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What Happened?

Excessive global liquidity
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Credit spread compression
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Easing of lending standards
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Spread widening
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Lending standard tightening

Liquidity crunch
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Competition drove margins down and origination KAZIMIR

volumes up

Fi 600
(o] 500
5 400

0y

L

e 4 300
3 l'lll 200
Z 100
1 0

2000 2001 2002 2003 2004 2005 2006

B Subprime Issuance "S5, hprime mortgage profitability (Gross WAC - funding cost)

Souwrce: Deutsche Bank

(ug) 51 8ouenss|

June 2007 Confidential
Do not distribute or reproduce



KAZIMIR

PARTNERS
Size of the problem
US$10 trillion total residential mortgage market
Second Lien
Loans/Lines
11%
Alternative-A
10%
Prime Agency, FNMA,
Subprime FHLMC
12% 54%
Prime Jumbo
Mortgages
13%
Source: Census Bureau, eMBS, Loan Parformance, Deutsche Bank
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Who is to Blame?

Banks and unregulated lenders?
Investors?

Investment banks?

Rating Agencies?

Regulators and Central banks?
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Are banks and unreqgulated lenders to blame?

% of U.S. subprime

Mortgage product originations, at peak
nterest only 37%
No money down 38%
Mo proof of income 43%
Low, “teaser” interest rate, “exploding” after 2 years ~80%
“Layered risk”; combines all of the above*® 26%

* Plus a high debt-to-income ratio and low credit score (600-620), with the exception of LTV, which would have been
90-95% rather than 100%

Sourss: Deutssha Bank
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|ls Wall Street to blame?

The great magic of structured finance:
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From a Subprime Loan to a Subprime CDO structure

2

Subprime MBS Subprime CDO CDO

AAA, AA
Pool of AAA, AA, A Tranches
Subprime Tranches 90%

loans

90%

BBB Tranches
6%

BBB,BB
Tranches 5%

Equity 5%

Equity 4%
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Are rating agencies to blame?

The transformation from BBB to AAA — key assumption

IS that by pooling together different BBB tranches the
risk is diversified, so a AAA security can be created

Main Problem: Is the correlation of different BBB

bonds really that low or is it close to 1 ?1
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Conclusion:

- Nobody in the chain from originator to the
end buyer had enough “skin” in the game

- Ratings often replaced credit analysis and
common sence

- Rating are only indication of CREDIT risk,
not LIQUIDITY risk!




Implications for Russian Mortgage Securitization

Lower volumes of collateral
Higher coupons
Higher loan quality:

- Lower LTV

- Reported income only

- Full insurance coverage

....and most importantly — new pricing levels!!




Major Risks

Major correction of property prices in Russia
Increase in delinquencies

Further tightening of global credit conditions
Time

Weakening of global economic activity that may bring drop in
commodity prices

...and...all of the above in a combination we don'’t
know...and...something else we don’t know!!
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MOSCOW

LONDON

KYIV

BAKU

2/2 Paveletskaya Square
115054 Moscow

Russia

Tel +7-495 258-9100
Fax +7-495 258-9101

Email info@kazimir.com

Audrey House, 16-20 Ely Place
London, EC1N 6SN

United Kingdom

Tel +44 (0)20 7400 6900

Fax +44 (0)20 7242 3449
Email info@kazimir.com

58/2 Artema Street, Office 17
04050 Kyiv

Ukraine

Tel +380-44 496-0269

Fax +380-44 486-9140

Email info@kazimir.com

44 Jafar Jabbarly Avenue, Floor 9
AZ 1065 Baku

Azerbaijan

Tel +994-50 371-4660

Email info@kazimir.com
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Kazimir Partners Limited, together with its affiliated entities, provides advisory and investment management services to a number of unregulated
collective investment schemes (the “Funds”). This document is issued by Kazimir Partners (UK) Limited which is authorised and regulated by the
Financial Services Authority. This document is only directed at investors who have experience of investing in unregulated collective investment
schemes and emerging markets. The Funds presented herein are unlikely to be suitable investment vehicles for most private
individuals. Investments in the Funds are speculative and include a high degree of risk and investors may not receive back the original amount
invested. Although the information contained within this document has been obtained from sources believed to be reliable, we do not accept
liability for its accuracy, completeness or fairness. Under no circumstances should any part of this document be construed as an offering or
solicitation. Past performance is no guarantee of future performance and the value of investments can go down as well as up. This document
may not be reproduced, distributed, transmitted, displayed, published or broadcast by any recipient for any purpose without the prior express
consent of Kazimir Partners (UK) Limited.
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