable properties in favour of HSBC Bank Kazakhstan registered with
related authority of the Republic of Kazakhstan as per schedule below (none of the properties were

mortgaged in 2007):

Value as at
Pledged Property Company 31 December 2008
In thousands of US $
Land plot 0.7301 ha ADC 1,176
Chagala Hotel building, phase 1 & 2 BDC 7,176
Land plot 4.8 ha RCP Camp BDC 1,074
Land plot and Hotel building assembled Bayan Ltd. 2,634
Land plots in Atyrau (0.131 ha, 10.618 ha, 0.1666 ha, 1.254 ha, 0.1 ha) Caspi Ltd. 14,014
Apartments in Atyrau (231 residential apartments in 5 buildings) Caspi Ltd. 20,880
Office building 1, 2 and 3 (4488.01, 2891.1and 2903.4 sq.m) Caspi Ltd. 17,256
Chagala Hotel buildings Caspi Ltd. 1,495
Office and administrative buildings Caspi Ltd. 4,328
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Restaurants La Cabana, Petrovski, Irish Pub Caspi Ltd. 2,720
Other buildings Caspi Ltd. 2,718
TOTAL 75,471

15. TRADE ACCOUNTS PAYABLE

As at December 31, trade accounts payable consisted of the following:

In thousands of US $ 2008 2007
Supplies 1,555 1,536
Construction services 3,419 452

4,974 1,988

Trade accounts payables are non-interest bearing and are normally settled on 30-day terms. The majority of trade
accounts payables are KZT denominated.

16.  TAXES PAYABLE

As at December 31, current taxes payable consisted of the following:

In thousands of US $ 2008 2007
Corporate income tax 183 -
VAT 2 466
Property tax 14 78
Withholding tax payable in respect of import contracts - 76
Other taxes 247 10

446 630

17. ADVANCES FROM CUSTOMERS

As at December 31, advances from customers consisted of the following:

In thousands of US $ 2008 2007
Rent services — US Dollars - 480
Room services — Tenge 39 42
39 522

[ )
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As at December 31, 2008 the largest portion of advances for rent represents advances received from Baker
Hughes Services which accounted for 83% of total advances received. In 2007 the largest portion was taken by

AGIP KCO, being 74%.

18.  SALARIES AND EMPLOYEE BENEFITS

Salaries and employee benefits for the year ended December 31 comprised the following:

In thousands of US$

Payroll and related taxes
Bonuses and other benefits

19. INCOME TAX

In thousands of US$
Current income tax expense
Deferred income tax (benefit) / expense
Less: Deferred tax recognized directly in equity
Effect of translation to presentation currency recognized in equity
Income tax (benefit) / expense

2008
7,534
1,774
9,308

2008
1,708
(12,500)
9,309

(1,483)

2007
5,631
1,937
7,568

2007
751
8,574
(7.417)
(569)
1,339

(Loss) / Income before taxation for financial reporting purposes is reconciled to tax expense as follows:

In thousands of US$

2008 2007
(Loss) / Income before taxation (916) 2,110
Theoretical tax charge at statutory rate of 30% (275) 633
Tax effect of items which are not deductible or assessable for taxation purposes:
Statutory tax rate change effect (1,534) -
Non-deductible expenses of the Parent (468) 303
Goodwill impairment 472 -
Interest expenses = 213
Other non-deductible expenses 322 190
Income tax (benefit) / expense (1,483) 1,339
Ll |
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Movements in deferred tax balances were as follows:

Recognized in
Recognized in Consolidated ~ Consolidated Statement

Statement of income of changes in equity
Statutory Origination  Statutory
tax rate and reversal tax rate Deferred
December change of temporary change taxdueto  December
In thousands of US$ 31, 2007 effect differences effect revaluation 31,2008
Tax effects of
deductible / (taxable)
temporary differences:
Premises and equipment
and Capital work-in-
progress (18,729) 1,871 753 5,442 3,867 (6,796)
Other 136 (337) 904 = = 703
Tax effect of temporary
differences (18,593) 1,534 1,657 5,442 3,867 (6,093)

As at December 31, 2008, a deferred tax asset of US$ 348 thousand has been recorded in respect of the
impairment and revaluation decreases of certain premises and equipment as Management believes it is probable
that sufficient taxable profit will be available to offset the deductible temporary differences to which the assets
relate (2007: US$ 151 thousand).

In the context of the Group's current structure, tax losses and current tax assets of the different companies may
not be set off against current tax liabilities and taxable profits of other companies and, accordingly, taxes may
accrue even where there is a consolidated net tax loss. Therefore, deferred tax assets of one company of the
Group are not offset against the deferred tax liabilities of another company.

On January 1, 2009 a new tax code became effective in the Republic of Kazakhstan, which resulted in the
corporate income tax rate being reduced to 2009: 20%, 2010: 17.5% and 2011: 15% (2008: 30% ). This decrease
in the corporate income tax rate has resulted in a decrease in the deferred tax liability in the amount of USD 6,976
thousand.

20.  BALANCES AND TRANSACTIONS WITH RELATED PARTIES

In accordance with IAS 24 “Related Party Disclosures”, parties are considered to be related if one party has
the ability to control the other party or exercise significant influence over the other party in making financial
or operational decisions. In considering each possible related party relationship, attention is directed to the
substance of the relationship, not merely the legal form.
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Related parties may enter into transactions which unrelated parties might not, and transactions between related
parties may not be effected on the same terms, conditions and amounts as transactions between unrelated
parties.

During the year ended December 31, 2008 the Group entered into transactions with related parties. Those
transactions along with related balances at December 31, 2008 and 2007 for the period then ended are presented
in the following table:

Balance Sheet

In thousands of US$ At December 31,2008 At December 31, 2007

Shareholders

Amounts due to related parties, including loans - 57

Other entities under control of shareholders

Amounts due from related parties, including loans 1,479 2,306

Allowance for doubtful accounts (838) =
641 2,306

Amounts due to related parties - 426

Statement of income

In thousands of US$ 2008 2007
Other entities under control of shareholders

Sales to related parties 44 72

Key Management Personnel

In thousands of US$ 2008 2007
Remuneration and compensation paid 517 328
Share-based payments (Note 13) - 301
Bonuses and other benefits paid - 14

Interest free short-term loans and advances provided to key
management personnel 17 23

Key management personnel comprise members of the Management Board and Board of Directors of the Group,
totaling five persons as at December 31, 2008 (2007: 5). The total compensation to key management personnel is
included in general and administrative expenses in the consolidated statement of income.

75 Financial Review Annual Report 2008 Ll



Terms and conditions of transactions with related parties

The Group provides a 30% discount on hotel services to related parties. Outstanding balances at year-end are
interest free and settlement occurs via bank transfer. There were no guarantees provided for any related party
payable. However, the Group holds as guarantee for its receivables from ANM collateral in the form of shares.
For the year ended December 31, 2008 the Group has recorded a bad debt provision on receivables due from
related parties for USD 838 thousand (2007: nil). This assessment is undertaken each financial year through
examining the financial position of the related party and the market in which the related party operates.

21. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT
OBJECTIVES AND POLICIES

The Group's principal financial instruments consist of cash and short-term deposits as well as accounts receivable
and accounts payable. The main risks arising from the Group’s financial instruments are foreign currency risk and
credit risk; with reference to foreign currency risk this is mitigated by having over 50% of the Group’s income
generating contracts denominated in US$. The Group further monitors the market risk and liquidity risk arising
from all financial instruments.

Currency risk

As a result of accounts receivable, cash and cash equivalents, accounts payable and loans and borrowings
denominated in US Dollars, the Group’s consolidated balance sheet can be affected significantly by movement in
the US Dollar / Tenge exchange rate.

The following table demonstrates the sensitivity to a reasonably possible change in the US Dollar exchange rate,
with all the variables held constant, of the Group's profit before income tax (due to changes in the fair value of
monetary assets and liabilities).

2008 2007
Increase / Effect on profit Increase / Effect on profit
decreasein before tax decrease in before tax

In thousands of US $ exchange rate exchange rate
US Dollar +25% 2,315 +5% 1,157
US Dollar +40% 3,307 -5% (1,279)

Credit risk

The Group trades only with recognized, creditworthy third parties. In addition, receivable balances are monitored
on an ongoing basis with the result that the Group’s exposure to bad debts is not significant. The maximum
exposure is the carrying amount as disclosed in Note 9.
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With respect to credit risk arising from the other financial assets of the Group, which comprise cash and cash
equivalents and other financial assets, the Group’s exposure to credit risk arises from default of the counterparty,
with a maximum exposure equal to the carrying amount of these instruments.

Liquidity risk

The table below summarises the maturity profile of the Group’s financial liabilities at December 31, based on
contractual undiscounted payments.

On demand Due later Due later Due later Due after Total
thanone  than three than one five years
month but months but year but
not later not later not later
than three than one than five
In thousands of US $ months year years
As of December 31, 2008
Loans and borrowings 518 283 429 8,838 750 10,818
Trade accounts payable 4,867 - 107 - - 4,974
Other payables and 901 - - - - 901
accruals
6,286 283 536 8,838 750 16,693
As of December 31, 2007
Loans and borrowings - 348 694 371 - 1,413
Trade accounts payable 1,948 40 - - - 1,988
Due to related parties 483 - - - - 483
Other payables and 765 - - - - 765
accruals
3,196 388 694 371 - 4,649

Cash flow risk

Cash flow risk is the risk that future cash flows associated with a monetary financial instrument will fluctuate in
amount.

Cash flow requirements are monitored on a regular basis and management ensures that sufficient funds are
available to meet any commitments as they arise. The management of the Group believes that any possible
fluctuations of future cash flows associated with a monetary financial instrument will not have material impact
on the Group's operations.
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Capital management

The primary objective of the Group’s capital management is to ensure that it maintains a strong credit rating and
healthy capital ratios in order to support its business and maximise shareholder value.

The Group manages its capital structure and makes adjustments to it, in light of changes in economic conditions,

to maintain the target capital structure.

The Group monitors capital using a debt-to-equity ratio, which is net debt divided by total capital. The Group’s
policy is to keep the ratio not greater than 1.0. The Group includes within net debt long-term borrowings and
trade accounts payable. Capital includes equity attributable to the equity holders of the Group.

The debt-to-equity ratio at the year end was as follows::

In thousands of US$

Loans and borrowings
Trade accounts payable
Net debt

Equity

Debt-to-equity ratio

2008 2007
8,531 1,310
4,974 1,988
13,505 3,298
140,418 140,089
0.10 0.02

The Group repaid its long-term borrowings from IPO proceeds (Note 13) and increased its equity through IPO,
which led to a significant decline in the debt-to-equity ratio.

Fair Values

Set out below is a comparison by category of carrying amounts and fair values of all of the Group’s financial

instruments:
Carrying amount Fair value
In thousands of US $ 2008 2007 2008 2007
Financial assets
Cash and cash equivalents 8,205 23,706 8,205 23,706
Trade accounts receivable 6,730 4,635 6,730 4,635
Financial liabilities
Loans and borrowings 8,531 1,310 8,531 1,310
Trade accounts payable 4,974 1,988 4,974 1,988
Other current liabilities 1,347 2,216 1,347 2,216
[ )
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22.  CONTINGENT COMMITMENTS AND OPERATING RISKS

Operating environment

Republic of Kazakhstan continues economic reforms and development of its legal, tax and regulatory
frameworks as required by a market economy. The future stability of the Kazakhstan economy is largely
dependent upon these reforms and developments and the effectiveness of economic, financial and
monetary measures undertaken by the Government.

The Kazakhstan economy is vulnerable to market downturns and economic slowdowns elsewhere in the
world. The ongoing global financial crisis has resulted in capital markets instability, significant deterioration
of liquidity in the banking sector, and tighter credit conditions within Kazakhstan. While the Kazakhstan
Government has introduced a range of stabilization measures aimed at providing liquidity and supporting
debt refinancing for Kazakhstan banks and companies, there continues to be uncertainty regarding the
access to capital and cost of capital for the Group and its counterparties, which could affect the Group'’s
financial position, results of operations and business prospects. The Group’s operations and financial
position will continue to be affected by Kazakhstan political developments including the application of
existing and future legislation and tax regulations. The market volatility in the real estate sector may
significantly decrease or increase the carrying values of premises and equipment in the future, however the
Group is somewhat protected as a result of its focus on the oil and gas sector involving long term leases.

While management believes it is taking appropriate measures to support the sustainability of the Group’s
business in the current circumstances, unexpected further deterioration in the areas described above could
negatively affect the Group's results and financial position in @ manner not currently determinable. However
these consolidated financial statements reflect management’s assessment of the impact of the Kazakhstan
business environment on the operations and the financial position of the Group. The future business
environment may differ from management’s assessment.

Legal Proceedings

In the opinion of Management, there are no current legal proceedings or other claims outstanding, which
could have a material effect on the result of operations or financial position of the Group and which have
not been accrued or disclosed in these consolidated financial statements.

Taxation

Tax legislation and regulations of Republic of Kazakhstan are subject to ongoing changes and varying
interpretations. Instances of inconsistent opinions between local, regional and national tax authorities are
not unusual. The current regime of penalties and interest related to reported and discovered violations of
Kazakhstan's tax laws are severe. Penalties are generally 50% of the taxes additionally assessed and interest
is assessed at 20% per annum. As a result, penalties and interest can amount to multiples of any unreported
taxes. Fiscal periods remain open to review by tax authorities for five calendar years preceding the year

of review. Under certain circumstances reviews may cover longer periods. Because of the uncertainties
associated with the Kazakhstan's tax system, the ultimate amount of taxes, penalties and interest, if any,
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may be in excess of the amount expensed to date and accrued at December 31, 2008. As at December 31,
2008 management believes that its interpretations of the relevant legislation is appropriate and that it is
probable that the Group’s tax position will be sustained.

Contractual Commitments and Guarantees

As at December 31, 2008 the Group had contractual commitments for the purchase premises and equipment
from the third parties for USD 16,935 thousand (2007: USD 151 thousand).

In thousands of US$ 2008 2007
Bautino Development Company - RCP Phase 1 7,815 70
Aktau Development Company - Chagala Hotel 3,516 51
Caspi Limited — Masterplan 2,120 -
Bayan Limited - Uralsk Apartments Phase 1 2,026 30
Caspi Limited - Ural Buildings 621 -
Bautino Development Company - Hotel Phase 3 404 -
Caspi Limited - Sport and Leisure Park 267 -
Caspi Limited - Garage for Medical Center 62 -
Bautino Development Company - RCP Phase 2 58 -
Chagala Aksai — Aksai Camp 46 -

16,935 151

23. SUBSEQUENT EVENTS
HSBC credit facility

On June 12, 2008 the Group entered into agreement of the first tranche of a loan facility with HSBC Bank
Kazakhstan and Raiffeisen Zentralbank Osterreich AG. The second and third drawdown in the total amount
of USD 5,345 thousand from total credit facility USD 53,500 thousand was drawn by the Group in January
and February 2009.

The credit facility when fully received will increase the debt-to-equity ratio from 0.1 as at December 31,
2008 to 0.35 upon receipt of this loan facility.

Currency devaluation

In the beginning of 2009 KZT was devalued to major currencies. At the date these consolidated financial
statements have been authorized for issue, the official exchange rate of KZT to US Dollar as set by the
National Bank of Kazakhstan comprised 150 KZT /1 USD, which constitutes a 25% reduction in the value of
KZT to the US Dollar since December 31, 2008.
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Taxation

New tax code regulation in place since 1January 2009, corporate income tax decreased to 20% (in 2008:
30%).

VAT decreased to 12% (in 2008: 13%).

VAT returns from state in cash became possible (in 2008 possible only off-set against VAT payables), return
is subject to fulfillment of special conditions.

Acquisition

Chagala Group Limited has acquired remaining 49.9% share in Chagala Zere Malls LLP and became the sole
shareholder of Chagala Zere Malls LLP.

Minority shareholder Zere Limited, a real estate developer in the provincial cities of Kazakhstan, has been
affected by the economic down-turn and is unable to continue supporting the operations of Chagala
Zere Malls LLP. To secure the cash that was left in the company along with plans and designs for the 2
proposed centres in Ust-Kamenogorsk and Atyrau, Chagala Group Limited acquired Zere's shares through
a combination of cash amounting to US$ 300 thousand and selling the land in Ust- Kamenogorsk to Zere
Limited at a discounted value.

Operations
Chagala Group Limited opened the first phase of “Chagala Aksai Camp" in March 2009.

The camp style facility, which has undergone a major refurbishment, is made up of 150 rooms (5 modules
of 30 rooms each) and a bar and restaurant. It is located in Aksai, the town that supports the giant
Karachaganak oil and gas field. The first phase, which opened in March 2009, consists of 95 rooms (84
bedrooms and 11 apartments). The second phase of development that will bring on line another 55 rooms
and a catering facility is expected to be operational in the second part of the year 2009.

Shareholders

In January and February 2009, Directors of the Group Mr. Mark Lockwood and Mr. Tim Abson acquired
227,289 and 113,895 GDRs, respectively, in the open market. The free float decreased accordingly.
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