
STOCK EXCHANGE DEVELOPMENT 
AND NEW ISSUANCE SUPPORT 

FOR THE REPUBLIC OF KAZAKHSTAN 

Initial Diagnostic Review 

prepaed foi 

U S Agency for International Development 

Under Contract No CCN-0005-C-00-40 1 1-00 
Task Order No 1-0074-INTRADOS 

prepared by 

The Intrados Group 
2020 Connecticut Avenue, N W 

Washington, D C 20008 

August 8, 1994 



STOCK EXCHANGE DEVELOPMENT 
AND NEW ISSUANCE SUPPORT 

FOR THE REPUBLIC OF KAZAKHSTAN 

h b a l  Diagnostic Revlew 

SUBJECT 
INTRODUCTION 

Background and Objectives 
Approach 

SECTION I REGULATORY FRAMEWORK, SELECTION OF STOCK 
EXCHANGE, AND NEW ISSUANCE SUPPORT 

Regulatory Framework and Selection of Exchange 
- Exlstlng Exchanges 
- Current Operation 
- Extst~ng Legal Framework 
- Constraints 
- Recommendat~ons 

New Issuance Support 
- Objectives and Considerations 
- Identification of Potential Undenvnters 
- Selection of an P O  Candidate 
- Recommendat~ons 

SECTION Il SECURITIES MARKET SYSTEMS 
Extsting Institutions 

- GKI Information Centre 
- Almaty Stock Exchange 
- Kazakhstan Stock Exchange 

Proposed Instltutlons 
Charactenst~cs of the Market 

- Present Market 
- Proposed Market 

Requ~rements for Automation 
PRELIMINARY W ORKPLANS 

Regulatory Framework Select~on of Stock Exchange, and New Issuance Support 
Secunt~es Market Systems 

APPENDICES 
Appendix A List of Persons Interwewed 
Appendix B Members of the Almaty Stock Exchange 

Pages 

1 
1 

3-8 

8-14 

15-17 

17 
19 

19-23 

24-26 
27 



STOCK EXCHANGE DEVELOPMENT 
AND NEW ISSUANCE SUPPORT 

FOR THE REPUBLIC OF KAZAKHSTAN 

BACKGROUND AND OBJECTIVES 

The IntradosAntemational Management Group was engaged by USAID to implement a project to 
facilitate the development of a secunties market in Kazakhstan Thls inltiatlve Includes two 
components a) the development of a modern stock exchange that can play an active role in the 
pnvatizatlon of former state enterpnses by allocating assets on the basis of economc efficiency, 
and b) a new issuance support program to facil~tate the process of capital allocation through the 
stock exchange 

The objectives of the diagnostic phase of ths  project were as follows 
to review and analyze current capital market trends and practices in Kazakhstan, 
to Identi@ cntical constraints that i h l b ~ t  rapid cap~tal market development, 
to develop, in cooperation wth the Kazakhstan Government (GK) and consultants 
implementing other capltal market imtlatives, a wew of the likely scenanos for the 
development of the stock exchange, and 
to develop a detailed work plan for the pilot stock exchange development phase 

The consultants were also requested to identi@ potential candidates for the stock exchange 
development project and the new issuance program 

APPROACH 

The diagnostic phase of t h s  project began on July 11, 1994 It was conducted by Intrados Group 
long-term consultants, Babak Movahed~ (legal speclalist and team leader) and Chnstopher 
Mayzner (IPO specialist), and Deloltte & Touche long-term consultant, Valery Za~chenko, 
(secunties market systems speciahst) In addit~on, a prelimnary analysis of the regulatory aspects 
of the market was conducted by short-term consultants Robert Bishop (ret~red Senior Vice 
President and Chef Regulatory Officer, New York Stock Exchange) and Vincent Plaza (retired 
V~ce Pres~dent, New York Stock Exchange) 

The Intrados team met wth  key lndiwduals at all major entities involved in stock exchange 
development and regulation in Kazakhstan, including 

State Commttee for State Property (GKI) Mmstry of F~nance 
Almaty Stock Exchange Kazakhstan Stock Exchange 
GKI Information Centre 
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The team also met w t h  directors of four pronunent investment pnvatizat~on funds, lncludlng 
Alemsystems Butya Capltal 
Alatau Invest Ralmbek 

A list of the ind~viduals w t h  whom the consultants met dunng the diagnostic phase IS Included as 
Appendlx A of t h s  report 

The detailed dlscusslon of the team's findlngs and recommendat~ons whch follows 1s presented In 
two sections Section I addresses lssues pertalnlng to the regulatory framework, selection of a 
stock exchange, and new issuance support Section I1 addresses Issues pertalmng to secuntles 
market systems for the stock exchange These reports are followed by preliminary workplans 
lllustratlng the proposed implementation of the lnstltutlonal development stage 
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SECTION I REGULATORY FRAMEWORK, 
SELECTION OF STOCK EXCHANGE, 

AND NEW ISSUANCE SUPPORT 

REGULATORY FRAMEWORK AND SELECTION OF EXCHANGE 

Exlstlng Exchanges 

There are currently two exchanges in Kazakhstan the Almaty Stock Exchange (ASE) and the 
Kazakhstan Stock Exchange (KSE), both of whch were founded in 1991 Whlle the goal at the 
time was to create a single exchange, conflicts arose and two were created Of the two, only the 
ASE has registered wth the Wmstry of Finance and has a basic operational foundation, though to 
date there have been no equity secunties traded on e~ther exchange 

The Intrados consultants met wth two key indiwduals at the ASE its President, Bakht 
Nurembetov, and Kanet Meyrmanov, its first Vice President Both were more than cooperative in 
prowding information for ths  report 

Currently, the ASE has 54 members, of whch 40 are banks (A list of the members of the ASE is 
enclosed as Appendix B ) There was some act~vlty on the exchange in 1993 related to the 
issuance of mumclpal secunties Presently, the ASE is helping compames register wlth the 
Wnistry of Finance in anticipation of a fUnctlomng secunties market 

The KSE, whch was founded by commercial firms, has never registered wth  the Mnistry of 
Finance and has never traded any form of secunties Its chef asset is its pres~dent, who has very 
strong political tles As of the time of ths  report, the consultants had not received KSE's 
response to a questionnaire regarding their policies and procedures and other key fknctions, ths  
response is expected shortly However, the consultants met several times wth the KSE's Vice 
President, Erken Bektaev, who also has strong connections with the Pres~dent of Kazakhstan and 
who prowded background information on the hstory of the KSE 

Current Operation 

As previously mentioned, there is currently no trading actiwty on either exchange, as Kazakhstan 
lacks a secondary market Consequently, the country has two ineffective stock exchanges in an 
economy that cannot presently support a single exchange Ths issue wll be addressed in more 
detal m our recommendations for the implementation phase of thls project 

Ex~stlng Legal Framework 

Background 

Kazakhstan became Independent on December 16, 1990, and ~ t s  constitution was adopted on 
January 28, 1991 A Law on Securities Circulation and Stock Exchange was enacted on July 11, 
1991, however, t h s  was nullified by President Nazarbayev through a Presidentla1 Decree on 
March 20, 1994, in anticipation of new laws and formation of a National Commission on 
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Secunt~es of the Republlc of Kazakhstan As a result, there are currently no secuntles laws In 
Kazakhstan 

Kazakhstan also lacks a Secuntles and Exchange Commission T h ~ s  is a major obstacle at 
present, as politics are playlng a central role In the forrnatlon of a regulatory lnstltution On the 
one hand, the Council of Mlnlsters is unwilling to approve a commission that reports directly to 
the Pres~dent, at the same time, the politics of selecting lndiv~dual members also delays the 
format~on of the comrnlssion In the meantime, the lack of a regulatory body that can formulate 
and enforce regulations for an effectlve cap~tal market delays the creatlon of such a market 

Until such time as the Secunties and Exchange Cornmiss~on IS establ~shed and operational, 
regulatory oversight for secuntles tradlng res~des w t h  the Wrustry of Flnance (Department of 
State Secur~ties and Flnanc~al Markets) 

Rules ant1 Regulations of the ASE 

The "Temporary Regulations of Secuntles Trading on the Almaty Stock Exchange," whlch have 
been in effect since October 3 1, 1991, are currently the only provisions regulating the activities of 
the exchange The rules address many areas of secuntles market operations, lnclud~ng admlssion 
to the exchange and partlclpation In trading, admlssion of secuntles, location and tlme of tradlng 
sessions, types of transactlons perm~tted, trading procedures, registration of exchange 
transactlons, clearance and settlement, payment of commlsslons, cancellation of transactlons, 
procedures for d~spute resolution, and penalties However, they do not deal wlth a number of 
bas~c areas for any level of secuntles Industry self-regulation such as qualification of participants, 
ethlcal conduct, or financial and operational responsibility 

While these rules provlde a baslc foundation, they need amendments to reflect present conditions 
and supplements to express long-term polic~es The procedural sections should be anttc~pated as 
subject to constant change as the market evolves 

Exlstrng Regulatrons Governing New Issuance Regzstrahon 

The Minlstry of'Flnance of the Republlc of Kazakhstan IS currently charged wlth the responsibility 
of overseeing the Issuance and reglstratlon of secuntles 

The Intrados consultants met wth  Gallna N Shalg~mbaeva, Head of the Department of State 
Secur~ty and Financial Markets, Mln~stry of Flnance, who provtded a copy of the "Instruction on 
Issuance and Registration of Secunt~es of Jolnt-Stock Companies and Investment Funds In the 
Republic of Kazakhstan," dated August 13, 1993 Thls document sets forth the regulations whlch 
the Mnlstry of Flnance follows In the reglstratlon and issuance of both "closed" (pnvate) and 
"open" (publlc) d~stnbut~on of secuntles 

These documents are qulte detailed and contaln a substant~al amount of data and lnformatlon As 
of the date of t h s  report, the consultants have not conducted a detalled analys~s of the framework 
and requirements set forth In these documents They have also not made a determination as to 
them appllcablllty In current practlce or the extent to whlch they are enforced by the Mlnistry of 
Flnance, whlch as previously mentioned IS the de facto regulatory body in the absence of a 
Securit~es and Exchange Commlsslon It is antic~pated that once the SEC IS established these 
rules will be subject to change 
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Constraints 

In rewewng the current capital market trends and practices in Kazakhstan, the Intrados 
consultants identified a number of key issues whch are senous constraints to capital market 
development and the new issuance process These are the shortage of tradable secunties, both 
in total and in the hands of entities wlling to sell, the consequent inactive secondary market, the 
need for greater public awareness among potential investors regarding ownershp of equities, a 
limted investor advlsory structure, and no institutional infrastructure for publlc offenngs 

Inactive Secondary Market 
There is presently no secondary market for equity secunties The two emsting stock 
exchanges (the Almaty Exchange and the Kazakhstan Exchange) are presently inactive, in 
fact, the KSE has never had any trading activlty and exlsts in form only As a result, there 
is little interest or confidence in these exchanges on the part of potential investors Those 
enterpnses whch have been pnvatized to date are closely held and, to the extent that 
equity interests transfer, they are essentially pnvate placements 

Need for Greater Public Awareness Regarding Ownership of Equities 
The concept of wdespread public ownershp of equity secunties and its potential benefits 
is understandably not wdely understood in Kazakhstan The mass pnvatization effort 
currently in progress has resulted in the creation of apprommately 150 Investment 
Privatization Funds (PFs) These hnds have been aggressively competing for the public's 
pnvatization coupons, whch in turn are then used to acquire auctioned enterpnses Many 
of these finds seem to be touting the promse of hgh diwdend returns to coupon holders 
who invest in their hnds The expectations of large dividend returns through t h s  indirect 
form of ownershlp may complicate the ultimate understanding and receptiwty of investors 
to direct ownershp of an enterpnse through a public offemg The concept that an 
enterpnse has no obligation to pay a d~wdend to its shareholders and that greater profits 
may potentially be realized through growth and capital appreciation w11 require sigmficant 
public awareness programs as a prelude to a developing market in general, and specifically 
to the success of mtial public offenngs 

Absence of Inst~tutional Infrastructure for Public Offerings 
There presently is no institutional infrastructure to accommodate an imtial public offenng 
of secunties The development of a stock exchange, a cornrnumty of underwriters, 
brokers, and dealers, a legal and regulatory framework, accounting guidelines, and a 
Securities & Exchange Cornmssion, as well as all of the attendant support requirements 
normally needed to guide the preparation of an PO, are all concurrently in process Ths  
lack of infiastructure, combined wth  the general lack of understanding of equity secuntles 
ownershlp, creates a difficult environment in whch to orchestrate a successfbl offenng and 
to identifjr and attract the key participants in an PO--namely, the candidate company, 
undemter ,  and Investors 
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1 General Observat~ons 

It 1s Important to remember that both pnvate enterpnse ownershlp and secondary markets for 
publlc distnbutlons of such ownershp have normal growth patterns over tlme, wlth 
substantially different regulations, procedures, and facllltles at each stage of matunty In free 
economies, the normal pattern of orgmzatlon and ownershlp of business enterpnse beglns 
wlth ownership by one or a few founders, acting either as a sole propnetor, partnership, or 
corporatlon, wlth financing by the founders and thelr farmlies Busmess law is a base for 
organlzatlon at that level Over tlme, the need to raise more capltal by distnbutlng debt or 
equity arises, elther because, as generations change, extended famlly members want 
d~versification of thelr assets or because Income generated Internally by the business IS not 
sufficient for expansion Thls creates the need for a pnmary market The final phase IS publlc 
dlstrlbutlon of debt or equlty, whlch lrutiates the need for a secondary market and protection 
of Investors by self-regulatory rules for a secuntles Industry and by government law 

Kazakhstan 1s presently in transltlon from a largely government-owned buslness economy 
Pnvatlzation vouchers are currently the only tradable product, and these are essentially 
controlled by the Investment Pnvatlzation Funds Kazakhstan 1s thus at the first stage of 
ownershlp descnbed above, with the IPFs as the equivalent of extended famlles ownlng 
businesses in a free economy before true publlc ownershp and secondary markets develop 

It IS equally Important to bear In mlnd that In developrng capital markets there 1s very often an 
acute shortage of supply of secuntles for the public, even though a large value of secuntles 
may have been publlcly drstnbuted Thls 1s because more sophisticated rnstitutlonal Investors 
buy up the secuntles onglnally dlstnbuted broadly, then hold their blocks because they reallze 
that the true longer-term value of these holdlngs is far greater than currently evaluated by 
ordlnary Investors with llmlted financial knowledge and Imperfect secondary markets That 
condition does not change untll a commuruty of competent brokerfadv~sors develops to help 
educate at least the more affluent citizens In personal investing 

Secondary markets In secuntles also have a normal growth pattern In the beglnnlng, 
merchants of diversified products are asked by their customers for assistance In buying or 
selling secuntles They do so by first accepting the secuntles on consignment and trying to 
find a contra-party for a comrnlssion Later, these merchants became dealers, buylng and 
selling at a mark-up To ease the task of findlng contra-partles, the brokerfdealers organize a 
central market, or stock exchange 

Irutlal tradlng on a stock exchange IS by a "call" method, in whlch only one Issue of secuntles 
IS traded at a time, wth trading In the vanous publlc Issues rotated In a trading sesslon 
Tradlng later becomes "s~multaneous" In all traded Issues Both call and simultaneous tradlng 
requlres a trading manager to control the orderliness of blds and offers As s~multaneous 
trading increases, the secuntles traded are broken Into groups, each of which IS feasible for 
control by one tradlng manager For example, five years ago at the Colombo (Srl Lanka) 
Stock Exchange there was one employee tradlng manager With growth, there are now three 
employee tradlng managers for segments of thelr llst (By companson, at the New York 
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Stock Exchange there are about 300 trading managers, or "specialists," who are members of 
the exchange ) 

Gven th s  pattern of secunties market development worldwde, ~t appears that assumptions 
about the level of exchange development and related regulation whch w11 be needed in 
Kazakhstan in the next few years are unrealistic Although there is no secondary market, the 
country has two stock exchanges, both about three years old, one of whch has a body of rules 
but is inactive, and the other never havlng traded a secunty Moreover, the rules of the ASE, 
whch are currently the only provlsions regulating the operations of the exchange, appear to 
be designed for a relatively sophsticated level of public ownershp--including the possibility of 
forward (future) transactions--whch has not yet been reached, yet they lack basic self- 
regulatory provlsions 

The consultants' recommendations pertamng to all areas of ths  project reflect ths  basic 
concern and have been formulated m an attempt to provlde realistic solutions that w11 be 
appropnate to the current stage of capital market development in Kazakhstan 

Select~on of a Stock Exchange 

As descrrbed above, the present market in Kazakhstan cannot support two separate 
exchanges It wll be a challenge to create a market for one exchange under the present 
conditions m l e  the Almaty Stock Exchange has the basic foundation, personnel, sound 
policies and procedures, and imtiates regular traimng for its staff, for a number of reasons-- 
including political considerat~ons--we believe it would be a mstake to select one of the two 
exchanges over the other as the entity whch wll receive techcal assistance under ths  
project We therefore strongly recommend a merger of the ASE and the KSE 

Polltical ramificat~ons the ASE possesses basic operational and techcal  expertise to 
run an effective exchange However, the President of the ASE is not a political man, and 
h s  lack of polltical tnvolvement nearly cost him a seat on the recently formed worlung 
c o m t t e e  to create an SEC 
The President of the KSE is a very influential person in Kazakhstan As a mend of the 
President and the founder of the country's first bank, he is wdely respected Moreover, 
he has many influential fhends, including Benc Bashev, Chairman of the State Property 
Fund, and Erlan Orynbasarov, D~rector of the GKI Information Centre, both of whom 
have served as Vice Presidents of the KSE 
Although the KSE is not even registered wth  the Mmstry of Fmance, every person wth 
whom the Intrados consultants met discussed both exchanges The political issue was the 
topic of discussion of every conversation, and the hope for a single, umfied exchange the 
conclusion of the discussion 
Implementation The Intrados consultants believe that the lirmted resources of the two 
stock exchanges should be pooled together to develop an effective stock exchange Thls 
idea was tested wth the President and Vlce Presxient of the ASE, and wth  the Vlce 
President of the KSE, and the response has been promsing Whle in practlce the strong 
personalities involved w111 present a challenge, the consultants are confident that wth  the 
help of Erlan Orynbasarov of the GKI, who believes in the concept of a single exchange 
and who has volunteered to bnng the two groups together, a merger would be possible 
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The legal aspects of implementing a merger would be relatively straightfonvard and would 
not require any ieg~slative action 

3 Regulatory Aspects 

As previously stated, the ASE rules are currently the only provisions regulating the operatlons 
of the exchange The rules appear to have been deslgned for a relattvely sophsticated level of 
public ownership wh~ch will not exist in Kazakhstan for several years However, they do not 
deal wlth areas that are critlcal for secuntles Industry self-regulat~on, such as qualification of 
participants, ethcal conduct, and financial and operational responsibility 

Work must begin immediately to conduct a detailed analysis of the ASE rules and to propose 
add~t~ons, delet~ons, and mod~ficat~ons, w~th  the objective of draft~ng a set of stock exchange 
rules that will prov~de adequate gu~dance and control In all aspects of day-to-day operatlons 
In th~s  process, the project team must work In tandem with counterpart ~nstitutions and 
adv~sory groups responsible for developing the secuntles laws and regulatlons to ensure that 
provisions for IPOs are Included and that the rules developed for the stock exchange are 
consistent with the laws that will be enforced by the SEC once ~t is established 

It should be noted that not all countnes provide government regulation by an SEC-type body 
Our consultants have worked as secuntles industry regulators with the Monetary Authority in 
Singapore and the Frnance Wmstry In Morocco An important part of secuntles broker 
regulation in the U S IS delegated by Congress to the Federal Reserve Board Such a 
possibility should be considered if polltlcally expedient for Kazakhstan 

NEW ISSUANCE SUPPORT 

Objectives and Cons~deratlons 

The objective of the new issuance support program is to irutiate a pilot project, develop 
appropriate mechanisms, and recommend Improvements for transparent and efficient inltlaI public 
offerings To serve as a model for fkture transactions, and to attract the interest of offering 
parttcipants and investors, ~t is cntical that the pilot P O  is based on a set of rules and regulatlons 
and an institutional framework which are perceived by all parties to be a stable foundation for 
fbture capltal market development 

Gwen the short tlmeframe of thls project, it has been suggested that even if the new securities 
laws are not yet in place, the pllot IPO could be launched, supplementing exlsting provlslons by 
adopting selected regulations established by the U S Secunties and Exchange Commiss~on It IS 

our view, however, that potential Issuers, undemters, and investors would be reluctant to 
commit thelr resources and efforts to this process when Kazakhstan's secuntles laws are in the 
process of belng developed and revised In addition, substantial changes In the rules dunng the 
course of the registration and undenvrlting process could have a very deletenous effect on the 
confidence of all parties and may result in an unsuccessfbl effort 

In llght of these considerations, the Intrados consultants believe it IS imperative that the process of 
bringlng potentla1 lssulng companies and u n d e ~ t e r s  to the point of sale proceed In tandem with 
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the development of the regulatory framework In t h s  manner, the pilot IPO w11 have a greater 
likelihood of success and can more effectively serve as a role model for subsequent offenngs 

Identification of Potential Underwriters 
Types of Inshtuhons Consrdered 

As prewously stated, not only is there no exsting community of undenvnters or investment 
bankers, but there is wrtually no understanding of the role of an undenvnter in a securities 

offenng 

It is our opinion that the institutions that may potentially serve as undenmters will most likely be 
found among the financial groups that have also orgmzed and manage the 150 investment 
pnvatizatlon funds These groups have personnel active in acquinng ~nterests in enterpnses 
through the pnvatizatlon auctions and accordingly have developed at least some form of due 
diligence and valuation procedures related to those acquisitions, whch would be transferable to 
the undenvntlng finction 

Throughout the world, however, it is standard that personnel organizing underwntlngs must be 
separated by what m the U S 1s called a "Chmese Wall" from other parts of the organization 
glwng investment adwce or trading for own account The purpose is to  prevent the inside 
information available to undenvnters before a prospectus 1s published from being used in malung 
investment decisions It would therefore be improper for the Kazakhstan Investment funds 
themselves to be u n d e m t e r s  But it should be possible for diversified financial groups whch 
Include such hnds  to orgmze their human talent in subsidianes w t h  proper definition and 
supemsion of the varylng responsibllitles of each 

Consldenng that the genesis of these Investment hnds  has been the mass pnvatlzatlon effort and 
that the near future opportumtles for t h s  large number of funds is lirmted, it is not unreasonable 
to conclude that many of these funds wl l  not endure From our discussions w t h  fund managers, 
t h s  opimon seems to  be shared, and certaln of them predicted that w t h n  a year's time only 10% 
of these hnds  will exst m their present form 

Accordingly our selection search focuses on the financial groups whch In associated funds or 
elsewhere appear to have underlying personnel competence in thls field, plus financial support 
T h s  search need not end w t h  a single candidate Undenvntings are normally a joint effort of a 
substantial number of financial orgmzations in order to reduce the nsk to each Such groups can 
be led by either a slngle manager or several co-managers 

Funds Berng Consrdered 

As of the date of t h s  report, we have had prellmnary meetlngs with four investment pnvatizatlon 
funds whch have been recommended to us as havlng some degree of promnence in Kazakhstan 
The followmg is a bnef discussion of these finds 

Alemsystems 

There are presently three investment pnvatizatlon finds under the Alemsystem name 
whch have been very active in the pnvatlzatlon auctlons It has been represented t o  us 
that by the end of 1994, Alemsystems hnds wll have Interests in 300 enterpnses 
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These funds are part of the Alemsystem F~nancial-Investment Corporat~on, which was 
created In 1992 The shareholders of Alemsystem are approximately 100 of Kazakhstan's 
largest enterpnses The maln shareholder is Alembank Kazakhstan, which is the largest 
foreign economc bank in the country, conducting more than 80% of the Republic's 
payments In hard currency Alemsystem is based In Almaty and has representatlve offices 
in all of the major cltles of Kazakhstan There are plans to open representatlve offices in 
Frankhrt, Seoul, and San Franc~sco The prormnence of Alemsystem 1s ev~dent 
throughout Almaty by virtue of their extensive advertising and name recogrution 

Through our meeting wth Valentlna S Kostenna, Director of Fund System and IPF 
Manager, we have gained some lnslght Into the due d~l~gence process used by Alemsystem 
prior to Investment Analysts are sent Into the field to meet with the prospective 
enterprise's management, Inspect thew books and records, and assess the conditions of the 
exrsting plant and equipment Analytical work is performed to evaluate the enterprise's 
future potential There is very little reliance placed solely on management representat~ons 
and/or Mirustry of Finance reglstratlon data 

Butya Cap~tal 

We met with Valikan K Bekbosynov, General Director, and Igor 0 Tayzhanov, Deputy 
Dlrector 

Butya Capltal is also a prominent hnd and presently has bought shares In 47 enterpnses 
through the pnvatlzatlon auctions Approximately half of thelr enterprlses were acquired 
for speculat~on purposes and the other half as long-term investments The concentration 
of these enterprises has been in chemcals, oil and gas equipment, food processing, and 
jewelry manufacturing 

We are in the process of gathenng hrther lnformat~on about Butya Capital's shareholders, 
the~r approach to Investment analysis, and thelr hture d~rect~on 

Alatau Invest 

We met w~th Tollumbayev Azhdarovitch, V~ce President Thls hnd was among the first 
to be established (Registrat~on No 20) and its founders are all well known In Kazakhstan, 
including the TexasKazakhstan Bank, Kazakhstan Commerce Co , and the Republican 
Foreign Trade Assoc~ation 

Thls hnd 1s currently Invested in 12 enterprises and controls the maxlmum limt of 10% of 
the~r shares Of the 12 enterpnses, 7 are for long-term investment and 5 are speculative 

Th~s fund IS presently a member of the Assoc~at~on of Pnvat~zation Funds, whlch is 
working to Improve legislation goverrung investment hnd activities and their role In 
pnvat~zatlon 

Most Investment decisions are related to the underlying busmess interests of the hnd's 
founders, but are pnmanly made on the basis of two cntena 

companies whch are domnant in the~r lndustry and Important to Kazakhstan, and 
compames whose shares will one day be llqu~d In the secondary market 
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Raimbek 

Raimbek Investment Fund was founded by the Rambek Co , a commercial enterpnse 
involved in oil and gas production, insecticides, cattle breeding, and a network of gas 
stations According to Erlan E Shntunnov, General Manager, Rambek is one of the 15 
largest finds in Kazakhstan 

The fund has invested pnmanly in oil and gas, food, and machinery enterpnses At the 
present time, it has an investment position in 30 enterpnses whch are spread throughout 
Kazakhstan The investments have focused pnmanly on enterpnses about which they 
have some prior knowledge through prevlous business dealings or through exsting 
relationshps, and based upon their analysis of the enterpnse's fiture potential 

The fbnd manager believes they have positioned themselves for fiture growth and 
currently have 11 branch "broker/dealersW located in the major regions of Kazakhstan All 
of these branches are "certified and licensed " As descnbed to us, the positiomng of the 
vanous branches have all been carefblly considered as to their strategic importance 

Prelzmznary Recommendahon 

All of the funds discussed have expressed at least an imtial interest in being considered as a 
potential undenvnter of an imtial public offenng of stock in an enterpnse As previously 
indicated, our meetings to date mth these finds have been of a prelimnary nature The pnmary 
objectives of these meetlngs have been 

to introduce ourselves and the goal of our project, 
to gather basic information about the funds, 
to provlde a basic overview of the undemting process, and 
to determne if there is ~mtial interest in developing undemting expertise and potentially 
serving as an underwnter in an IPO 

More in-depth information must be obtaned from any funds selected as a potential undenvnters 
As the success or falure of an P O  is greatly dependent upon the managing underwriter, the 
selection of a firm should take the followng cntena into consideration 

Reputation a hghly regarded investment banker w11 create greater confidence in the 
stock, 
Distnbution capabilitv the company m11 want to distnbute its stock through an 
undemte r  that is sufficiently strong and vaned to generate continuing market interest 
after the P O ,  
Expenence w th  compmes in the same or sirmlar ~ndustnes as the issuer, and 
Research capability the financial comrnumty wdl look to the managing underwnter as a 
source of informat~on about the new publlc company 

In the context of the exlsting envlronment (an emerglng cap~tal market structure), the level of 
success of an IPO wll be even more dependent upon the strength, capability, and public 
recogmtion of the undemter  than in a mature market envlronment It is clear to us that 
Alemsystem presently represents a much stronger presence and name recogmtion in the financial 
and business commu~llty than any other potential candidate Its name would lend substantial 
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cred~bll~ty and confidence In the ~ssuer's secuntles On ths  basls, Alemsystems is deemed to be 
the best prospect for manager of a successfbl offenng However, there are other important 
considerations The same attr~butes of sue and promnence which glve Alemsystem its strength 
as a potential underwnter also create some degree of sensltivlty to its consideration Namely, 
there may be a perception of contnbuting to a monopolistic agenda, whlch IS obviously not 
deslrable 

Accordingly, the consultants would suggest that the potentla1 of Ralmbek as an undenvntlng co- 
manager be explored Thls recommendat~on is based upon the fund's perceived advantages, 
namely its size, ~ t s  name recognition, its due diligence efforts to date, ~ t s  network of 
"broker/dealers," and its expressed des~re to participate In the future capltal market Moreover, 
vlewlng underwriting as a syndicate type activlty would substantially alleviate the pollt~cal 
problems previously discussed 

Select~on of an IPO Candidate 
Cr~teria Normally Conszdered 

In order to put the task of ldentifylng a potential IPO candidate into perspective, it 1s usehl to 
bnefly ~dent~fy the areas generally cons~dered by an undenvnter in evaluating the advisabil~ty of 
Issuing publlc shares as well as pnclng the stock These Include the follow~ng 

the company's sales and earnings (current figures, and recent trends), 
adequacy of worktng capital and cash flow (present and projected), 
management expenence, ~ntegnty, and quality, 
ava~lability of reliable accounting data, 
future potentla1 of the company, 
companson to industry, and 
market condit~ons/timing 

Such information is not readlly ava~lable and often non-exlstent In an emerging cap~tal market 
Information about indlvldual companles in Kazakhstan is extremely d~fficult to obtaln However, 
we can class~fy the types of enterpr~ses that exlst in the country 

In the ongoing pnvat~zatlon process, there are basically three categones of enterpr~ses to be 
dlvested 

small (under 200 employees), 
medium (fi-om 200 to 5,000 employees), and 

large (over 5,000 employees) 

The small comparues are not cons~dered to be v~able cand~dates for an 1'0 due to their size and 
poor prospects for future vlablllty The medlum-size companles are targeted for the mass 
pnvatlzatlon program, in whlch only Investment hnds  may acqulre ownership Interests The large 
comparues &re covered under the case-by-case pnvatrzation and are also unavatlable for publlc 
offenng, as will be d~scussed In more detall below 

It appears, then, that an IPO candidate would have to be a firm whch has already been privatized 
and whose current shareholders would be willlng to offer shares to the publlc 
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The Intrados team met w th  vanous officials in the State Property Cornrmttee (GKI) and have 
requested their assistance in ~dentimng a potential candidate for an P O  These officials have 
included Sanbay Kalmurzaev, Vice Charman, Abay Bisembaev, in charge of Pnvatization 
Investment Funds, M Madiev, in charge of Large Company (case-by-case) Pnvatlzation, Erlan 
M Orynbasarov, Director, GKI Information Centre, Benc Baishev, Chairman, State Pnvatization 
Fund, and Andre Mupkovlun, Deputy Charman, State Pnvatization Fund 

In addition, the team met wth  Galina Shalgimbaeva at the Mmstry of Finance to request a list of 
compames on whch she has registration information and to ask her assistance in identifying a 
number of compames whch may be potentla1 P O  candidates 

As of the date of ths  report, we have been provided wth  the name of only one company as a 
potential cand~date In certan instances, information offered to us is still in the process of belng 
gathered In other instances, such as our meetlng wth  Mr Madiev, we have been informed that 
the large, case-by-case compames are not likely candidates and that at least 38 of these compames 
w11 be sold in pnvate placement through the assistance of an independent consulting company 

We are also in the process of arranging a meeting wth  Pnce Waterhouse, whch is worlung on the 
Capital Market Accounting Project It is our understanding that they are about to begin 
transfomng the accounting system of 3 enterpnses out of 5 whch have been identified as 
candidates for transformation Pnce Waterhouse has told us that they would like to have a pool 
of 10 candidates It is our intent to explore wth them the potential of any of these compames as 
candidates for an IPO 

We are continuing wth  our efforts to identify an IPO candidate However, as this task is 
complicated in an emerging market, a completion date is difficult to assess It should also be 
pointed out that the identificabon of an enterpnse candidate and an undenvnter candidate are only 
the first steps The joimng together of the enterpnse with the selected undenvnter wlll be the 
necessary next step in a complex process of preparation for registration 

1 The pilot P O  should serve as a role model for subsequent IPOs As we have discussed, there 
is no perceived incentive for an Issuer or underwnters to participate in a difficult and time 
consumng process whch is based on tentative and uncertain rules The element of nsk ths  
would ental may result in an unsuccess~l imtial effort whch could impair the prospects for 
subsequent offenngs Therefore, the Intrados consultants feel that the pilot P O  should not be 
launched until the formation of the Secunties and Exchange Commsslon is completed, 
secunties laws pertamng to IPOs are formulated, a recopzed stock exchange is established, 
and stock exchange rules pertamng to IPOs are formulated 

2 Given the above, imtiatives for stock exchange development and new issuance support must 
proceed in tandem wth  the development of secunties laws and regulations, particularly those 
related to listing requirements Modifications to these laws should be reflected in the tralning 
and techcal  assistance provlded to compames and underwnters so that they wll be cogmzant 
of the regulatory framework that is being developed for the P O  process 
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3 At the same time, since ths  is a new and inexpenenced market and the concept of a publ~c 
offenng is not clearly understood, the project team should provlde extenslve support to 
potentla1 Issuing companies and undenvnters In order to bnng them to the point of sale It  1s 
also ~mperatlve to stimulate the ~nterest of potentla] investors 

4 Technical assistance and traimng should be provlded to potential undewters  to ensure that 
they have a bas~c understanding of the followrng issues 

a the undemting process, 
b responsibilit~es of an undenvnter before, dunng, and after a registration, 
c due diligence procedures and considerations, 
d expectations from accountants and auditors, 
e the purpose of comfort letters, 
f expectations of secunties counsel, 
g timlng of events, 
h types of underwnting agreements (best efforts, firm comrmtment, and vanatlons of 

these), 
I potential rewards (undemting commss~ons), and 
j legal nsks 

5 Traimng sessions should be conducted for owners of privatized companies to appnse them of 
the r~sks and rewards of issuing public shares as a means of capital formation Following this, 
targeted techn~cal assistance should be prowded to selected companies that are deterrmned to 
be good candidates for an IPO, in order to bnng them to the point of sale 

6 Training sesslons should be conducted for potential Investors to stimulate the publ~c's lnterest 
In participating in the stock market 

The proposed traimng sesslons should stimulate Interest among potential underwriters, issuers, 
and Investors They would therefore be an Important part of the process of developing informed 
participants for the first IPO and bnng~ng several cand~dates to the point of sale 
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SECTION I1 SECURITIES MARKET SYSTEMS 

EXISTING INSTITUTIONS 

From a systems perspective, the three most important institutions in Kazakhstan are the GKI 
Information Centre, the Almaty Stock Exchange, and the Kazakhstan Stock Exchange In 
general, the capacity and efficiency of the secunties market information systems in the country are 
limited by the lack of an appropnate regulatory framework and operational procedures In 
addition, there is a shortage of specialists wth  the appropnate shlls and expenence 

The following discussion provides a bnef descnption of the systems that are currently in place at 
each of the three institutions 

GKI Information Centre 

The GKI Information Centre (IC) was orgamzed on November 1, 1993 It operates under the 
auspices of the State Cornmttee for State Property (GKI), whch is the entity responsible for the 
country's pnvatizatlon program The IC system presently includes the Republic Information 
Centre, or Central ICY wth  29 employees, and 21 Regional Information Centres, wlth a total of 
1 10 employees 

The tasks of the Information Centre include 
creation of a global computenzed information system, 
clearance and accounting for pnvatizatlon coupons, 
clearance and accounting for secuntles, and 
central governmental depository 

All IC divisions, including the Central IC, are equipped wth  IBMPC compatible 386 and 486 
computers (350 computers in total) Also, the Central IC has a Motorola fault-tolerant super- 
mim computer (multi-user UNIX machne) 

Cornmumcations between the information Centres are provlded using special Iskra-2 
cornmumcation lines (10 lines total, at present) An off-line cornmumcations system (E-Mail) is 
used for data exchange between the Central IC and Reg~onal ICs 

The Information Centre is currently in the process of implementing a "Securities Depository 
System" project Imtially designed to serve as a coupon clemng system for the mass pnvatizatlon 
program, it is now being modified to serve as a umversal secunties cleanng system Techn~cally, 
this network could become an important part of the infrastructure for a secondary market, 
provlded that it is made Independent of the GKI in order to preclude state control of the system 

The IC's depository system allows for linkage of secuntles depositones, stock exchanges, normnal 
holders of secunties, brokers/dealers, and other entities to a central integrated network The 
network operates under the control of a single Central Depository that also fbnctions as a Central 
Communication Node 

The technical structure of the IC's computer network IS outlined on the followng page Thls 
structure would fit the needs of a natlonal capital markets system and could serve as a baslc 
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communicat~on system lf ~t 1s made Independent of the GKI WI.llle some enhancements would be 
required, ~ t s  existence would facllltate the development and lmplementatlon process insofar as 
some of the conceptual and technical tasks have already been tested and solved 

The GKI Information Center Computer Network Structure 

Standalone co~nputers (PC) a1 the areas 

Standalone comp~lter~ ( I T )  ot  the meas 

Almaty Stock Exchange 

The Almaty Stock Exchange was reg~stered In Apnl 1991 Its staff has practical expenence with 
secuntles issuance and auctions and has asslsted other institutions such as Investment hnds and 
banks in areas such as the preparation of registration documents and development of legslative 
proposals The ASE has an Information Department, whose spec~al~sts have developed several 
speclfic applications for the operations of the exchange, including a secuntles trad~ng information 
system, an Integrated accounting system, and others 

Stock Exchange Dcvelopment & 
Ncw Issuancc Support - Kazakhstan 16 

Intradosnnternat~onal 
Management Group 



The present ASE computer system is structured as a local area network (1486 computer as a file 
server, with 5 1286 workstations) It is used only for secuntles auctlons data processing The 
software was developed and implemented by the IT Department speclalists However, thls 
software is not sufficiently comprehensive to do more than keep track of the auction process 

The techcal  structure of the ASE's computer network is outlined below 

The Almaty Stock Exchange Computer System 

While this structure is sufficient for auctions, lt could not support the full range of functions 
envisioned for the secondary secuntles market in Kazakhstan However, some aspects of the 
operational applications developed by the ASE's IT speclallsts may be appropriate for inclus~on m 
the Integrated stock exchange system whlch wll be developed through this project 

i 

File Serve1 
1486 

Kazakhstan Stock Exchange 

L 

The Kazakhstan Stock Exchange was also created in 1991, however, it has not yet registered wth  
the Urustry of Finance Although the exchange IS not yet operational, ~ t s  key managers have a 
strong background m capital market theory and have assisted other institutions such as investment 
fbnds and banks in areas such as the preparation of registration documents and development of 
legslative proposals The KSE also has on its staff a number of information specialists who have 
an excellent understanding of the exlsting structures as well as some constructive ideas concerning 
a strategy for fbture capital market systems development These individuals could contnbute to 
the implementation phase of ths  project 

PROPOSED INSTITUTIONS 

I 
I I 

One of the most cntical institutions in the fbnctiomng of a secuntles market is a central 
depository, whlch IS currently being developed for Kazakhstan The interrelationship between the 
depository and the stock exchange is illustrated on the followng page 
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Capital Markets System 

P r l v ~ l n  
S h n ~  e Insiltutlons 

lioldors 
* ' - 

Notlonttl Dcpos~tor~  of 
Sccun hes 

A national depository IS a essential element of the system It records changes to the accounts of 
the brokerage firms and banks, thereby ensunng the confident~ality and anonymity of the 
transactions It may be run by the stock exchange, or it may be an independent institution The 
depository's fbnctions can be summanzed as follows 

holding secunties accounts for ~ t s  members, . settlement of financial transactions between stock exchange members, reconclliatlon of 
accounts, and supemsion of the cleanng bank, 
settlement of secunties transactions between the members of the Exchange and other 
financial institutions which are participants of the National Depository, . reglstratlon of the volume of secunties issued in the stock exchange trading, 
holding of global secunties certificates, 
collection and d~stnbution of Interest, dividends and redemption, . establishment of deposit accounting pnnc~ples for its members, and 
issuance of depository receipts to the owners of secunties for whom ~t holds deposit 
accounts 

Tlic Mock Ehchaagc 

A natlonal depository is currently belng developed in Kazakhstan by consultants from KPMG and 
is not a part of the scope of work for thls project Slnce ~t IS imperat~ve that the systems designed 
for the depository and for the stock exchange are compatible, the stock exchange systems should 
be developed in tandem with those of the depository 
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CHARACTERISTICS OF THE MARKET 

Present Market 

As prewously stated, a modern capital market does not yet exlst in Kazakhstan There is no 
appropnate legslation, no regulatory framework, no depository, no comrnumty of 
brokers/dealers, no underwnters, and no secondary market The two emsting exchanges are 
presently inactive Furthermore, there may be kndamental weaknesses in the banlung sector 
whlch could adversely affect the development of the secunties market 

Proposed Market 

The trading infrastructure of the proposed caprtal market has yet to be established Ths entails 
the followng components 

establishment of a Securities and Exchange Comrmssion, 
development and adoption of trading rules and regulations, 
estabhshment of a national depository, 
creation of a single integrated stock exchange, and 
creation of a cornmumty of brokerfdealers and underwnters 

As prewously discussed, the initiatives under t h s  project wll proceed in tandem with the 
development of the regulatory and institutional framework 

It is likely that trading on the proposed stock exchange w11 be dematenalized, at least in part (1 e , 
for some types of secunties) Thls would facilitate secunties storage and transfer, it would reduce 
the cost of market operations, and it would increase the liquidrty of secunties and the operating 
efficiency of the exchange A dematenalized secunties market also provides the best protection 
of investors' interests and enables them to obtain financial information easily and promptly 

REQUIREMENTS FOR AUTOMATION 

Before an information system can be designed, the business strategy of the proposed exchange 
needs to be developed Ths should include considerations as to the type of trading that will take 
place, what information about transactions is expected to be available and when, where trading on 
the exchange wll be perrmtted and how (1 e , only on the trading floor, or remotely in real time), 
and whether the market w11 be completely or partially dematenalized 

Without a clearly defined business strategy, a definition of systems requirements for the stock 
exchange can at best be only a prelimnary guess The elements whch must be considered when 
defimng the requirements include 

type of tradlng, 
types of instruments and scope of secuntles to be traded (equity shares, corporate bonds, 
government secunties, options, etc ), 
time path for introduction of secunties, 
typical value of one trade, 
anticipated market capitalization (in emerging markets it has been observed that the value 
of trading turnover is approximately 10% of the market capitalization), 
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L anticipated tradtng volume (retail and wholesale transact~ons), 
L capacity of the market, 
I plannedfexpected growth rate, 
L expected number of brokerddealers and thelr locatrons, and 
L reporting and control requirements 

In addltlon, a thorough evaluation of the technological capacity and human resources of the 
exchange must be conducted before the system is designed 

Until this information IS obtained, ~t is impossible to make a detemnat~on as to specific software, 
hardware, and installation requirements However, based on discussions with the parties 
~nvolved, two preliminary configurations for the automation of the secuntles market system have 
been drafted 

Both proposals assume full automation of trading, cleanng, and settlement systems using a 
network computer system The brokers enter, update, or delete orders from their ofice terminals 
throughout the week Dunng trading sessions, speclalists at the exchange use the termnals on the 
floor to process orders and establish the day's pnce Orders are sorted automatically as to their 
status (executed, partially executed, or not executed) Clearance and settlement IS fully 
automated, lncludlng the functions of the deposrtory All files throughout the system are backed 
up daily 

The llst of quotations would be formulated automat~cally at the end of each trading sesslon Thls 
would be llnked to an electronic dlsplay board on the stock exchange floor and also to the 
information vendors, mahng the results of trading available to the publlc 

In the future, ~t would be desirable for the exchange to offer an on-lrne lnfonnatlon servlce 
Through their modems, pnvate and lnst~tutional investors would have dlrect and lmmedlate access 
to trading results and other lnformatlon concemng turnover, such as corporate actlons, as well as 
stock exchange announcements 

Two examples of how a stock exchange lnformatlon system In Kazakhstan could be structured are 
presented on the following pages 
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Stock Exchange Computer System 
(Structure # 1) 
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Stock Exchange Computer System 
(Structure #2) 
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The pnmary difference between these two structures is that the first uses one regional network for 
both the brokerage houses and the regional depositones Ths structure avoids duplicat~on and 
prowdes an essential economy of scale for the cost of commumcation channels, corresponding 
equipment, and ongoing expenses such as the leasing of channels 

The second structure supposes two separate regonal networks--the first for the regional 
depositones and a second for the regonal brokerage houses Ths structure obwously entals 
hlgher costs for communication channels and equipment In addition, it requires a more powerful 
central computer for the Stock Exchange 

In prelimnary discussions, the Almaty Stock Exchange indicated a preference for the second 
structure Ths would provlde them wth their own regonal brokerage network, whlch would be 
fblly independent from the national depository system 

However, a single regional network may be preferable if it were to utilize the network that has 
already been developed and tested by the Republic Information Centre The IC would have to be 
made independent of the GKI in order to preclude state control of the system, however, if ths  
takes place, it should be techcally and politically feasible to use the network for both the 
national depository and the stock exchange It should of course be extended to include all areas 
of the country, and a data secunty system must be in place to avoid unauthonzed data access 
Nevertheless, it would be better to make use of t h s  network than to create the same system 
twice 

The Iskra-2 commumcation channels utilized by the GKI Information Centre have an excellent 
qualitylpnce ratio and therefore appear to be one option for the communications requirements in 
Kazakhstan Commumcations between the IC's man computer and the regional depository 
Centres are already established and work properly (2400 baud connection) Connections between 
the regional Centres and the computers in outlylng areas remain to be established (about 250 
cornmumcation lines totally) The projected cost for t h s  expansion would be approximately 
$65,000 

More detailed specifications regarding the man computer for the stock exchange and other 
components can only be defined after the exchange's operational procedures have been developed 
and accepted 
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STOCK EXCHANGE DEVELOPMENT 
AND NEW ISSUANCE SUPPORT 

FOR THE REPUBLIC OF KAZAKHSTAN 

PreI~minary Workplans 

The follow~ng prel~minary workplans have been developed wlth the goal of achlevlng the overall 
objectives of thls ~mtlative, pursuant to the findings and recornrnendatlons of the diagnostic 
revlew It should be noted that the tasks enumerated in these workplans need to be able to 
respond to changing cond~t~ons and may be more cornprehens~ve than will actually be required 
Implementation strategles may be affected by clrcumstances and cond~t~ons that are necessary 
precond~t~ons for exchange development and a successfUl IPO, but are beyond the control of the 
partles Involved The tlme estimates are based on reasonable expectatlons and do not purport to 
be either opt~mstlc or conservative 

NOTE The actlvltles ltsted below are subject to necessary support and assistance from the 
Government of Kazakhstan to facllltate introduction of these new lnltlatives These ln~tlatlves 
also requtre that the framework of laws and regulations currently being developed by other 
advlsory groups are put in place, as they will govern some of the actlvltles In ths  plan 

I REGULATORY FRAMEWORK, SELECTION OF STOCK EXCHANGE, 
AND NEW ISSUANCE SUPPORT 
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Task 
1 Integrate the exlsting 

exchanges 

2 Develop stock exchange rules 

3 Develop a stock exchange 
business plan 

4 Preparat~on for IPO 
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Est Tim~ng 
6 weeks 

8 weeks 

8 weeks 

10 weeks 

Key Activities 
Coordinate meetlngs between the 
exchanges 
Facllltate and advlse on merger 
agreements 
Facilitate and advlse on a comb~ned 
operations methodology 
Analyze exlsting rules 
Assist in the development of new rules 
Analyze exlsting assets and resources of 
the exchange 
Prepare a forecast of financial and 
operations requirements 

Monitor and evaluate new rules and 
regulations as they are bang developed 
Develop strategles In response to 
regulations developed 
Identify potential undenvnters and 
Issuers for a pllot IPO 



The followng specific tasks are envisioned for development of the regulatory framework, 
selection of stock exchange, and new issuance support 

Task 
5 IPO Registration Procedures 

6 Training and Support 

7 IPO Filing/Tralmng 
Implementation 

1 Integrate the Exsting Exchanges 
Coordinate and conduct meetings between both exchanges 
Assist in resolwng issues and concerns of each exchange 
Facilitate and adwse on key elements of a merger agreement 
Mediate areas of dispute, if any 

2 Develop Stock Exchange Rules 
Assemble and analyze exlsting rules 
Deterrmne whlch of the exlsting rules are compatible wth international exchange 
rules 
Detemne if exsting rules are appropnate for an emerging cap~tal market and for 
Kazakhstan 
Assist in developing new rules compatible wth international markets 
Work wth other advlsory groups to ensure that new exchange rules and other 
rules being established for the proposed regulatory body are complementary 
Deterrmne if exlsting listing requirements are appropnate for the exchange 
Evaluate the adequacy of exchange self regulation and code of conduct 

3 Develop a Stock Exchange Business Plan 
Analyze the exsting assets and resources of the exchange, including physical 
facilities, personnel, and cornmumcations 
Assist in determmg physical asset requirements 
Prepare a forecast of financial and operatmg requirements 
Assist in developing the stock exchange's entry and annual fees for brokers 
Asslst in drafting listing requirements and fee structure for compames 
Asslst in developing transaction fees 
Assist m developing a business strategy to deal wth growth 
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Est Timlng 
7 weeks 

5 weeks 

4 weeks 
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Key Act~vlt~es 
Prepare registration statement 
Prowde guidance to undenvnters 
Prowde legal and regulatory support 
Design trainlng modules for potential 
underwriters, traders, and investors 
Momtor registration 
Implement traimng - 



4 Preparation for P O  
Work in tandem w t h  counterpart institutions and advlsory groups developing new 
rules and regulat~ons to ensure that they Include provls~ons for IPOs and that 
t echca l  assistance provided to lssuers and undenmters conforms w t h  these 
provisions 

Conduct publlc awareness sesslons to introduce potential undenvnters and Issuers 
to publlc offenng concepts (Invlted participants would include all investment hnd  
managers and directors of pnvatized companies ) 
Identlfy potential undenvnters and lssuers w t h  whom to work more closely to 
bring to the polnt of sale 
Obtain mutual agreement of identified candidates to proceed 

5 IPO Reglstratlon Procedures 
All hands meetlng undenvnter, issuer, secuntles counsel, and accountants/ 
auditors meet to discuss respons~bilities 
Determine target date for fillng registratlon statement 
Estlmate effectlve date of offenng 
Evaluate secuntles and exchange requlrements 
Detemne accounting requlrements 
Draft registratlon statement 
Undertake undenvnter due dlllgence 
Define the elements of proposed offenng 
Address enterpnse (corporate) matters 
Address legal matters pertalnlng to P O  registration and prepare documents as 
requlred 
Undertake marketing of new issue 

6 Training qnd Support . Develop tralnlng manuals for undemters,  traders, and investors 

7 IPO Fil~ndTraining Implementation 
Monltor reglstratlon revlew process 
Advise underwriter and issuer on SEC comments 
Conduct training seminars for undenvnters, brokers, dealers, and investors 

Stock Exchange Development & 
New Issuancc Support - Kazakhstan 

IntradodInternat~onaI 
Management Group 



I1 SECURITTES MARKET SYSTEMS 

The followng specific tasks are envisioned for secunties market systems development 

1 Develop a Cap~tal Markets System Strategy 
w Detemne the types of tradmg, the types of information about transactions that 

wll be required, where trading wl1 be pemtted and how, and whether the market 
wll be completely dematenahzed . Develop a stock exchange model 

Tasks 2-6 wd1 be sipficantly affected by the detemnat~on of the capital markets system 
strategy Accordingly, these are not detaled at thls time The key actiwties and estimated timng 
prowded in the workplan for tasks 2-6 are based on prelimnary estimates of what would usually 
be requ~red m t h s  situation 

Key Activ~ties 
Deterrmne business strategy 
Define system strategy in accordance 
with business strategy and regulatory 
framework 
Detemnation and description of 
hardware requirements 
Detemnat~on of software 
requirements 

Evaluate exlstlng software packages 
against system requirements 
Make final decislon regarding use of 
exlsting package or development of 
customzed package 
Develop an implementation workplan 
Implement the selected package 
Create testing procedures (scnpts) 
Test systems according to the scnpts 
Correct errors and conduct final fine- 
tuning of systems 

w Create traning modules for the stock 
exchange staff 
Create traimng modules for brokers/ 
dealers/undemters 
Develop and implement business game 

Task 
1 Develop a capital markets 

system strategy 

2 Detemne system 
requirements 

3 Develop detailed descnption 
of system requirements and 
create detaled implementation 
workplan 

4 Develop a plan for system 
implementation and testing 

5 System testing/tumng/errors 
correction 

6 Tralmng of local staff 

Stock Exchange Development & 
New Issuance Support - Kazakhstan 

Est Tlm~ng 
8 weeks 

4 weeks 

4 weeks 

6 weeks 

3 weeks 

4 weeks 
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STOCK EXCHANGE DEVELOPMENT 
AND NEW ISSUANCE SUPPORT 

FOR THE REPUBLIC OF KAZAKHSTAN 

Appendix A 

List of Persons Internewed 

USAID 
o Lyn Dunn, Pnvate Sector Officer, USAD/Almaty 

o Mana Szonert-Bimenda, Pnvate Sector Officer, USAIDTWashlngton 

State Commrttee for State Property (GKI) 
Benc Bashev, Chaxrman, State Pnvatizatlon Fund 
Abay Bisembaev, Overseas Pnvatizatlon Investment Funds 

Sanbay Kalmurzaev, Vice Chaxrman 
M Madiev, in charge of Large Company (case-by-case) Pnvatization 
Andre Mupkovlun, Deputy Charman, State Pnvatizatlon Fund 
Erlan M Orynbasarov, Director, Information Centre 

Mlnrstry of Flnance 
Galina N Shalglmbaeva, Head, Department of State Secunty 

and Financial Markets 
GKI Republlc Informat~on Centre 

Almas Asilbekov 
Vladimr Morozov, Lead~ng Developer 
Erlan Orynbasarov, IC Director 

Kazakhstan Stock Exchange 
Erken Bektaev, Vlce President 

Almaty Stock Exchange 
Ibray Irkegulov, Head, Information Department 

Kanet Meyrmanov, Vice President 
Bakht Nurembetov, Presldent 
Kairat Turmagambetov, Programmer/Analyst 

Alatau Invest 
Tolhmbayev Azhdarovltch, Vice Presldent 
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Alemsystems 
Valentlna S Kostenna, Director of Fund SystemfManager IPF 

Butya Cap~tal 
Vahkan K Bekbosynov, General Dlrector 
Igor 0 Tayzhanov, Deputy Director 

Ralmbek 
Erlan E Shmtunnov, General Manager 
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STOCK EXCHANGE DEVELOPMENT 
AND NEW ISSUANCE SUPPORT 

FOR THE REPUBLIC OF KAZAKHSTAN 

Members of the Almatv Stock Exchan~e 

Turan Bank 
Joint-stock company "Ile" 
Kazdor Bank (Kazakhstan Road Bank) 
Aggroprom Bank (agricultural bank) 
Kazenergo~nvest Bank 
"Kazakhstanstroy" concern (Kazakhstan construction) 

Kramds Bank 
Small enterpnse "Zholdas" 
Kazcredsoc Bank 
Savlngs Bank of the Republic of Kazakhstan 
B~dergeburt Bank 

"Accent Rel" 
" Sharapat" (insurance company) 
"Megapolios A" (insurance company) 

Adilet Bank 
Kamkor Bank 
Altyndan Bank 
Iglrk Bank 
Intennvest Bank 
Amanat Bank 
"Stroymatenaly" concern (construct~on matenals) 
Cooperative Umon of Kazakhstan 
Kazcomstroy Bank (Kazakhstan Commercial Construction Bank) 
"Almaty" firm 
Kazakh Divlsion of Pension Fund 
Industnal umt "Tselinenergo" 
tlI1lll 
Kazmetall Bank 
"Demeush" (insurance company) 

Stock Exchange Development & 
New Issuance Support - Kazakhstan Appendlx B 

Intrados/Internat~onal 
Management Group 



"Farhad" 
" Samur Bank" 
'I Grarut" 
"Kazakhstan" (insurance company) 
~'Montazhspetsstroy" 
"Vemsa" 
"Nadezhda" ("Hope") (msurance company) 
Alrnatycomstroy Bank (Alrnaty Commercial Construction Bank) 
"Kaztechrostroy" 
Kaztrans Bank (Kazakhstan Transportation Bank) 
Kazpochta Bank (Kazakhstan Ma1 Bank) 
Centra Bank 
Taim Bank 
"Tchrnkenttsyment" (Tchlmkent Cement) 
Ust-Kamenogorsk SCK (leadfzinc factory) 
Associat~on of Coordination wth  the U N 
'I Almatyenergo I' 
Pavlodar Tractor Plant 
Academclan Suleirnenov Fund 
"Tasbulatov" 
Small enterpnse "Standard," Brest, Belorussia 
Small enterpnse "Nerton," Yakutia, Russia 
Brokerage firm "Mzekabm," Tbilisi, Georga 
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