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--************************************************************ 
Eurasia TOP STORY 
--************************************************************ 
1. MTS may lose Uzbek licence  
bne 
June 26, 2012  
 
The Uzbekistan authorities have threatened to revoke the licence for the local 
subsidiary of Russian mobile company Mobile TeleSystems (MTS).  
 



According to reports in the Uzbek press, the State Communications Inspectorate may 
strip MTS-Uzbekistan of its licence after receiving alleged complaints from customers 
about its poor quality of service.  
 
MTS-Uzbekistan, which has around 9.5 customers, is also being investigated by the 
government after fraud allegations. And it has come under fire from government 
officials who say it does not have the necessary authorisation to use 48 mobile 
towers in Uzbekistan.  
 
Former director Bekhzod Akhmedov is belived to have fled the country after the 
fraud accusations surfaced.  
 
The news comes just six weeks after MTS achieved a breakthrough in another 
Central Asian country, when the company struck a deal to return to Turkmenistan. 
Its Turkmen subsidiary lost its licence in December 2010, but after MTS officials 
reached agreement with the Turkmen government services are due to be restored 
within the next two to five months.  
 
--************************************************************ 
2. Iranian ambassador returns to Azerbaijan  
bne 
June 26, 2012  
 
Iran has reinstated its ambassador to Azerbaijan, who was recalled from Baku in May 
2012 in protest against the hosting of the Eurovision Song Contest.  
 
Teheran said that Ambassador Mohammad Bagir Bahrami had been withdrawn for 
“consultations”.  
 
A row had erupted between the two countries after Teheran accused the Azerbaijan 
government of planning to hold a gay pageant around the Eurovision song contest, 
which took place in Baku on May 24-26.  
 
The incident followed several months of worsening relations between the 
neighbouring countries.  
 
Numerous arrests of people suspected to be linked to Iran’s Revolutionary Guards 
have been arrested in Azerbaijan this year. An Iranian journalists was also arrested 
in Azerbaijan for possession of drugs recently.  
 
Meanwhile, Iran claims that Azerbaijan helped Israeli special forces to assassinate 
Iranian nuclear scientists.  
 
--************************************************************ 
3. Afghan oil project goes ahead despite “interfering” from Uzbekistan  
bne 
June 26, 2012  
 
The first oil extraction project in Afghanistan’s Sar-e-Pul province was officially 
launched on June 24, despite what Afghan officials say were attempts to stop the 
project by neighbouring Uzbekistan.  
 



According to reports in the Afghan press, local security officials claim that 
Uzbekistan’s intelligence services have been “interfering” to try and stop oil 
extraction in the Amu Darya river basin since China’s National Petroleum Corporation 
was awarded the contract to develop the area in December 2011. 
 
Officials also claim that commanders under former warlord General Abdul Rashid 
Dostum, who is now a member of the Afghan opposition, may have been paid by 
Uzbekistan to try and prevent the project from going ahead.  
 
The Amu Darya is the largest river in Central Asia, and the main source of irrigation 
for Uzbekistan’s cotton fields. While over 70% of the river’s flow originates in 
Tajikistan, 14.6% is from Afghanistan and 8.5% from Uzbekistan.  
 
--************************************************************ 
4. Mongolia: Pre-Election Outlook on Mongolia (Frontier Securities) 
Frontier Securities  
June 26, 2012  
 
General Election in Mongolia will take place on June 28. The event will have big 
impact on capital markets as well. Below are the implications on the election.  
 
-          Difference between the major 2 parties: Democratic Party (Opposition) is 
right center party characterized by low taxes and support for production and industry 
aiming to creating comfortable middle class in Mongolia, while it could be implied 
that it views Mongolian People`s Party (the ruling party) as left center party 
characterized by higher taxes and more attention to social welfare.  
 
-          Resource nationalism: Both DP and MPP have resource nationalism oriented 
items in their election agenda. We believe that it is broadly bi-partisan and is to 
increase whichever party wins. 
 
-          Overall: we expect business as usual with the likely new Government and 
generally pragmatic approach to resolving various issues. On the other hand, we 
don't expect drastic changes in the new government policies. 
 
-          Challenges to New Government: according to the polls, interrelated trio of 
unemployment, standard of living\ poverty\ income difference and price increase\ 
Inflation continues to be major problems in Mongolia. Yet there is consistent lack of 
confidence by voters in ability of Government to solve these major problems for 
them. 
 
-          Odds are in DP's favor: it was suggesting a close election until Apr 2012 
result for the major parties, but DP has advanced by 10% more than the MPP and 
new MPRP-MNDP union has advanced to 15.9 from 6.3 as well in 2 months by 14 
June 2012. Odds are in DP's favor yet, but undecided voters have substantially 
declined. 
 
 
 
 
 
 
 



--************************************************************ 
Eurasia Kazakhstan 
--************************************************************ 
5. Fitch Rates Development Bank of Kazakhstan's  RM1.5bn Islamic Medium Term 
Note Programme 'BBB-(EXP)' 
Fitch Ratings 
June 26, 2012 
 
Fitch Ratings has assigned Development Bank of Kazakhstan's (DBK) forthcoming 
Islamic Medium Term Note (IMTN) Programme a 'BBB-(exp)' expected rating. 
 
The IMTN Programme expected rating is equalised with DBK's Long-term foreign-
currency Issuer Default Rating (IDR). Assignment of the final rating is contingent 
upon receipt of the final documentation from the issuer. Fitch notes, however, that 
issues under the Programme may not necessarily be assigned a rating and the issues 
may not necessarily be assigned the same ratings as the rating of the Programme. 
 
--************************************************************ 
6. Fitch Rates Kazakhstan Temir Zholy's Proposed Notes at 'BBB-(exp)' 
Fitch Ratings 
June 26, 2012 
 
Fitch Ratings has assigned Kazakhstan Temir Zholy Finance B.V.'s proposed notes an 
expected senior unsecured rating of 'BBB-(exp)'. The notes are guaranteed by 
Kazakhstan Temir Zholy (KTZ), the national railway company and its subsidiaries JSC 
Kaztemirtrans and JSC Locomotive. The final rating is contingent upon the receipt of 
final documentation conforming materially to information already received.  
 
--************************************************************ 
7. MIE may buy 51% in Sino Gas & Energy Ltd  
Visor Capital  
June 26, 2012  
 
Impact: NEGATIVE 
  
Facts/News. MIE Holdings Corp. yesterday halted its trading in Hong Kong ahead of 
transaction news. According to the Wall Street Journal citing unnamed source, MIE is 
about to complete deal for acquisition of 51% interest in a unit of Sino Gas & Energy 
Holdings Ltd. (SEH AU), which was also put on trading halt yesterday. According to 
the source, MIE will pay US$10m in cash for the initial interest and will provide 
further funding of US$90m. 
  
Sino Gas & Energy Holdings operates two gas PSCs in China - Linxing and Sanjiaobei 
with ca. 65% and 49% stake in the projects, respectively. Sino expects to start initial 
trial production in 4Q2012, with plans to achieve 3.5mscf/day exit rate by YE2012. 
The Company reports 2P reserves of 22bcf (ca. 6.4bcf attributed to MIE if it acquires 
51%), and 2C contingent resources of 1.8Tcf. 2012 work programme consists of 21 
new wells with US$25m capex budget. 
  
Analysis. MIE last week announced signing of a credit facility agreement with 
Chinese Minsheng Bank for US$80m to be used for its Kazakh asset funding, and 
furthermore announced that conditional upon further negotiations, it may access 
debt facility for up to US$170m. If MIE is to sign the deal with Sino and to take 



additional US$100m debt, its 2012F debt to equity ratio would rise from 75% 
(considering US$80m debt from Minsheng) to 90%. Sino’s gas projects have no 
identified production and operational patterns at present, expected to rump-up in 
2013-2014. Therefore, at this stage it is hard to value the expected acquisition, 
being an early stage appraisal project. 
  
Valuation/Conclusion. As the potential acquisition represents a project requiring 
significant investments, whilst its production expected to rump-up only towards the 
end of 2013, we expect some negative share impact. MIE is traded on US$4.3/bbl of 
2P reserves, which is above its peers average multiple of US$3.3/bbl. We maintain 
our TP of HKD2.80/sh and BUY rating. 
  
Zhanar Nazkhanova 
Dominic Lewenz 
  
--************************************************************ 
8. Passerby Killed in Kazakh Border Guard Shooting 
RIA Novosti 
June 26, 2012  
 
A passerby was killed when a Kazakh border guard officer had to use his gun to fight 
off an attack by hooligans, Tengrinews reported on Monday. 
  
The incident took place in a town near the Uzbek border when five unknown men 
arrived at the Yntymak border post in a car. They attacked the lieutenant for no 
apparent reason and tried to drag him into their car, threatening him with a pistol. 
  
The officer fired a warning shot into the air and then fired at the car wheels.  
The attackers fled the scene, abandoning the car. 
 
The officer was injured. 
 
Tengrinews did not say when the incident took place. 
 
 
--************************************************************ 
On the website today 
--************************************************************ 
9. Gorillas in the Tatra mist 
Tom Nicholson in Bratislava  
June 26, 2012 
 
When a Bratislava district court judge became the first to ban a book in Slovakia's 
post-Communist history last February, he was playing with fire. "Gorilla", as the 
book was known, promised to take readers behind the scenes of a massive political 
corruption scandal that was then roiling pre-election waters. But Judge Branislav Kral 
– even though he had never read the book, nor talked to anyone who had – decided 
its content violated the right of a local corporate raider, Jaroslav Hascak, to 
protection from attacks on his good name.  
 
The decision outraged voters who had been counting on the book to provide crucial 
details of the Gorilla corruption scandal – a secret service surveillance file 
codenamed "Gorilla" that comprises transcripts of a dozen incriminating chats and 



was leaked onto the internet before Christmas last year – and whether the Slovak 
secret service had really caught Hascak and top politicians in a bugged Bratislava flat 
discussing the rigging of privatisation sales in 2006 for millions of euros in kickbacks. 
The key to fixing such tenders, the financier could be found on the file discussing 
with one top state official, was to find out ahead of time what the competition is 
offering, by inflating the sealed envelopes containing the bids and inserting a micro-
camera. "Then you just read the contents, line by line." The risk of discovery is 
small, the financier adds, "but if by some chance they find out, the results are fatal." 
He was clearly talking from experience - such skullduggery was indeed exposed at 
the privatisation agency where the state official works.  
 
Judge Kral was forced to hire a bodyguard following his decision over the book. "I 
asked for protection, I'm not going to say anything else about it," he revealed in an 
interview published a week after he granted Hascak the preliminary injunction.  
 
http://www.bne.eu/storyf3735/Gorillas_in_the_Tatra_mist  
 
--************************************************************ 
10. Polish privatization plan hit by postponement of PHN IPO 
Tim Gosling in Prague  
June 25, 2012 
 
Warsaw insists that it will maintain ambitious targets for revenue from privatization 
in 2012-13 despite the deepening crisis, but things are not going well. The latest 
hiccup is the cancellation of the planned IPO of real estate holding PHN on June 22.  
 
The Treasury Ministry's announcement that it to put the float on hold due to 
"unfavorable market conditions" is worryingly reminiscent of a series of cancelled 
asset sales in the second half of 2011. Low investor interest saw planned sales of 
stakes in the country's biggest bank PKO and oil refiner Lotos - to name but two - 
shelved, although it still managed to raise PLN13bn across the year.  
 
However, 2012 has started badly, with Turkish Airlines pulling out of a deal for Lot 
Airlines earlier this month. The fact that PHN was one of the few company's to have 
a definite IPO plan announced is another factor for concern, and casts doubts over 
the PLN15bn (€3.5bn) that the government said it hopes to raise in 2012-13. At the 
same time, real estate is clearly not the most attractive sector currently, whilst 
reports suggest the market is wary of PHN, which was rapidly assembled to gather 
numerous state properties under one - complex- roof. The ministry insists that the 
IPO is still possible in the second half of the year, reports Reuters.  
 
http://www.bne.eu/storyf3736/Polish_privatization_plan_hit_by_postponement_of_P
HN_IPO  
 
 
 
 
 
 
 
 
 
 



--************************************************************ 
Eurasia Other Central Asia 
--************************************************************ 
11. Former Bishkek mayor charged with corruption  
bne 
June 26, 2012  
 
Nariman Tuleev, the former mayor of Kyrgyzstan’s capital Bishkek, has been charged 
with corruption. Prosecutors in Kyrgyzstan say that Tuleev was involved in a $1.4m 
bribery case, concerning the purchase of Chinese buses that were not needed in the 
capital. Tuleev was mayor of Bishkek under Kyrgyzstan’s former President 
Kurmanbek Bakiyev.  
 
--************************************************************ 
12. Wheat, fuel prices fall in Tajikistan  
bne 
June 26, 2012  
 
In May 2012, Tajikistan saw a continued fall in prices for wheat flour, which are now 
16% lower than a year ago mainly thanks to a record harvest in Kazakhstan in 2011.   
 
Fuel prices also dropped after Russia cut export duties for light fuel by 3% in May 
and 6% in June, according to a report from the World Food Programme.  
 
 
The situation across the country is considerably better than in 2011, when there 
were fears that soaring food prices could cause a humanitarian crisis.  
 
“Prices for wheat grain, locally produced wheat flour and vegetables will start to ease 
with the new harvest entering the country’s markets,” says the report.  
 
Fuel prices are expected to remain constant or decrease slightly.  
 
However, meat prices have increased in most parts of the country as supplies 
decreased due to higher prices for animal feed and growing transportation costs. In 
May 2012, meat prices were 18% higher than in May 2011 across the country. In 
Dushanbe, beef prices were 32% higher and mutton by 34% higher.  
 



 
 
 
 
--************************************************************ 
Eurasia Caucasus 
--************************************************************ 
13. Armenia needs fair presidential elections for development - Crisis Group  
bne 
June 26, 2012  
 
Armenia’s 2013 presidential elections must be free and fair if the country’s next 
president is to have the legitimacy to go ahead with comprehensive reforms, says a 
new report from the International Crisis Group.  
 
A strong political mandate would also allow the country’s leader to tackle corruption 
and negotiate a peaceful end to the Nagorno-Karabakh conflict, says the report, 
“Armenia: An Opportunity for Statesmanship”.  
 
The rule of Armenia’s current President, Serzh Sargsyan, was tainted from the outset 
when allegations of vote rigging in the 2008 election led to mass opposition protests 
that were harshly put down by police, resulting in ten deaths.  
 
Although Sargsyan made some “bold steps” early in his presidency, including an 
attempt to normalise relations with Turkey, “broader change has been slow”, says 
the report. 
 
“Another election perceived as seriously flawed would further distract from peace 
talks and severe economic problems... The likely consequences would then be even 
more citizens opting out of democratic politics, as well as increased emigration,” says 
Lawrence Sheets, the Crisis Group’s Caucasus project director.  
 



Although there were some positive signs in the May 2012 parliament elections, 
issues including abuse of administrative resources, bote buying and multiple voting 
were still present.  
 
“President Sargsyan has a window of opportunity, in advance of the 2013 elections, 
to demonstrate statesmanship and make Armenia a better place to live”, says Sabine 
Freizer, Crisis Group’s Europe programme director.  
 
“A failure to embrace both immediate and long-term structural reforms would neither 
capitalise on Armenia’s strengths nor make for a good presidential campaign 
strategy”.  
 
--************************************************************ 
14. Azerbaijan sees 27% rise in bank deposits 
APA-ECONOMICS 
June 26, 2012  
 
As of May 1, 2012, the volume of deposits placed at the existing credit institutions in 
Azerbaijan amounted to AZN 9,870.0 mln, up AZN 2,081.2 mln or 26.7% compared 
to last year, AZN 73.5 mln or 0.8% in April, 2012. 
 
AZN 4,338.8 mln or 44.0% in the structure of deposits made households deposits. 
The deposits increased by AZN 980.1 mln or 29.2% year-on-year, as well AZN 39.9 
mln or 0.9% in April. 
 
At the same time, as of May 1, the volume of legal entities’ deposits amounted to 
AZN 5,531.2 mln. This figure rose AZN 1,101.0 million or 24.9%, year-on-year, AZN 
33.7 mln or 0.6% in April, 2012. AZN 2,479.9 mln or 44.8% of deposits belonged to 
financial organizations, AZN 3,051.3 mln or 55.2% - non-financial organizations. 
 
--************************************************************ 
15. Georgia: 1Q12 real GDP increased 6.8% y/y 
BG Capital  
June 26, 2012  
 
GeoStat last week reported 1Q12 real GDP growth of 6.8% (up from 6.1% growth in 
1Q11). Nominal GDP reached GEL 5.7bn (+9% y/y), while GDP deflator grew only 
1.7% y/y in the first quarter. The key contributors to real GDP growth were 
manufacturing (growing 20% y/y in real terms), construction (+26% y/y) and trade 
sector (+6% y/y). 
 
--************************************************************ 
16. Georgia: Money market 
BG Capital  
June 26, 2012  
 
Last week, the National Bank of Georgia (NBG) issued 7-day refinancing loans in the 
amount of GEL 235.3mn with an average yield amounting 5.76% (down 28bps). NBG 
also sold 84-day, GEL 30mn Certificates of Deposits last week. The average yield was 
6.48% (up 9bps). 
 



As for the treasury debt, Ministry of Finance sold one-year T-bills in the amount of 
GEL 10mn with the yield ranging between 6.64-6.84%. Average yield equalled 
6.76% (up 4.9bps). The next five-year T-notes auction is planned for June 27. 
 
Last week, NBG also sold GEL 11mn, 724-day government bonds with the average 
yield totalling 6.89%. 
 
--************************************************************ 
17. Troubled loans increases by 30% in Azerbaijan 
APA-ECONOMICS 
june 26, 2012  
 
As of May 1, 2012, banking and credit organizations of Azerbaijan directed AZN 
10,463.3 mln-credit funds to development of economy, up 21.1% compared to last 
year. 
 
The State Statistical Committee says 34%% of credit investment was carried out by 
state, 63.3% - by private banks, 2.7% - by non-banking credit organizations. 71.5% 
(AZN 7,458.7 mln) of credits made by long-term loans, 28.5% (AZN 2,977.6 mln) – 
short-term loans and AZN 6.9% – overdue loans. 
 
Compared to last year, the volume of long-term loans soared AZN 28.7%, short-
term credits – 5.5%, overdue loans – 30%. 
 
 
--************************************************************ 
Other frontier markets 
--************************************************************ 
18. Mongolia: Preferred shares of Erdenes MGL to be issued to every citizen of 
Mongolia 
Frontier Securities  
June 26, 2012  
 
According to official website of Government of Mongolia on June 25, 
2012(http://open-government.mn/read-1478-.html) Cabinet Meeting has approved 
issuance of preferred shares of “Erdenes MGL” company to every citizen of Mongolia 
*       While Government of Mongolia has issued to every citizen of Mongolia 1072 
shares of “Erdenes Tavantolgoi” company, today’s Cabinet meeting has made historic 
decision to add and issue to every citizen preferred shares of “Erdenes MGL” 
company. 
*       Currently “Erdenes MGL” company has two daughter companies – “Erdenes 
MGL” and “Oyutolgoi” and three mining licenses of Shivee Ovoo thermal coal 
strategic deposit. Thus, according to this decision, opportunity is guaranteed for 
every citizen to receive for a lifetime dividends from all 15 strategic deposits 
*       In another words, the distinct feature of preferred share is that citizens of 
Mongolia will have an opportunity to get dividends even before Government of 
Mongolia and shareholders. 
*       Prime Minister of Mongolia has said that this action is concrete realization of 
Government policy to deliver to each citizen equal distribution of natural wealth. 
*       Erdenes MGL company has 100 million common shares and 3 million preferred 
shares. Every registered citizen without citizenship jurisdiction issue is to have right 
to own preferred share free of charge. 



*       However, it is prohibited by law to sell, trade, give as a gift, use a collateral or 
give as inheritance preferred shares. Right to own preferred shares finishes in case a 
specific person dies or ceases to be a citizen of Mongolia 
 
Dale Choi 
 
--************************************************************ 
19. Mongolia: Prospects of  Mongolian coal and ETT valuation 
Frontier Securities  
June 26, 2012  
 
Sector update 
 
Higher demand of Mongolian coal 
 
Mongolian has emerged as the natural supplier of metallurgical and thermal coal to 
China after Chinese structural shift to net importer in 2009. Chinese demand for 
Mongolian is anticipated to remain high in future due to sustained growth of Chinese 
steel production and discounted price of Mongolian coal. 
 
Decline in transportation cost and increased transportation capacity with the 
construction of new railroad 
 
Government of Mongolia has approved the construction of new railroad with MMC. 
MMC is to invest 400mn USD on this project; 
 
This project will significantly lower transportation cost by USD 8 to USD 9 per ton, 
while increasing transportation capacity over 30mpta for ETT and MMC 
 
Move toward selling washed product will create the room for margins 
 
Both MMC and ETT aim at selling washed product in future. MMC has already started 
selling final product last year whereas ETT is expected to produce washed coal from 
2014 
 
Minimum coal production cost in Mongolia to offset the negative impacts of 
anticipated decline in ASP  
 
Mongolian companies enjoy the lowest production cost due to thick coal bed and 
open pit mining. In addition, Mongolia supplies coal at a discounted price to China. 
Thus Mongolian coal will be least effected by decline in global coal prices. 
 
What's new in next 5-years plan? 
 
New investment law will be in place soon regardless what party wins the election, 
therefore, resource nationalization will continue after election, however, the degree 
will be somewhat soften; 
 
New investment law aims to win the trust of the citizens not to scare investors; we 
believe investment environment will improve after the election  
 
 
 



--************************************************************ 
20. SouthGobi provides negative update on its operations 
Visor Capital  
June 26, 2012  
 
Impact: NEGATIVE 
  
Facts/News. SouthGobi Resources yesterday published its operating update, saying 
that the Company’s performance continues to be effected by external factors like 
regulatory issues in Mongolia and deteriorating market conditions. Despite the 
Mineral Resources Authority of Mongolia announced a request to suspend the 
Company’s licences in April 2012, SouthGobi received no official notification and 
therefore there is no legal restriction to its operations. However, SouthGobi claims to 
be impacted by issues associated with the public announcement regarding its 
licenses. 
  
The Company’s current estimate for 2Q2012 coal sales is 200,000-300,000 tonnes. 
SouthGobi has curtailed its mining activity at Ovoot Tolgoi Mine during 2Q2012 to 
avoid building unsold coal inventory. SouthGobi currently estimates that total coal 
mined for 2Q2012 will be approximately 200,000 tonnes. As at the end of the 
quarter, operations will be entirely stopped. 
  
Analysis. Our FY2012 coal sales forecast for the Company is 7.0mt, whilst our 
realised price forecast is US$62.9/t. A 10% decrease in our coal sales assumption 
may lead to a 34% decrease in our 2012F EPS estimate, whilst a 10% decrease in 
our 2012F coal realised price forecast may cause a 71% decrease in our 2012F EPS 
estimate. We note that the Company may be unable to meet our coal sales forecast 
due to the announced developments. However, we believe that SouthGobi will 
manage to restore its operations in 2H2012 after the Mongolian parliamentary 
elections. We therefore do not change our forecasts for the Company at the moment. 
  
Valuation/Conclusion. The stock is currently trading at 2012F EV/EBITDA ratio of 
7.8x, reflecting a ramping-up stage of production. We expect negative share price 
impact from the announcement. As we believe that SouthGobi will manage to restore 
its operations in 2H2012, we maintain our BUY recommendation. 
  
Stanislav Chuyev 
  
 


