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FINAL REPORT 
Over-the-counter Market Development Project m Ukrame, Phase I11 

The purpose of thls report is to revlew the work performed by Barents Group LLC under 
Phase I11 of the Ukraman Over-the-counter Tradmg System Project that commenced on 
June 1,1997 and ended October 30,1998 

The report wl l  review the project in terms of the followng topics 

1 Project Background and Objectives 
2 Project Tasks 
3 Project Implementation 
4 External Factors 
5 Observations and Lessons Learned 

11 PROJECT BACKGROUND AND OBJECT~VES 

The OTC Trading System Project Phase I11 was a contmuation of the Project imtiated by 
Barents Group in September 1995 In Phases I and I1 of tlus Project, Barents created the 
Ukraiman Over-the-counter Trading System, known as PFTS At the begimng of this 
Phase of the Project, PFTS represented the only secondary market tradmg venue for 
Ukrsuman corporate secunties, accountmg for 95% of all reported trades and 
approxlmately 30 % of total trading volume By the end of the project in October 1998, 
PFTS accounted for nearly 98% of all secondary market tradmg in eqmties, and 
approxlmately 90% of total trading volume in Ukrane (when talung into account non- 
equity mstrurnents and pnmary cash auction sales) PFTS is cornpnsed of an Association 
of licensed brokeddealers and banks The Association also owns and operates the PFTS 
Techcal  Center, whch is licensed as a Tradmg Information System under Ukraiman 
law and manages the entlre electromc trading mformation network and provides all 
t echca l  support and tramng to PFTS members 

Phase I11 of the OTC TraQng System Project was imtiated June 1, 1997 m order to 

+ Strengthen the pnvate ownershp and operahon of the OTC Trading System PFTS, 

+ Strengthen the Self-Regulatory functions of key capital markets participants, 

+ Enhance public trahng of issuer secmties and shares created under Ukrane's Mass 
Privatization Program (MPP) 

In order to accomplish h s ,  the Project concentrated on four pnmary achvities 
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A Support for the Ukralnlan OTC Tradmg System "PFTS" 

The key objective was to support PFTS by continuing to develop its trading system, 
mcrease the number of PFTS Association members, mcrease the number of listed 
secunties traded on the system and the volume of trades registered, strengthen its self- 
regulatory role and insure that it become self-fmancmg 

B Support for the Inter-reglonal Stock Unlon (MFS) 

The objective was to enhance trade m issuer secmties by simplifying tradmg procedures, 
acceleratmg trade settlement, reducing transaction nsks and ensmng the safekeeping of 
shares by assistmg MFS to develop rudimentary re-registration, clearance, settlement and 
depository procedures for PFTS-traded shares 

C Support for the Profess~onal Assoc~abon of Resstrars and Deposltorles 
(PARD) 

The pnmary objective was to reduce the paperwork and the cost involved in effecting re- 
registration of shares by worlung wth  PARD-member registrars to develop an electromc 
re-registration system for PFTS traded shares among select member registrars 

D Draft a Deposltory Development Strategy and ln~tlate a Pllot Deposltory 
Project 

The objective was to irutiate the budding of the market infrastructure mstitutions that 
would safeguard the share ownership of Ukraine's 20 mllion citizen shareholders and 
support increasing volumes of capital market transactions 

E Tramng for members of PFTS, MFS and PARD 

The objective was to provide regular tramng for members of PFTS, MFS and PARD m 
clemng, settlement and depository systems, structures, and issues 

1x1. PROJECT IMPLEMENTATION AND TASKS 

A Support for PFTS 

The man objective of the task order was to develop and mamtan the OTC Tradmg 
System PFTS by increasing the number of Association members, increasing the number 
of listed issues, expandmg the number and types of secunties traded, expanding the 
capacity of the system to handle ever-mcreasing volumes, and e n s w g  a self-financing 
PFTS 
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With these tasks m mind, Barents focused its assistance to PFTS on the followmg 
pnmary activities 

1 Expandmg and enhancmg systems capabilities and mcreasmg access to the system 
2 Developing SRO capabilities 
3 Developmg and enhancing association rules, regulations and procedures 
4 Improvmg and expanding marketmg and public relations 
5 Increasing the number and type of securities traded 

1. Systems 

Improved Tradzng System 

Very early m the project it was clear that the onginal Tradmg System software was 
limted in capacity and reliability and would not support the ever-increasing volumes 
being realized in mid-1997 The ongmal software, based on the NASDAQ Portal system, 
was designed for a m m u m  capacity of about 125 traders Therefore, Barents' first task 
was to begin worlung \nth PFTS programmers on the design of a new Tradmg System 
and a new interface based on the more reliable Windows NT platform that would better 
serve the needs of its members and be able to accommodate increasmg volumes and 
users 

In November 1997, Barents purchased and mstalled a Tandem CS 150 computer to 
develop and test the new design It was ongmally Intended to eventually serve as a 
"front-end" commutations server for the new system and its more traffic intensive 
functions (such as Market Mmder) and be able to offer expanded services to traders such 
as messagmg and e-mail The Portal Software on the Stratus computer would then 
become a "back-end" server handling database functions 

At the same bme, PFTS was m negotiation wth the State Property Fund of Ukrame in 
hopes of directmg a portion of its pnvatization cash auctions to PFTS PFTS' 
participation in these auctions is discussed m more detad later, but in preparation Barents 
encouraged PFTS programmers to build a separate module mto the new Trading System 
to permit State Property Fund Cash Sales to take place on PFTS mdependent of the 
tradmg system software 

The unproved capabilities of the new Tradmg System also requlred the design of a new 
Trading System Termnal that would provide a vastly improved interface to the Tradmg 
System The development of the system rnterface continued into 1998 and was unveiled 
at a PFTS Market Development Conference in Foros, Crunea in August 1998 Some of 
the features bmlt into the new terminal include 

+ an expanded senes of fields that added the names of participants and issuers in 
Cynllic lettenng and more detailed information on trades, 
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+ multiple portfolio management 
+ automatic display of all information on uncompared trades, 
+ improved message exchange system that allows messaging between groups and 

categones of participants rather than mdividual participants, 
+ enhanced secmty functions for all levels of the system, 
+ system performance capable of handlmg up to 100 transacbons per minute 

The new Trading System is presently being site-tested at select trading locations 
throughout G e v  Its full implementation wl l  depend largely on the state of the 
secunbes market over the next several months The near absence of trading m the last 
several months has taken a heavy financial toll on every PFTS member and, as such, the 
new interface is llkely to remain m the tesbng phase for the near term These 
moQfications increased the capacity and performance of the Trading System by over 
50% 

Access to the Tradmg System 

Access to the Trading System continued to increase throughout the project through the 
installation of leased lines in all the cities PFTS mamtaned trading stations As of June 
1997 there were 58 leased lmes installed Barents oversaw the installation of another 50 
project-funded lines throughout the remamder of 1997 and 1998 The installation and 
mamtenance of leased lines, however, is costly and often beyond the reach of prospective 
PFTS members For that reason, Barents and PFTS concluded agreements ulth several 
major mternet service providers to allow members to connect directly to the Tradmg 
System through the local internet provider of their choice Tlus not only eliminated the 
need for a separate trading station to be established m each city but also created new 
possibilities for increasing PFTS memberslup As of October 31, 1998, 55 PFTS 
members were connected to the tradmg system directly through their internet service 
providers 

To further enhance access to the Trading System, Barents and PFTS continued convertmg 
connections to a TCPAP protocol from the previous x 25 The pnmary engme dnving the 
sluft to TCPAP is cost TCPAP as the standard internet protocol is more eflicient, more 
flexible, and sigmficantly less expensive Compared to TCPAP, the X 25 protocol 
requlres more bytes to transmit a given m t  of data - hence data cornrnuca~on costs are 
sigmficantly hgher By the end of the project all but three PFTS members were 
connected to the Trading System and its services through a TCPAP protocol 

2 SRO funchons 

One of the broader objectives of the Task Order was to strengthen the Self Regulatory 
fimctions of the PFTS Association and help it acheve SRO status Smce the concept of 
the Self Regulatory Orgmzation was new to Ukraine, Barents, PFTS and other USAID 
contractors worked closely wth  the Ukraman Securities Commission (SSMSC) to define 
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delegated SRO activities and responsibilities such as broker-dealer licensing and the 
development of a standardized broker-dealer compliance program and to get PFTS 
designated as an SRO PFTS was designated a Self Regulatory Orgmzation (SRO) on 
October 3 1,1997 by the SSMSCmties Commission 

Barents also prepared, as one of its pmcipal deliverables, an assessment of the trmmng 
and professional development needed by PFTS and its staff to enable it to respond to 
developments in the capital markets, to implement new regulations and to increase its 
capacity to properly function as an SRO Some of the more cntical recommendations 
were in the areas of Supervision and Compliance, Enforcement and Arbitration, where 
PFTS was seen to be understaffed and under qualified to fully momtor the conduct and 
achvities of its members and respond accordingly 

PFTS is further constramed by its relationshp wth  the Secmties Commission, whch has 
often been difficult and strained Tlus is not likely to change any bme soon and the best 
PFTS can hope for is to work wrth all legislative bodies to ensure that secmties 
legislation allow for the continued development of a free, largely self-regulated, secmties 
market 

3 Assoc~atron rules, regulat~ons and procedures 

In the early stages of the project, Barents focused its efforts on advising PFTS and its 
members on how better to function as an association by developing new and improved 
rules, regulations and procedures for all members 

Lzstmg/DeElstzng Rules 

PFTS received its license as a Trade and Information System (TIS) from the Secmties 
Commission on June 10, 1997, the first such license issued in Ukrame As such, the need 
to establish its listmg procedures became of paramount importance Barents supported 
PFTS development of issuer eligibility reqwements, listing and delistmg standards 
Certification procedures and testmg standards for membershp and traders (authonzed 
persons) were also established, as were the requ~ements for authonzation and for issuing 
and wthdrawng certification The Listing and Delistmg Rules of the Association were 
approved by the PFTS Board on June 29,1997 

One of the central features of the rules was the introduction of the concept of Fmt, 
Second and Thtrd Tier listings For instance, to earn a First Tier listing an issuer had to 
meet a mmmum level of capitalization and agree through its registrar to l i n t  re- 
registrabon fees to no more than 1% of the value of the transaction and to perform re- 
registration m at least 2 business days As an added advantage, First Tier stocks would 
trade in mimmum blocks of shares Tlus distinction helped create a class of Ukraiman 
"Blue Chp" stocks of more attractive, more liquid shares 
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Most of the listings that occurred after the rules took effect were done at the request of 
broker-dealers As is common m the early stages of development of the capital market, 
very few issuers understand the potential benefits of havlng thelr shares listed on an 
exchange or trading system The impetus usually comes from the traders m those 
secmties who demand a cerkun amount of transparency and liqudity Barents expects 
h s  to remm the rule until the number of tradable firms increases through an mcrease m 
pnvatmtion and those more attractive Ukraman enterpnses begin to seek mternational 
equity financmg 

Most de-listings of shares were a result of a lack of trading m those shares There was, 
however, one notable instance of suspended tradmg Thls occurred in the hgh profile 
case of "Dmproshyna", Ukrame's largest tlre manufacturer located in the mdustnal city 
of Dmpropetrovsk In January 1998, Dmproshyna's managing board approved a share 
emission that was offered only to a group close to the company's management at a pnce 
well below the prevsulmg market pnce The remsumng shareholders, many of whch were 
foreign compames, were left wth  severely diluted positions 

In response to the outcry from the broker-dealer commu~uty, the PFTS board agreed in 
February of that year to suspend trading in Dmproshyna shares pending an investigation 
into the legality of the emission The Ukramian Arbitration court eventually ruled that 
the emission was legal, whch was a major setback for the market and for Ukrame's 
efforts to portray itself as an investor-friendly country The case has since become a 
symbol of Ukrame's falure to protect shareholder nghts 

The only positive aspect was PFTS' ability to react to the situation and address the needs 
of members PFTS subsequently became a leadmg advocate for amendments to 
Ukramian secunties and corporate governance legislation 

Back Ofice Procedures 

With the exception of local branch offices of foreign brokerage firms, most PFTS 
members had a poor concept of what constitutes a back office and how to ensure the 
proper handling of customer trades and accounts Barents' objective was to b m g  
Western standards of practxe to the brokerage mdustry m Ukraine and set up clear and 
concise procedures for PFTS members The first step was the creation of a Back Office 
Committee m June 1997, whch would work closely wth  Barents experts to identify key 
back office issues and draft the rudmentary procedures 

In November 1997 Barents completed a recommended set of Back Office Standards to 
members of the PFTS board The standards were the first attempt to establish general 
procedures for prepmng and maintainmg records that accurately reflected a 
broker/dealer7s assets and liabilities relative to its customers as well as to other 
brokeddealers The PFTS board approved the Back Office Standards on December 3, 
1997 but only as recommended guidelmes that ensure hgher standards of commercial 
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conduct and equitable and ehca l  trade pmciples Today, the most active PFTS 
members m terms of trade volume employ these standards of practice 

4 Marketmg and Publlc Relahons 

One of the pnmary services PFTS provides its members is promoting thelr interests and 
the interests of the investment corntnmty at large Barents advised PFTS on a vanety of 
marketing and public relations imtiatives designed to mcrease membershp, expand and 
improve the services available to its members and promote the Investment potential of 
Ukrane and the accomplishments of PFTS 

Medza Agreements, Press Conferences, Other 

Perhaps the easiest and least expensive method of promotmg PFTS as the pnmary trading 
venue in Ukraine was concludmg agreements wth  vanous media and information 
services, especially those wth  an international reach PFTS began thls process in earnest 
in early 1997 and by the end of the project had agreements wth  16 different media 
outlets, mcluding Reuters, Bloomberg, Dow Jones and Interfax 

PFTS also holds a press conference every month m its offices for 10 local newspapers, 
four television compames and four mformabon services to discuss the events and results 
of the pnor month and any planned events The press conferences are also an excellent 
opportumty for PFTS to promote its membershp and rmse issues affecting the 
development of the secmties market 

As a testmony to the success of PFTS, the Ukraiman newspaper "Investytsiyna Gazeta" 
in January 1998 named PFTS the "Phenomenon of 1997, whle the magazme "Business" 
named Inna Zarya, the president of PFTS, one of three people who had the strongest 
effect on the development of the stock market in Ukrane in 1997 

Conferences and Traznzng Programs 

In order to educate the participants of the market - issuers, intermedimes and potenbal 
mvestors - and to rase the overall profile of the market, Barents assisted PFTS in 
developing a number of trainmg programs and recommended PFTS' participabon in 
several international conferences 

The more sigmficant of these were the followng 

1 PFTS-sponsored conference - "The Orgamzed Stock Market - Development and 
Regulation" held October 30-31, 1997 m k e v  The conference was attended by 
representatives of 183 brokerage firms and 60 government officials from the Secmties 
Commssion, the State Property Fund and the President's Admimstration, among 
others and included over 30 speakers, including experts from Barents 
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BarentsKJSAID-sponsored U S triilfllng program on the Roles of Stock Exchanges, 
SRO Practices and Central Depository Development m June 1997 for the Board of 
Directors of PFTS 

Two Eurofonun conferences on "Investmg in Ukrame" were held in Kev, one in 
October 1997 and the other in May 1998 Irma Zarya, the president of PFTS, 
addressed the participants of both conferences on the development of PFTS and its role 
as a vehcle for attracting investment to the Ukraman secmties market Another 
Euroforum conference is scheduled for October 1998 

PFTSfBarents-sponsored tramng program on Depository Procedures in May 1998 
The course focused on internationally recogmzed depository accounting and internal 
control procedures and was attended by over 45 capital markets participants Barents 
experts conducted the trainmg 

PFTS-sponsored conference "The State of and the Outlook for the Ukraman Stock 
Market", September 1998 in Foros, C m e a  The conference included nearly 40 
speakers on topics ranging from the future of PFTS, brokers' work mth issuers, new 
technologies, depository development and legislative issues The conference 
concluded wth  an appeal by members of the pnvate secmties mdustry to the 
government of W a n e  to cooperate wth  each other in finding common solutions to 
the problems facing the industry 

Barents is convinced that these conferences, tramng programs and other similar 
gathemgs are an excellent way for PFTS to promote itself and its membershp and also 
serve to reaffirm PFTS as a leader in the development of the secmties market in Ukraine 

Web Szte 

With assistance from Barents, PFTS launched its official web site - www PFTS com - in 
September 1997 As a result, information on PFTS was made avalable to anyone wth  an 
internet connection anywhere m the world The site contans mformation on PFTS-listed 
shares, PFTS rules, regulations and procedures, special mformation for brokers and 
potenbal members of the PFTS Association and daily trade results (offered on a fee 
basis) The web site is wntten m both English and Ukraiman and can be found at 
<www p@s corn> 

Monthly, Annual, and Bzannual Reports 

PFTS also publishes a number of reports and promdes a steady flow of informabon to its 
members and the public at large These include monthly reports to members and a 
biannual and annual report for general Qstnbubon The PFTS Tecbcal  Center also 
produces monthly reports of key statistics and mdicators by industry and secmty and 
publishes monthly ranlungs of traders and secmties based on trade volume 
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5 Expandmg the Number and Type of Securities 

At the b e g m g  of Phase I11 m June 1997, only three types of secunties were traded on 
PFTS - corporate secunhes, compensation certificates (certificates granted to citizens as 
compensation for lost savings during the years of hypennflation) and drafts (Wechsels) 
In Apnl 1997, PFTS mtroduced trading in the mmcipal bonds of Odessa The only 
other secunties bemg traded at the tune were Pnvatization Certificates, whch were not 
legally transferable, and thus could not be traded on the system, and Government 
Treasury Bills 

State Property Fund Cash Auctlons 

Together wth  Pnce Waterhouse, whch was under contract \nth USAID to assist in 
Ukrame's Mass Pnvatization Program (MPP), Barents and PFTS began negotiatmg wth  
the State Property Fund (SPF) m for the nght to conduct cash auctions on PFTS The 
ability to tap the ptvnary market represented a potential coup for PFTS and would have 
made sense for the SPF as well PFTS offered the SPF a network of almost 200 dealers 
in every major city in the country, whch could represent any number of individuals and 
institutional investors - foreign and domestic What's more, the whole process could be 
accomplished by a computer terminal hooked up to the tradmg system in the office of the 
SPF 

The concept of usmg the PFTS trading system m support of SPF pnvatization was first 
recommended by Barents in March 1996 m l e  malung the case for using PFTS was 
relatively easy and compelling, brealung the Ukraiman Stock Exchange's governmentally 
granted monopoly on pnmary cash auchons was not It would not be until 18 months 
later, that PFTS would be granted permission to participate in SPF cash auctions 
Sustained pressure fiom PFTS, its membershp, USAID and other USAID contractors 
was required to open up the SPF auction system 

The procedures for carrying out cash auctions were approved by the SPF in December 
1997 and the first auction took place a few weeks later The auctions were so successful 
the SPF conducted two additional auctions in February and March 1998 for stakes in 
some of the most attractive electncity generating and &stnbution compames m Ukrame 
In two days, the auctions resulted m sales of $13 million 

Overall, we believe Barents' continued support of PFTS met the stated objectives of the 
project and has reaffirmed PFTS' position as the largest and best orgamzed venue for 
secondary market tradmg m corporate and mmcipal secunties in Ukrame, and one that is 
already self-financing The table below illustrates the considerable growth in PFTS over 
the final phase of the project 
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June 1997 

I Members Connected to the 1 84 
I I 

1 190 

October 1998 

PFTS Members 113 

Tradmg System 
L~sted Issues (net) 

CS - Corporate Securrt~es, CC - Compensat~on Cert~ficates, D - Drafts 
MB- Mwcipal Bonds, TB - Treasury Bills 

303 

Types of Issues 

Cumulative Transactions 
and Trade Volume 

Future D~rechons 

170 

At the time of th s  report, Ukrame, as well as all emergmg markets, has been adversely 
effected by the financ~al cnsis m Asla and, most recently, Russia PFTS trade volume 
has fallen steahly since October 1997 and precipitously since August of last year As 
measured by the PFTS index the volume of trade has fallen from a hgh of about 106 m 
October 1997 to below 20 m October 1998 - a declme of over of 80% This, however, IS 

only the ~mmediate effect of the current cnsis The ~mpact t h ~ s  is likely to have on the 
Ukrainian economy and PFTS and its membershp, in particular, remsuns to be seen 

176 

CS, CC, D, MB 

932, $35 million 

In order to offset revenue losses from the trade m corporate securrhes and T-b~lls, PFTS 
m October 1998 developed a pilot trading system for drafts and promissory notes The 
pilot mvolved tradmg in eight types of drafts but could easily be expanded Accordmg to 
some est~mates the market for trading in drafts and promssory notes could reach volumes 
as hgh as $10 million per month A separate Draft Tradmg Module is currently bemg 
developed for implementation if the pilot proves successful Th~s  module could eas~ly be 
implemented as part of the new trading system and is md~cative of the system's 
versat~l~ty PFTS IS also studymg the possibil~ty of trade m denvatwes such as opt~ons 
on securrt~es, and forward and futures contracts for currency and key commodit~es such 
as sugar and wheat 

CS, CC, D, MB, TB, 
SPF Cash Auctions 
See Append~x 

USAID's cont~nued support for the development of a central clemng, settlement and 
depository system for Ukraman corporate and mwcipal secunt~es wl l  necess~tate the 
mvolvement of PFTS as the only active trading system m Ukrame PFTS IS already 
worlung closely wth  Pnce Waterhouse to continue the development of its electromc 
lnformat~on exchange ut~lity as the basis of an mtegrated clearance and settlement system 
and is talung a leadershp role in the development of a securrties depository 
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Barents fully expects PFTS' membershp to s h n k  over the coming months as a result of 
the lack of tradmg At the tune of this report a number of well established brokerage 
firms had already closed thelr tradmg operations m Ukrame and many wl l  simply not 
have the financial resources to contmue paymg membershp dues and tradmg system 
access fees Notwrthstandmg the expected contraction in membershp, Barents remams 
confident that PFTS has developed a sufficient "cntical mass" of membershp to permit it 
to weather the current cnsis and remain self-sufficient In great part, h s  was due to an 
early worst case assessment of the impact of the October 1997 Asian financial market 
cnsis 

B Support for MFS 

One of the pnmary tasks under Phase 111 of the OTC Project was to develop MFS as a re- 
registration, cleanng, settlement and depository service provider for PFTS traded issues 
Through hardware, software and techca l  assistance from Barents, MFS was to provide 
rudimentary re-registrabon, cleanng and settlement and depository functions for at least 5 
PFTS traded issues 

Background 

MFS was founded m March 1997 by some of Ukrame's leading banks and financial 
mtermedianes to perform cleamg, settlement and depository activities in corporate 
securities As of October 1998 MFS had 57 shareholders, nearly 80% of whch were 
banks and 12% broker-dealers The remamder was divided between other institutions 
and the Nabonal Bank of Ukrame, whch holds about 4 5% There were eight directors 
on the board of MFS, all but one represented Ukrai~uan state-owned and pnvate banks, 
mcluding the National Bank 

In October 1997, after nearly five months of stallmg on the part of MFS, Barents 
specialists were finally permitted the opportUTllty to conduct a prelmmary review of the 
MFS depository software system The review identified several fundamental software 
and database problems that would prevent it fiom ever effectively supportmg PFTS 
tradmg Fmt, the system's chart of accounts were too numerous and complex, wth most 
bemg completely unrelated to depository functions Second, the software requlred 
multiple manual entry of identical transactional data, whch not only increased the 
possibility of data entry error, but also virtually eliminated the benefit denved by 
computenzmg and automating the process m the first instance n r d ,  the depository 
database was abnormally large and contamed unnecessary hstoncal mformation, whch 
would ultlrnately slow the movement of shares as the number of transactions increased 

Barents, therefore, recommended MFS to modify or replace its depository software wth  a 
design that would use a standardized, internabonally-recogmzed accountmg structure and 
maintam a master issue database that would be the source of all reporting It was already 
clear by ths  bme that substantial modification or replacement of MFS' software would 
be necessary if MFS was ever to properly support PFTS trading 
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MFS received the first depository license in Ukrme m November 1997 In December of 
the same year the Law on the National Depository System and Peculiarities in the 
Electromc Circulation of Securities was passed by the Ukraman Parliament Th~s  law is 
discussed further m the section on legislation One of the key provisions of tlus law 
states that membershp in a depository is restricted to licensed custodians Hence, non- 
bank, non-custodial broker-dealers can access the depository only through a custodian, 
wbch is most cases are banks Another limting factor is the requirements that 
custodians, in order to obtam a license, must have a mmmurn capitalization of ECU 
100,000 The ND Law further requlred that all issuers mth dematenalized shares place 
those shares, in the form of a global certificate, in a depository mthm six months - a 
completely unrealistic reqwrement given the fact that there was, at the time, no 
functiomng depository in Ukrame 

In early 1998 MFS and PFTS began the first phase of testing of MFS software The 
purpose was to determine the techca l  requirements for automating the process of re- 
registration, clearance and settlement by simulatmg the processing of PFTS trades and 
downloadmg compared trade information directly into the MFS system Cross traimng of 
MFS and PFTS also took place, as did traimng from Barents personnel in internationally 
recogmzed depository accounting standards 

By March 1998 it became increasingly evident that MFS' software was not just 
theoretically, but practically, unworkable All tests mdicated that the software had been 
designed wthout consideration of the electromc environment in wbch PFTS member 
f m s  operated The software design did not provide for the electronic downloadmg of 
confirmed PFTS trades, nor could it be integrated well Mlth the back ofice operations of 
potential custodial member firms Most sigruficantly, the software and MFS depository 
procedures were not compliant with G-30 recommendations and pnnciples Among other 
sigmficant software flaws was that share movement wtlun the depository could be 
mtiated by the sellmg party, wthout the knowledge or, or mutual confirmation by, the 
buy side custohal member firm Mutual affirmation by buying and selling custodial 
representatives is as essential to the depository process, as the trade match and 
confibmation process is at the exchange level 

Solving these and other problems would have required close cooperation between MFS, 
PFTS and its member firms but t h ~ s  never matenallzed In retrospect, the lack of 
cooperation was a dlrect result of substantial political and institutional hfferences 
between the two orgamzatrons Although PFTS and MFS did conclude a cooperation 
agreement in Apnl 1998, tlus was largely a palliatrve -- the polibcal and institutional 
differences remamed (Cooperation agreements in the Former Soviet Umon are typically 
face savmg exercises or, at best represent a prelimmary step toward a more detaded 
techca l  or substantive agreement at some future time In tlus case, it was clearly the 
former ) 
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In practical effect, the absence or presence of a cooperation agreement was not the man 
obstacle to forward movement between PFTS and MFS Somehng more fundamental 
was missing - shares There was an almost total absence of shares registered m MFS 
depository or custodial name The most frequently cited reason to explan thls among 
market participants was a complete lack of trust in MFS as a competent depository or 
custodian Beyond the considerable doubts about the abilities and efficiency of MFS 
software, there were also concerns about MFS management and its governance structure, 
whch was seen as favomg large banks to the exclusion of all other key market 
parhcipants There was also considerable uncertamty regarding the Secmt~es 
Commission's ownershp interest m the National Depository System as well as the 
depository orgmzation itself as mentioned in the National Depository law The result, of 
course, was a reluctance on the part of brokers, issuers, custodians and registrars to give 
up custody and control over their shares to an unreliable h r d  party In fact, foreign 
custodial banks may be contractually and legally obligated (pursuant to due diligence 
provisions) not to transfer their shares to such an orgmzation Given the circumstances 
present during the time of the project, SEC Rule 17f-5 would most certainly preclude any 
US-based mutual fund from entrusting MFS wth  custody over their shares 

As further evidence, one need only look at the number and types of secmties MFS holds 
m global certificate form and m immobilized form through custodian accounts Of the 57 
compmes for whch MFS held global or temporary global certificates (as of October 
1998), only one was traded on PFTS In fact, most of the secmties held by MFS were 
closed joint stock compmes, whch would never trade publicly anyway Hence, placing 
these shares in depository does nothmg to stmulate trading and increase the liqmdity of 
the market because it offers notlung to market participants, nor does it help MFS to 
establish itself as anythng other than a registrar of beneficial owners wth  no interest in 
trade Even MFS' own shareholders (57 total) have refused to place their shares in MFS, 
wth two exceptions 

By May 1998 it became evldent that MFS would not be able to provide even rudimentary 
cleamg, settlement and depository services for PFTS-traded shares MFS' problems 
were not merely technological but instituhonal As such, followng consultation wth  
USAID, Barents shfted its focus toward the development of the electronic re-registration 
utility being developed jointly by Barents, PFTS and PARD-member registrars The 
hope was that the re-registration utility would serve as an interface between traders and 
registrars and could eventually become an electromc link wth  MFS or any other 
depository, when needed MFS was invited to participate m the worlung group that was 
subsequently created, but did not participate actively and even considered the utility a 
threat to the implementation of their own software product 

C. Support for PARD 

In connection w t h  the Professional Associahon of Registrars and Depositones (PARD) 
Barents was to develop and implement standard protocols for the dxect electromc re- 
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registration of PFTS-traded shares wth  independent issuer-registrars Barents was also 
expected to insure a fully established and self-financmg PARD 

Background 

The Professional Association of Registrars and Depositones was formed m June 1996 
and presently cons~sts of 229 mdependent registrars and one depository, MFS The 
association was founded in response to a Presidential Decree of March 2, 1996 requmng 
every joint stock company wth  more than 500 registered shareholders to have thelr share 
registnes mamtamed by an independent registrar By that time the number of pnvatized 
f m s  in Ukrame wth  more than 500 shareholders numbered m the thousands and the 
government's ambitious pnvatization plans had called for thousands more wtlun the 
coming year Needless to say, t h ~ s  never matenalized, but at the time the Impetus was 
cerkunly there to unite the industry and standardize procedures 

PARD'S activihes focus pnmmly on promoting its members' services, establishmg 
u f o r m  pncmg policies and re-registration procedures and establishmg and enforcing 
etlucal standards of conduct The SSMSCunties Commission granted PARD SRO status 
in October 1997 

Share Repstrabon and the Independent Registrar 

The political and economic rationale for creating independent registrars was to prevent a 
government-controlled central registry of shares that was seen as a threat to the creation 
of an open and transparent market for trading in U k r u a n  shares By creahng separate 
independent registrars it was hoped that corporate shares would circulate more freely and 
be more likely to attract capital into the market 

The pnvatization process further remforced tlus approach by dispersing all share 
registnes created through the Auction Center Network among mdependent registrars 
The result, of course, was a hghly decentralized system of share registry In many cases, 
these registrars are far from independent and are in reality "pocket registrars" of the 
enterpnse's management, whch strictly morutors changes in share ownershp and often 
restrrcts legihmate tradmg in its shares 

The process of re-registration of shares in Ukraine is cumbersome, costly and 
unpredictable Buyers and sellers of shares are required to submt an inordinate amount 
of paperwork to the mdependent registrar and pay re-registration fees of, at a mmmum, 
1-1 5% of the amount of the transachon For example, a typical transachon requres, at a 
mrumum, a notanzed buy-sell agreement between the two parties, a transfer order and an 
extract from the register In many cases these registrars are located outside of Qev 
delaying the process further and addmg to its cost Furthermore, the requuements of re- 
registration are typically dictated by the registrar, resulting in no u~llform practice of 
share re-registration in Ukrame 
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Barents and PARD 

In order to reduce the cost and elimmate most of the paperwork involved in the re- 
registration process, Barents together wth  PARD and PFTS began workmg on the basic 
specifications of an Electromc Information Exchange Utility (IEU) that would provide 
information on PFTS trades dlrect to issuer registrars Automabng the share registration 
process would not only reduce costs but also settlement bme and, ultimately, transaction 
nsk Furthermore, re-registration of ownershp nghts m an electronlc environment is an 
internationally recogmzed practice and one that Ukraine would need to develop sooner or 
later 

PARD and Barents spent most of 1997 determimng the specifications of automatmg the 
re-registration process and drafting terms and condibons that balanced the needs of the 
broker-dealers and issuer registrars, i e the desire of the broker-dealers for faster re- 
registration wth  the registrar's requirement of duly notanzed/legalized trade 
documentation 

By February 1998 the basic specifications had been completed and Barents began the 
actual software development (Beta testing of the IEU commenced in early Apnl1998 ) 

The problem of establishmg an electromc link or messaging system between registrars 
and PFTS traders was not simply a technological exercise Present secmties legislation 
as well as the civll code of Ukrame does not recogmze electronlc documentation as 
legally bindmg and electromc signatures as legal signatures In early January 1998, 
PARD presented its own preliminary version of electromc re-registrabon procedures to 
the Secunties Commission but they were flatly rejected (Contnbutig to the rejection 
was the fact that PARD'S proposal to the SSMSC was made wthout participation or 
review by Barents, and wthout a broad based consensus from the industry at-large ) Until 
t h s  legislative obstacle is overcome, either in the form of revised legislabon or a special 
waver from the Secunbes Commission, Ukraine wl l  never truly acheve an electromc 
clrculation of secmties 

Believing that workable solutions to market infrastructure problems reqwres practical 
input from market participants, Barents advocated the development of an IEU Users 
Group made up of key PARD registrars, PFTS traders, custodians, MFS, members of the 
SSMSC and lawyers from FMI The task of the Users Group was to 

1 Develop and implement specifications for automating share registration 
2 Develop a prototype software module and begin testmg an IEU 
3 Develop participant contracts and procedures 
4 Develop regulatory recommendations needed for real-tme implementation 

m s  formula represented a return to a fundamental key to PFTS' success - utilizabon of a 
consensus bwldmg approach from the mdustry level on up 
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The first meeting of the Users7Group took place m May and every two weeks thereafter 
After extensive demonstrations and testmg of the IEU software, programming, procedural 
and contractual improvements were made that resulted in the creation of the Electromc 
Transfer Order (ETO) and an ETO processor that would be installed at each participatmg 
trader and registrar The ETO replicated the Transfer Order used by one of Ukrame's 
largest registrars and contamed fields for all lnformation required by the SSMSC in order 
to re-register shares In h s  way, a registrar would simply receive a TO by e-mad, pnnt it 
and use it as the legal basis for re-registration Encryphon and decryption devices were 
also developed for the ETO and all other messaging between traders, registrars and the 
IEU server m order to protect sensitive data transmssions All messaging and 
lnformation fields also conform to the latest SWIFT (Category 5) and IS0 
commumcation standards 

By August 1998 a final testing group was formed consistmg of three top PFTS traders 
and three of the largest PARD-member registrars in Ukrame In fact, two of the 
participating registrars accounted for 35% of all trades on PFTS since the beginrung of 
1997 Barents then developed the IEU User's Manual and IEU Installation software for 
use by mdividual participants. 

Thls represents the final stage of the IEU as an electromc information exchange system 
between secmties traders, registrars and a trading system, i e the basis of a clearance and 
settlement system for corporate secmties In order to fully test and launch the IEU as an 
electromc re-registration system w11 reqwre Secmties Commission approval and 
recogmtion of electromc documents as legally bindmg Barents advocated and contmued 
to lobby, along wth  USAID and PARD, for a special "pilot" status for the IEU %s 
would allow the parhcipants of the pilot to conduct live trading and re-registration of 
secmties based solely on the electromc documents and messagmg generated by the IEU 
m a controlled envlronrnent The normative documents have been prepared and approved 
by the pilot participants and the system is ready to be launched In fact, the IEU software 
module was, at the tme of h s  report, bemg mstalled on the premises of the participants 
m the Test Group and sample trades w11 soon be generated 

Barents firmly believes that the IEU is the basis of an efficient clearance and settlement 
system for Ukrman corporate secmties By employmg mternationally recogmzed 
standards of commumcation and transfer it w l l  allow for a smooth and measured 
transition to a central registry or depository environment when market volumes and 
market participants dictate The IEU is not, as some observers have suggested, "anti- 
depository", but is in fact "pro-depository" by providing a modular, budding block 
approach toward depository development Furthermore, it is uncertsun when a separate 
clearance, settlement and depository orgmzation will become economically feasible in 
the near term, wluch only further supports the need for an intenm solution 

However, the development of PFTS and its listmg and tradmg rules as well as the 
standards set by PARD for its members have done much to create a more fm, open and 
less costly process 
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D Depos~tory Development 

The objective was to imtiate the buldmg of the market mfrastructure inshtutions that 
would safeguard the share ownershp of Ukrame's 20 mllion citizen shareholders and 
support mcreasing volumes of capital market transactions The man  task was to draft a 
depository development strategy and imtiate a depository pilot program compatible wrth 
the PFTS Tradmg System and providing a Delivery vs Payment (DVP) mechmsm 
Tlus was to be accomplished wth  the direct involvement of a broad-based Worlung 
Group of secmties market participants 

Tlus stage of the Task Order was added in June 1998 and included continued support of 
PFTS and the electromc IEU as a cleazlng and settlement mechamsm Furthermore, the 
depository development aspect of t h s  task did not call for any support of MFS as the 
only licensed depository at the time In fact, USAID had recogmzed that MFS "had 
become a question mark" in terms of bemg the basis for the industry's depository 
Barents continued worlung wth MFS by engaging them in the debate over the direction 
of depository development and continued to view them as part of the solution 

Begimng June 1, 1998, the OTC Project was expanded to d u d e  a Depository 
Development component The task was to develop a depository development strategy 
and imtiate a pilot depository project It is important to note that the Task Order did not 
mention any exlting market participants as potential depository candidates but simply 
called for Barents to address the key issues of orgamzational development and begm 
building a consensus among industry participants and eventually launch a Depository 
Pilot mtiative 

The first task was to create a Worlung Group that would include the key broker-dealers, 
banks, custodians, registrars and trading systems operating in the Ukraman market 
Based on Barents' long hstory wth  most market participants t h ~ s  was a relatively easy 
task The difficulty was findmg participants who were not only knowledgeable in 
depository development issues but also wlling to participate in the development process 

Three basic issues were identified as cntical threshold questions 

1 What type of central depository orgamzation was necessary to support PFTS-traded 
corporate secmties? 

2 What support structures for PFTS trading were necessary to facilitate the transition 
fiom a decentralized registrar system to a depository system? 

3 What orgamzational and governance structure is desirable to ensure long-term 
viability and mstill confidence in the market 
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By June 1998, Barents had formed a tentative Worlung Group and began meeting with 
the prospective Worlung Group participants separately to determine their particular needs 
and their view of depository development 

To encourage discussion of the key issues, Barents sponsored a one-week tramng 
program in the U S , whch included a component on Central Depository Issues Barents 
met extensively wth  the conference participants whde in the Umted States as well as 
wth  the Worlung Group in &ev The result was a Depository Development Strategy 
Paper, or Framework Outlme that mcorporated what Barents viewed as the key 
orgmzational, ownershp, governance and implementation issues surrounding depository 
development Barents used t h ~ s  same approach in the early development of PFTS wth  
great success 

The Role of the Securztres Commmszon 

The Task Order extension was in direct response to the SSMSCunties Commission's 
plans to develop a National Depository System as called for under the law of the same 
name passed m December 1997 It was clear from the begimng that USAID'S demand 
for an industry-owned c l e m g ,  settlement and depository system would run counter to 
the wshes of the SEC 

The Law on the National Depository (ND Law) empowers the Secunties Commission to 
undertake the development of the National Depository and control the government's 
ownershp stake in the National Depository Unfortunately, the Secunties Comrmssion 
interpreted these powers broadly and began to undertake depository development largely 
wthout any pnvate sector input Several regulations and decrees of the Comrmssion 
supported t h s  position and approach and finally in July 1998, the Secmties Comss ion  
and the NBU concluded a jomt decision (Decision # 83) "On Measures for the 
Establishment of the National Depository of Ukrame" The measures set forth called for 
an almost entuely SEC-led imhative to create a hctiomng National Depository by Apnl 
1999 Another measure called for mergmg MFS mto the National Depository It also 
established a worlung group consisting almost exclusively of banks and members of the 
NBU 

Barents later learned that The SEC/NBU orgmwng comrmttee was only a proposed list 
and most of the participants had not only not approved Decision #83 but had not even 
been aware of its conception Furthermore, the proposal was presented by the NBU and 
the SEC at the annual meetmg of MFS shareholders and was soundly rejected 

Thls approach was mdicatwe of many Comssion-led imtiatives and illustrates not only 
the hghly politicized nature of depository development in Ukraine but the virtual 
"crowdmg out" of pnvate mdustry in the decision malung process These were the two 
pnmary obstacles Barents had to overcome 
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Since passage of the ND Law, depository development was seen as almost solely w h n  
the purvlew of the Commission and was talung place wthout any realistic and practical 
mput from the pnvate secunties industry TJxs prevented any memngful debate on the 
issue and had a clulling effect on pnvate sector imtiative In fact, an early imtiative from 
several custodial banks and the Inter-bank Currency Exchange m late 1997 was so swftly 
rejected by the Secunties Commission that Barents later had problems enlistmg them into 
the Worlung Group 

Consensus Buzldzng 

In order to b m g  the mdustry back into the debate, Barents orgmzed a two-day 
Depository Development conference m late July The purpose was to seek pnvate sector 
input on the major issues affecting the establishment and operation of a pnvate sector 
owned and governed centralized depository system To facilitate the process Barents 
provided each participant wth  a Depository Development Framework Outlme Tlus 
outline became the basis for developing the orgmzational, ownershp and governance 
structure of a future depository system 

Over 75 capital markets participants attended the conference including the SEC, NBU, 
the Cabinet of Mimsters and the President's Adrnimstration as well as Barents depository 
experts and one representative from the U S Secunties and Exchange Commission The 
conference represented the first real exchange of ideas between all market participants 
and was the first step in creating an open development process based on consensus 
budding Though there were wde-ranging opimons on each issue there was general 
agreement on some of the basic pmciples and approaches to depository development 
Namely, 

1 A smgle orgmzation should be created to perform c lemg,  settlement and 
depository functions for corporate secunties, 

2 The depository should be "not-for-profit" and owned and operated pnmanly by 
pnvate-sector market participants, 

3 Board composition and governance should reflect the not-for-profit status of the 
depository and balance the mterests of all market participants wth  preference given to 
custodians as the pnmary users of a depository, 

4 All that pnvate sector depository proposals and mtiatives should be considered 
equally by USAID when makmg funding decisions, preferably through a tender of all 
proposals 

In order to take advantage of the momentum and the expectations created by the 
conference (especially among the pnvate sector) Barents Group quickly solidified the 
Depository Worlung Group by enlistmg the most actwe participants of the conference 
Furthermore, based on the numerous attempts of the Commission to control the direction 
of debate on depository development, Barents recommended establishmg a Worlung 
Group made up solely of pnvate market participants, relegatmg the SEC, NBU and other 
state orgmzations to an Advisory Group that would be responsible for providmg 
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guidance to the WG as needed and considemg their recommendations on procedural and 
legislative matters Hence, a cooperative approach but one that from the begimng 
clearly established the operational and oversight functions as separate 

Based on the conference findings Barents revised the Depository Framework Outline to 
mcorporate all of the developmental issues facmg market participants and intended it to 
serve as the key developmental guidelme for the Worlung Group 

Regzstrars' Role zn the Deposztov Process 

In malung the transition to a central depository environment great care had to be taken 
not to add any admimstratwe or legal uncertamty to the present registry system Barents 
found that both the Commission and MFS m their respective attempts at depository 
development had not paid enough attention to h s  issue MFS had been particularly 
hostile to registrars and refused to involve them m then- efforts from the outset The 
Cornmission's approach had been to legislate registrars out of existence by forcing 
dematenalized shares into a depository prematurely In doing so they completely ignored 
the nsks to the integnty of the registry of shareholders Forcing shares into a depository 
shfts accountability for the integnty of the records to the depository, whch is clearly 
unequipped to do, and forces millions of beneficial owners to enter into custody 
agreements that they can scarcely afford and that most custodians would sooner avoid 

Pzlot Deposltoly Project 

The development of a fully operational, clemng, settlement and depository orgamzation 
m Ukrame w11 likely be measured in years, not months With t h s  in mind, Barents 
proposed a phased, measured transition to a central depository environment that 
considered the needs of all market participants The most important of those needs, 
whch was expressed almost unammously dmng the July Depository Conference, was a 
change in the re-registration process The solution was the IEU 

Barents proposed a five-phase process for implementing the IEU that would eventually 
lead to a central depository envn-onment once volumes and markets needs dictated The 
Pilot Depository Project called for the implementahon of the IEU among three traders 
and three registrars handling several hghly liquid issues The participants would register 
their actual trades for approximately 3-4 months whle determilung what modifications 
needed to be made and what requirements should placed on new entrants to the pilot In 
each subsequent stage, new traders, registrars are added to pilot group The hope was that 
eventually other trading systems and exchanges as well as the depository would be 
brought in dmng the latter stages 

Barents recommended that the pilot be conducted in parallel wth  the Depository 
Development Worlung Group's efforts to determine the structure of the future depository 
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E Train~ng of PFTS, MFS and PARD 

An additional part of the task order requlred Barents to provide regular tramng for 
members of PFTS, MFS and PARD both m Ukrame and the U S m clemng, settlement 
and depository systems and structures 

Barents~USMD-sponsored a traimng tnp to the U S for PFTS members, MFS and PARD 
in December 1997 on clemng, settlement and depository issues 

BarentsNSAID-sponsored a U S trarung program on the Roles of Stock Exchanges, 
SRO Practices and Central Depository Development in June 1997 for the Board of 
Directors of PFTS 

A Legslatwe Impediments 

D m g  the project penod a number of legislative acts were passed that directly impacted 
the development of the PFTS trading system, depository development and the procedures 
for re-registering shares A discussion of the more important acts follows 

Additionally, in March 1998 Ukraine held their parliamentary elections The result was a 
parliament controlled mostly by Commu~llst and Socialist factions largely opposed to any 
market reform measures It became increasingly clear in mid-1 998 that no senous reform 
legislation or improvements to existing legislation would be possible before the end of 
the project Therefore, our recommended solutions remamed wthm the confines of the 
existing legislation except for those acts for whch non-Parliamentary bodies exercised 
direct control, i e Securities Cornmssion regulations 

Natzonal Deposztory Law 

Passed in December 1997, the law describes the elements of the Nabonal Depository 
System, the permitted functions of depositones and a plan for mplementing the National 
Depository of Ukraine The Law clearly restricts access to any depository to only 
licensed custodians Thus, non-bank, non-custodial broker-dealers are demed direct 
access to the depository and must use the services of a custodian Th~s  would clearly 
place a large part of the broker-dealer corntnwty at a competitive disadvantage as they 
wl l  have to turn to custodians to mantam their customer accounts, most of whch wl l  be 
large banks Moreover, most of these banks are broker-dealers themselves, Increasing the 
nsk that they w11 eventually encroach on thls part of the busmess as well 

The Law also calls for the creation of a National Depository, to be parhally owned by the 
government of Ukraine as represented by the Secunties Commission The purpose of the 
National Depository w11 be to control the functiomng of all local depositones and 
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mantam relationshps wth  foreign depositones The Law, and a subsequent Presidential 
Decree, also directs the Secunties Commission to create the National Depository wth  the 
participation of at least ten custodians 

As mentioned earlier, the Law also requires issuers who have dematenalrzed thelr shares 
to place those shares m a depository in the form of a global certificate wthm six months 
from the effective date of the Law Tlus was clearly an unrealistic requirement that, if 
forced, would have caused chaos in the market The deadline passed and the requirement 
was largely ignored but the effect was that many issuers reclassified their shares as 
"matenalized" and were prepmng to issue certificates for those shares The result, of 
course, would be a step backward m the development of the capital market 

The Law is perhaps singularly responsible for politicizing the depository development 
process and preventing what should ultimately be a pnvate, business solution 

Electronzc Re-regrstratzon 

Ukrarman law does not recogmze electromc documents as legally binding and electromc 
signatures as valid signatures Tlus is perhaps the biggest impediment to the 
implementation of the IEU in order to effect the electromc re-registration of shares 
Barents and members of the IEU worlung group devised different schemes to work 
around the law but none were satisfactory Until the Secunties Commission grants the 
test group a "pilot" status and allows electromc re-registrations to go forward, there 
seems little hope of havlng a reliable, low cost clemng and settlement system 

Deposztory Regulatron #61 

Passed in May 1998, th~s Regulabon, though better than its predecessor (Regulation 
#117), still attempts to prescnbe the necessary internal functions of a depository rather 
than outline the boundmes wthm whch it should operate Its man drawbacks are that it 
ignores the present registrar system, places restrictions on the activities of custodians and 
seems to call for a manually-operated depository system that would not only add 
unnecessary costs to the clearance and settlement system, but worse, defeats the purpose 
of a depository 

Over the five years that Barents Group has worked on capital markets development in 
Ukrame and its collective expenence in other emerging markets several basic tenets of 
institution and mfrastructure development that must be followed to ensure long-term 
success 

The success of PFTS is ambutable to the followng conditions (1) the effort began as a 
consensus among pnvate sector participants, (2) the institution was bulk on the basis of 

Barents Group LLC Page 22 



Frnal Report Over-the-Counter Development rn Ukrame Project Phase III 

pnvate ownershp and operation, and, (3) ~ t s  practices are based on proven "best- 
industry" self-regulatory and tradmg system norms Barents used t h ~ s  same approach m 
its development of an electromc re-registrat~on utility and its depository pilot lmtlatlve 

Consensus Buzldzng 

The importance of a market consensus when buildlng capltal market lnstltutions cannot 
be underestimated, especially in emergmg markets T h ~ s  IS a tned and true approach to 
institution building and one that Barents contlnues to employ m ~ t s  capital markets efforts 
world-wde 

Market Solutions Work Best 

One of the hmitmg factors in the development of Ukraine's capltal markets and ~ t s  
mstltutions IS the lack of a clear, coherent, long-term capital markets pollcy for the 
country The deslre to protect shareholder nghts, increase the 11quld1ty of the market, 
acheve international standards for trading, clemng and settllng of secmtles, and to 
Increase capltal lnflows has never been adequately Wculated by any government body 
In the absence of a clearly defined policy, the approach to market development IS 

fragmentary and only adds to the overall uncertanty in the market 

The problem is aggravated by the SSMSCunties Commission, whch has taken on the 
role usually played by the pnvate sector in other developed markets Thls IS especially 
clear in its approach to the National Depository Whereas depository development should 
be a pnvate sector imtiatlve based on market forces and addressmg market needs - 
facilitat~ng tradmg and mimrmung nsks - the Secuntles Comrn~ssion sees lt merely as a 
piece of necessary infrastructure rather than a piece that must fit into a larger whole Part 
of t h s  is due to a lack of understanding of capital markets but, in our opimon, is mostly 
the result of a deslre to control The Comss ion  clearly vlews Itself as the source of 
capital markets development, at least conceptually In the face of an underdeveloped 
market thelr tendency IS to create and control, not merely regulate Thls, m turn, leads to 
restnctlve leglslatlon designed mostly to entrench the interests of the Commission and 
stlfle innovation on the part of the market 

Therefore, we found the most successful approach was to avold dlrectly engagmg the 
Commission on developmental issues m favor of the pnvate sector The pnvate sector, 
we beheve, is the source of the solutlon - both conceptually and financially The 
Commission should be brought m to provlde the necessary regulatory and leglslatwe 
guldance and be asslsted only in its efforts to Improve and enhance its regulatory 
functions 

Ths  was part~cularly true when developing the electromc re-registrat~on messaging 

system Had the Commiss~on been brought m from the beginrung the process would 
surely have become a legal debate and nothmg would have been accomplished As lt IS, 

the market partic~pants In the Worlung Group developed the procedures and the 
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normative documents and conducted numerous tests of the software wthout consulting or 
seekmg permission of the Comrmssion The final step is to present their findmgs and 
recommendations to the Comrmssion and seek a "pilot" status in order to re-register live 
trades Thus, Commission approval and mvolvement is sought only after a market 
consensus has been reached on a solution 

Barents recommended the same approach concemng depository development and, in 
particular, the National Depository, i e market infrastructure development should start 
w th  an mdustry dnven consensus The Ukrairuan capital market would be better served 
in the long run if the notion of the "National Depository" as descnbed m present 
legislation were shelved A market solution should first be developed that balances the 
needs of the pnvate sector wth  those of the Commission The debate about whether to 
build a National Depository, Central Depository or local depository is irrelevant and only 
serves to create more uncertamty in the market and lower the credibility of Ukraine's 
capital market The central issue is what a depository should do and what interests it is to 
serve and why Once t h s  question is answered, the real development process can begm 

If the IEU represents the transitional m e c h s m  to a depository environment, what then 
represents a depository? Th~s  w l l  be the challenge for USAID and its future contractors 
However, it became clear d m g  the July conference that there are several reasonable and 
viable approaches to depository development and not all of them conflicting The final 
solution w11 likely represent some combination of these proposals but must include 
c e m n  parties, wthout whose partxipation a viable depository w11 not be possible 

Ukraznzan Interbank Currency Exchange (UICE) 

UICE evolved out of the National Bank of Ukraine's currency exchange, whlch was 
established in 1991 As a sub division of the NBU, the UICE is allowed to engage in 
foreign currency transactions The UICE is an open joint stock company wth  
approximately 40 commercial banks as members of the exchange UICE also conducts 
duly auctions in Ukraman treasury obligations 

UICE has already applied for a license to become a secmties trade information system 
and has drafted proposals for the development of its own depository Their level of 
sophstication and understandmg of the fundamental features of a truly functional 
depository far exceeds that of MFS Their collective expenence in conductmg and 
cleamg currency transactions, their understandmg of the inherent nsks and how to 
manage them, and their connection wth  the major banks (custodians) of Ukrame, 
requires they be included m the development process Until recently, they were shunned 
by both MFS and the Secmties Commission 

Regntrar Industry 

Another group that has been almost entirely excluded from the depository debate is the 
registrar industry Though ostensibly represented by PARD, most of the key registrars 
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feel PARD is neither truly represents the industry nor has any business representing two, 
often diametrrcally opposed, Industry groups- registrars and depositones The registrars 
represent a viable econormc sector that provides a valuable service to the securities 
industry Whde there are an estimated 400 plus registrars in the country, only 20 handle 
the shares that account for 90% of trade volume on PFTS Of those 20, the top 10 
represent 75% of total trades Therefore, these key registrars must be treated as part of 
the soluhon, not part of the problem In fact, Barents found most of these registrars to 
favor depository development and are wlling to participate m the process if given an 
opportuIllty to evolve into other types of business, such as proxy and corporate action 
service vendors 
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The Securrtres Tradmg System PFTS 

The Secur~t~es Tradmg System PFTS 

5 Th floor, 31 Shorsa Str , Kyiv, Ukrame, 2521333 
Telephone 380-44-2528808 

252-9209 

Fax 380-44-252-8553 

E-Mall pfts@pfts com 

WWW http //www pfts com 

President Irma Zarya 
Execut~ve Director Vitaly Kozakov 
Tech ncal D~rector Gennady Lukovkm 
Enforcement Director Julia Klimenko 
Development and Regulat~on Department Drector lgor Seletsky 
Legal Department Director Alexander S~tukho 

Brref h~story 

On October23, 1995, s~xteen traders passed a jomt dec~sion in Kyw establ~shmg an Association 
of secur~t~es traders Now the Ukrainian Securit~es Tradmg System Association PFTS is a non- 
governmental member-governed, associat~on of licensed Ukrain~an Securities Dealers 
Reg~stered In March 1996 PFTS membersh~p - now stands at 298 firms from 21 major Ukrainian 
cities The PFTS Tradmg System IS an electron~c <(dealer>> market system Th~s quote-driven, 
order-routmg system IS s~m~lar to the NASDAQ market system used in the Un~ted States 

Structure 

The highest decis~on-makmg body of Secur~t~es Trad~ng System PFTS IS General meetmgs of 
PFTS-members and PFTS Assoc~at~on Counc~l IS an electwe and jomt body of the Securities 
Tradmg System PFTS, governing the PFTS between the General Meetings All pokes and new 
rules must gam its approval before bemg put mto practice There are four comm~ttee to make 
pol~c~es and rules for all PFTS members The execut~on of these polices and the day-to-day 
operat~on of the Securities Trading System PFTS are overseen by Enforcement d~rector 

Offic~al trad~ng - hours 
11 00-1 7 00 



Number of llstlnns 

U krainian-mcorporated enterprises 
Compensat~on cert~ficate 
Treasury B~lls 

L~sted companies by sector 

Energy 
Metallurgy 
Engmeermg 
011 and Gas 
Bu~ldmg and Bu~ldlng materials 
Chemical 
Food processing 
Service 
Transport 
Flnance 
Pulp and Paper 
Pharmaceut~cal 
Others 

Market cap~tairzatlon 

Hrn 4 940 817 745,19 (at December 31,1998) 

Market caprtal~zation (%) of top 20 shares by value 
61,52% (at December 31, 1998) 

Top companies by market cap~tal~zat~on end of 1998 

Company 
Mykolayv Alumma Factory 
Mak~y~vka Metallurgy Works 
N~kopol Plant of Ferrous Alloys 
Markokh~m 
NPZ "Galychyna" 
Yenak~evsky Metallurgy Works 
Ky~venergo 
Omproenergo 
Zahldenergo 
Lysichansknaftaorgsintez 
Brewery "Rogan" 
Khmelnitskoblenergo 
Zaporizhoblenergo 
Tsentrenergo 
U krnafta 

Most Active Issues - by turnover (1998) 

Rank Issue 
1 Treasury bills 

Turnover (Hrn) 
114 595 146 



U krnafta 
Dn~proenergo 
Kywenergo 
Zah~denergo 
Donbasenergo 
Compensation cert~ficate 

8 Khartsyzk Plpe Plant 

9 Tsentrenergo 
10 Stlrol 

EsuW market trad~nn value 

Year - Total value (Hrn) Dallv averaqe (Hrn) 

Euu~tv market trad~ng volume 

Year Total share volume Da~lv averaae 

PFTS lndex 

The PFTS lndex IS made up of the 14 most-act~vely-traded stocks 

The base value of the PFTS lndex was set at 100 on October 1 1997 

Secur~t~es Tradmg System PFTS 
Secur~t~es Tradmg System PFTS IS established as a mult~funct~onal system to malntam 
brokerldealer act~vlty on the secur~tles buy~nglsell~ng Up to date the PFTS IS the only trad~ng 
system In Ukrame, that supports the mterreg~onal system of electronc trades In secur~tles In an 
on-line mode PFTS tradmg system IS a computer network, actmg In a real t~me mode 
Effectwe from July 1996 From the technlcal v~ewpomt PFTS IS composed of the follow~ng major 
components 

- Software 

System software IS the upgraded var~ant of the tradlng system, developed by the NASDAQ 
Company In the USA Th~s program IS mstalled on the central computer of the network And it IS 
th~s program that enables the traders 

- to receive the quotat~ons, entered by other system operators, on thelr d~splays, 
- to d~splayl update quotat~ons In securltles, - to view the best quotat~ons In these securlt~es that are gathered together on one screen, and 

Interest the trader now (a so-called Market-Mmder, 
- to conduct negot~atlons on screens of the~r mon~tors, 
- to enter trade reports, 
- to recelve addlt~onal ~nformat~on, such as the 1st of secur~tles system part~c~pants and etc 



The system has an important feature as to update dynamically the ~nformation on the computer 
screens, that is the ~nformation update is initiated by the system other than a trader 

Software for the final users is installed on a personal computer rn the secur~t~es trader office 
Form the user's viewpomt the PFTS trading system enables 

- to maintain monitoring of the market In a real time mode, - to conduct negot~at~ons on the screens of their monitors in a real t~me mode, 
- to effect transact~ons 

Reliability of the mformat~onal technolog~es is a particular feature of the system First of all, the 
high-tech hardware, spec~fic complements, developed especially by a <(dealer-driven market>) 
methodology and leased commun~cation lines, are used to enable brokers, located In various 
cities of Ukraine, easily cooperate 

One of the trading system advantages IS that PFTS enables dealers, working in ther offices to 
execute transactions with counterparts from other cities by using the electronic system, which 
displays competing secur~t~es b~ds and asks Thus, a broker, that uses the PFTS tradmg system 
does not need calling other companies on a dally bass to find out certain stocks at a particular 
prlce 

Traders in securities that have access to the PFTS trading mode have the opportumty to buy/ sell 
securit~es by entermg b1d1 ask prices In certam secur~t~es on their computer displays 
After following certain procedures, prescr~bed by the Trading rules, a trader becomes a party to 
transaction after another PFTS participant accepts his quote or if the trader accepts the quote put 
by another PFTS partmpant Trade transactions are performed in accordance w~th rules adopted 
by the Board of the Associat~on and Tradmg Committee 

Quotatron rules 

Accordmg to PFTS Tradmg rules the best ask should be higher than the best b ~ d  at all times 
Max~mum spread between best b ~ d  and best ask on enterprises of first level listed on PFTS 
Tradmg System should be not greater than 20% 
Minimum tradmg lot for enterpr~ses of first level should be not less than 5000Hrn 

Investor's protectron detarls 

PFTS has established the organ~zat~onal structure, owing to which all its members exit In one 
legal field that improves their cooperation 
PFTS as a self-regulatory organ~zation ("SRO) seeks to develop, promote and implement, 
cons~stently and fairly, uniform standards of eth~cal and professional conduct among its 
Members And other rules des~gned to prevent fraudulent acts of secur~ties market 
partic~pants, and to guarantee fair and equitable pr~nciples of trade in the interests of the 
mvesting public 
Securities Trading System PFTS meets the current world standards of the secur~ties 
electronic circulation, this IS grounds to predict the considerable part~cipation of foreign 
investors in privat~zation of the Ukraine enterprises through PFTS 

Prospectrve developments 
Continued expansion of the Securities Trading System PFTS, ~ncluding development of new 
software packages to trade "Promissory Notes" (Bills), to fac~l~tate free transfer (without 
payment) of shares between market part~c~pants, and deliver Improved issuer analaytical 
information through "Call~sto" 



Improved WEB-s~te to enable mvestors to have an electron~c access to market lnformat~on, 
and prov~de the flex~bll~ty to support future market developments 

= Contmued focus on market and mvestor educat~on, through semmars conferences and 
courses targetmg both market profess~onals and Investors 



DEPOSITORY DEVELOPMENT CONFERENCE 

Saturday and Sunday, July 25-26,1998 
Bankmg Academy, Slchnevoho Povstannya 6B, Kylv, Ukrame 

Saturdav, Julv 25,1998 

9 00-9 30 Registration 

930-1000 I Introduction 

- USAID, Hugh Haworth 
- SSMSC, Mozgovoy/Ivchenko 
- NBU, SavchenkoE3endersky 

10 00- 11 00 I1 Round Table Discussion - Session I 

Organizational Structure 
Ownership/Membership 
Governance 

11 00-11 15 Break 

1 1 15 - 13 00 I1 Round Table Discussion - Session I (continued) 

13 00-14 30 Lunch - Hotel Salyut 

14 30-16 00 I11 Round Table Discussion - Session I1 

Implementation Issues 

16 00-16 15 Break 

16 15-17 30 Round Table Discussion - Session I1 (continued) 

Sundav, Julv 26,1998 

09 30-12 00 I Discussion of Conference Findings and Conclusions 

12 00-12 30 Break 

12 30-14 00 I1 Approval of Findings and Conclusions 

14 00 - Fourchette 



Market Structure Development Proposal 

Execut~ve Summary 

Ukraine's clearance, settlement and registration infrastructure clearly represents a substantial deterrent to 
international portfolio investment and greatly diminishes Ukraine's emerging market potential The 
systemic delays, transactional costs, and lack of standardization associated with the present system are 
clearly a source of frustration and dissatisfaction among nearly all market participants In response to 
these market conditions, USAID plans to provide technical and financial assistance to Ukraine's securities 
industry and its regulators to create a central depository, clearing and settlement system for corporate 
securities This assistance, coupled with private sector contributions, could save the Government of 
Ukraine from spending scarce budgetary funds for such an endeavor 

USAID and Barents Group are now seeking input on the major issues affecting the establishment, 
operation and governance of a private sector governed, centralized Ukrainian depository system, 
clearance and settlement system To facilitate this process a proposal (presented as a framework outline) 
is being circulated among a selected working group of key market participants and government oficials 
The attached proposal is designed to facilitate and structure pragmatic input from all working group 
participants The proposal incorporates core USAID development principles and other preconditions 
necessary for providing US financial and technical support of a Ukrainian depository development 
project Namely, 

Establishing a comprehensive regulatory regime that provides full legal support and judicious 
governmental oversight of internationally compliant, depository, clearance and settlement services, 

Building non-governmental, not-for-profit, depository, clearance and settlement institutions based 
upon private ownership principles of operations, 

Creating a member-driven governance and development process, 

Building consensus among the private sector when developing market initiatives, 

Establishing efficient, cost-effective market structure organizations offering a broad range of high 
quality services, 

Implementing "best industry" self-regulatory and global securities industry practices 

Building depository, clearance and settlement organizations based on these principles would help ensure 
transparency, lower costs, and more importantly, inspire confidence among domestic and foreign 
investors, which is vital to the development of Ukraine's capital market 

What follows is a list of the key elements in the framework outline developed by USAID and Barents 
Group They should be viewed as a basis for discussion and not as a final proposal or one representing 
any particular viewpoint The suggestions put forth are intended simply to foster debate among market 
participants in hopes of building a consensus on the direction of future market structure development 
development The anticipated project starting date is approximately September 1, 1998 Whether USAID 
undertakes this project will depend greatly on the degree of consensus that can be achieved among the 
working group participants over the course of the next 45 days 



Market Structure Development Proposal 

Key Elements 

Creation of two separate organizations in accordance with Ukrainian legislation - a Depository 
Organization (DO), and a Clearing and Settlement Organization (CSO) - to provide for the separate 
management of two distinct risks, 

DO and CSO organizations formed as "Not-for-Profit7', Open Joint Stock Companies, 

DO ownership open to all licensed securities traders, custodians, banks, Issuer registrars, exchanges 
and trading systems, 

CSO ownership open to all financially qualified licensed securities traders, custodians, banks, 
exchanges and trading systems, 

Direct government ownership prohibited, except for NBU NBU ownership limited to 10% of total 
equity Government equity investment considered as a loan of "seed capital", to be sold or redeemed 
after a period of at least three years, 

Move to a reorganized ownership structure which will limit DO & CSO shareholders to the purchase 
of one share, each, at a fixed nominal value, 

NBU to perform settlement bank functions for all eligible SO members, 

Board composition and governance should represent fairly the range of all major direct and indirect 
participants in the organization and reflect its not-for-profit status Designated board representation 
for NBU, SEC, and member Stock Exchanges and Trading and Information Systems, 

Capital contributed by USAID in the form of financial and technical assistance, and by private sector 
participants for operational expenses, 

Preference given to merging or reorganizing existing institutions into a DO and CSO -- credit given to 
eligible shareholders for prior capital contributions, and, 

DO and CSO to be developed as self-regulatory organizatrons and jointly regulated by the NBU and 
SEC 

USAID, July 10,1998 



Summary of Depository Development Conference 
July 25-26, 1998, Kyiv, Ukraine 

In attendance were over 70 representatives from the National Bank, Secmties Commission, 
stock exchanges, PFTS, banks (domestic and foreign), broker-dealers (domestic and foreign), 
custodians, depositones, and registrars There was considerable discussion of several issues 1) 
having one or two separate orgmzations providing depository, clearance and settlement 
services, 2) the ownership structure of the depository organization(s) - portion of pnvate and 
state ownershp, 3)the structure of ownership (which market participants participate), and 4) the 
structure of corporate governance (whether the board of directors represents only the owners or 
represents a broader constituency) Throughout the discussion all the issues summanzed below 
were addressed The level of understandmg and the active involvement of the conference 
participants vaned sigmficantly Thus, the summation here can only be considered as a general 
sense of the assembled group 

Depository shall be created as one orgmzation - m accordance wth Ukraman legislation 
- perfomng all depository, clearance and settlement functions for corporate and 
municipal securities 

Depository shall be formed as an open joint stock company wth  charter to provide for 
non distribution of profits (non-profit orgamzation) 

Preference given to merging or reorgamzing existing institutions into a new depository 
organization 

The depository shall imtiate depository functions first and expand later mto clearance and 
settlement functions 

It would be preferred if the NBU performed settlement bank bc t ions  imtially 
Alternative settlement banks could be created subsequently (The NBU is reluctant to be 
the settlement bank for a pnvate-sector depository, one that is not the National 
Depository Thls is more a political issue and somewhat a legal issue ) 

The Secmties Commission (SSMSC) is to be the pnncipal regulator, the National Bank 
wl l  have regulatory authority over the payment system and related monetary settlement 
functions 

Depository development shall incorporate G-30 and other global secmties industry 
practices 

Depository ownershp shall be open to all licensed secmties market participants 



* Government ownershp of depository shall be for the remainder of shares not subscribed 
by the securities industry, but not greater than 10-1 5% (law permits 25%) 

* It would be preferred if the NBU, major market participants (custodian banks), stock 
exchanges and trading and information systems had designated board representation The 
SSMSC shall be designated the "state representative " 

* It would be preferred if board composition and governance of depository should represent 
first all major market participants (custodial banks) and second all market participants 
fairly Such a governance structure depends on charter provisions and the continuous 
support for such structures by the owners as expressed in annual shareholder meetings 
(SRO advisory board structure needs to be considered in the charter ) 

* Depository governance and development shall be a memberJowner-drrven process 

* Capital contribution by USAID shall be in the form of financial and techcal  assistance 
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BAA RENTS 

PFTS 
TRAINING AND DEVELOPMENT 

ASSESSMENT 
1998-2000 

I. Introduction 

This report sets forth an assessment of the trmning and 
professional development needed by the PFTS staff dunng the next two 
years which will enable ~t to respond to new developments in the capital 
markets, to Implement new PFTS regulabons and to increase ~ t s  capacity 
to function as a Self Regulatory Organlzabon ("SRO") In order to 
evaluate the current act~vity and tralning needs of the PFTS, Barents 
Senior Advisor Richard L Symonds interwewed the PFTS's Director of 
Enforcement, the PFTS's litigation attorney, the Executive Director of the 
PFTS, the President of the PFTS, three brokerage houses and a secur~bes 
custodial institubon The relevant PFTS rules were evaluated as to their 
effectweness in organizing the PFTS's functions as a Self Regulatory 
Comm~ssion The recommendabons reflect a general consensus as to the 
next stage of development of the PFTS as a Trading System and as an 
SRO 

11. PFTS Organization and Staffing Needs 

The PITS 1s currently organized along funcbonal lines Each of the 
major acbvibes of the PFTS is ass~gned to a separate organlzat~onal sub- 
u n ~ t  mthin the PFTS, such as the Enforcement Department, the 
Accounting Department, and the Technical Support Department The 
Trading System Itself is established as a wholly owned subsid~ary 

Currently, a great deal of the act~vity of the PFTS is centered on the 
Director of Enforcement who reviews new member apphcat~ons, remews 
l ~ s t ~ n g  of companies on the PFTS system, conducts market surveillance, 
and c m e s  out invesbgabons A revlew of the quarterly reports 
submitted by broker/dealers to the State Secur~ties and Securit~es 
Market Comm~ssion ("SSSMC") and the PFTS 1s conducted by the 

Barents Group LLC 
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Executive Director The PFTS does not have part bme examiners or 
auditors on its staff 

The PFTS currently relies on the SSSMC annual audits for the 
periodic examination of registered broker/dealers and only conducts 
examinations for cause when they determine a need for it Most of these 
examinations involve trading irregularities on the PFTS trading system 
for which the PFTS staff clearly has the higher experbse However, even 
these examinahons are limited due to the lack of an auditor/examiner 
and consist of requests for informahon to the members for documents to 
complete the examination Due to the large number of members, 
approximately 350, a full scale examination staff is considered by the 
PFTS to be impracbcal due to the high cost involved and the redundant 
character of the examinabons The weak financial condihon of the 
members and the relatively inactive market can't support a large PFTS 
staff Consequently, the situation in the Ukrame has become the mirror 
image of the United States The government regulator, SSSMC, conducts 
the rouhne exams and the SRO, PFTS, conducts the examinabons for 
cause This probably will change as the instituhons mature, but it is an 
adequate system in the current state of the capital markets in the 
Ukraine 

Recommended Action or Training 

The PFTS is currently understaffed, parhcularly in the area of 
compliance Even within the context of its limited goal of cause 
examinations, the PFTS has need of a small examination staff to conduct 
the audits for cause or random spot checks and assist in the preparation 
of cases regarding suspected violations for disciplinary hearings 
Assistance should be given the PFTS in hiring the following individuals 

1 Two examiners, at a minimum, to conduct audits and analyze 
documents 

2 In addition, at least one more staff member to assist in the 
compliance review of new issuer listings and broker/dealer 
registrations, as well as the review of the quarterly broker/dealer 
reports 

I11 Members and Associated Persons 

A. Capitalization Rules for Members 

Adequate capitalizahon of secunhes intermediaries is critical to the 
health of the capital markets and to the protection of customer holdings 
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Inability of a broker/dealer to meet its commitments threatens the 
stability of the market, the financial condibon of other broker/dealers, 
customer assets and general investor confidence in the market As  a 
result basic capital rules have been developed in the United States and 
Europe to ensure that broker/dealers are adequately capltallzed 

Neither Ukrsunian legislahon, SSSMC regulations nor PFTS rules 
currently contam a Net Capital Rule or a rule which attempts to 
implement the European Union Capltal Adequacy Directwe ("CADn) The 
current requirement in the PFTS rules is that each member connected to 
the PFTS system for inforrnat~on man tan  at least UAH100,OOO in 
"Effectwe Capltaln and that each member who IS a market maker of the 
PFTS mantam UAH150,OOO in "Effective Capltal " Several people 
interviewed have stated that this is not sufficient to provide for adequate 
financial support or liqu~dity of broker/ dealers 

The monitoring of the financial health of broker/dealers is done 
through the preparation of Quarterly Reports Under SSSMC Regulahon 
11 /Protocol 9, brokers/dealers are obligated to submit Quarterly Reports 
on tradlng, liquidity and financial conditions to the SSSMC which are 
also sent directly to the PFTS by the broker/dealers The Quarterly 
Reports submitted to the SSSMC and PFTS comply mth current 
Ukrainian accountmg standards whlch do not meet IAS standards in a 
number of areas For example, current accountmg only requires single 
entry bookkeeping As a result, the Quarterly Reports do not accurately 
reflect the financial condition of the broker/dealers 

The PFTS Executlve Director has Indicated that the PFTS IS 

currently worlung on revisions to their "Effectwe Capital Rulesn and 
would like assistance in developing a capital requirement similar to the 
American Net Capital Rule or the European Capital Adequacy Directive 

Recommended Action or Training 

1 Traming should be provided to the PFTS regarding the elements 
and operation of the United States net capital rule and European Union 
Capital Adequacy Directwe 

2 Assistance should be provided to the PFTS in the drafting of a 
Capital Adequacy Rule 

3 Assistance should be provided to the PFTS in the preparation of 
examinahon modules and the conduct of the examinations related to the 
Capital Adequacy Rule 

B Comphance Offacer 
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PFTS Rules of F a r  Practice, Art 7, require that each member of 
the PFTS have a Compliance Officer Under the current Rules of Far  
Practice, the Compliance Officer is supposed to be one of the two 
"authorized persons" of the brokerldealer i e the registered traders at 
the broker/dealer who are authorued to use the Trading System 

However, in practice, the PFTS has not enforced the provision The 
PFTS staff and some of the interviewed brokers feel that the provision 
makng one of the "authorued persons" the Compliance Officer creates a 
conflict of interest The general view is that the Compliance Officer 
should be independent of any other posihon at the broker/dealer, but 
that most members could not afford an addihonal employee who acts as 
a Compliance Officer due to the small slze of most members and the 
current inachve state of the capital markets Instead, most 
broker/dealers appear to rely on peer review of transactions and 
addihonal review by the Back Office Manager The Back Officer Manager 
appears to be developmg into the Compliance Officer on a de facto basis 
at a few firms 

Although to a certam extent these concerns are justified, they are 
not as cntical as the members think - any supervisor who receives a part 
of the commissions of his or her sales people has the same problem and 
yet it is an accepted prachce in the US The argument also misses the 
main purpose of a Compliance Officer which is to identify and hold 
someone responsible for the broker/dealer's compliance with the law 
The falure to have one person idenhfied for such a purpose results in a 
situabon where no one is responsible and any violahons result in a 
fruitless "finger pointing" exercise In addition, the staff of the PFTS 
Enforcement Division need to have someone at a member whom they can 
contact regarding compliance issues These factors outweigh the 
theoretical conflict of interest which concerns the members In fact, the 
biggest concern of the members may be that no one wants the 
responsibility associated mth a Compliance Officer 

A Compliance Officer's manual has been wntten, although it is 
currently not in use 

Recommended Action or Traning 

1 An extensive traning program for Compliance Officers should be 
organized and provided to the members It seems certan that eventually 
the requirement for a Compliance Officer will be mandated by the 
SSSMC In order to demonstrate that it is senous about being an SRO, 
the PFTS should preempt the SSSMC by inshtuhng a program for 
establishing and traning Compliance Officers, as well as takmg 
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enforcement acbons aganst firms who do not designate a person as the 
Compliance Officer and require that person to go through PFTS traning 

2 The PFTS rules should be amended to expand the categories of 
people that can be designated as a Compliance Officer This would 
forrnallze the & facto pracbce at broker/dealers of having the Back 
Office Managers or Operabons Officers engage in the funchons and 
achvities of a Compliance Officer 

C Assoc~ated Persons 

The PFTS does not have a general requirement for the licensing 
and traning of officers or employees of a broker/dealer member The 
only requirement is that the two "Authorzed Persons" who operate the 
Trading System for each broker/dealer member must be licensed These 
persons are tramed pursuant to the Rules of Fa r  Pracbce, Articles 1 01 
and 4, which requires a member of PFTS who wants to participate in the 
Trading System to identify, tram and obtam a license for two persons to 
operate the System Many members have not seen a need to extend the 
licensing requirement to more officers and employees, since most sales of 
securities are to sophisticated inshtubonal customers and there are few, 
if any, retail sales 

Recommended Action or Training 

1 The PFTS should modify its rules in order to extend its 
registration requirements to as many employees and officers of member 
broker/dealers as possible At the least, all directors, officers, 
supervisory persons and sales people should be registered Since it only 
has jurisdicbon over natural or juridical person registered with it, the 
PFTS Enforcement Division will be able to conduct more effecbve 
investigations and enforcement actions by reBstenng more individuals 
The staff would be able to compel employees and managers of a 
brokerldealer to give evidence and testunony by threatening to withdraw 
their registration if they fa1 to do so Moreover, violations by individual 
officers or employees, such as fraudulent representabons in the offer or 
sale of securities, would be wthin the jurisdicbon of the PFTS 
disciplinary structure An ancillary advantage is that it would bring more 
operabng revenue into the PFTS 

2 The PFTS should be gven traning to develop the categoruabon, 
examination and licensing for the new persons to be licensed 
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IV. PFTS Trading System Operations 

A Listing on the Trading System 

The PFTS Rules of Lishng and De-Listmg of the OTC Stock Trading 
System set forth the requirements for listmg a company's stock on the 
PFTS trading system The rules allow the members to list securities if 
certain conditions are met It is important to note that most listings on 
the Trading System are done by the members of the PFTS and not by the 
issuers themselves In fact, only about 5 of the listed companies have 
been listed by the issuers themselves and even this has development has 
only begun in the last several months 

The broker/dealers that are listmg the stock are responsible for 
verifying the informahon used to determine is a company qualifies for 
listing under a specific listing category and for keeping the market 
information up to date to determine if a company conhnues to qualify for 
listmg Under the PFTS rules, reviews and audits of the companies to be 
listed or already listed is done by revlemng the financial statements filed 
by the issuers with the SSSMC Due to the lack of communication 
between the SSSMC and PFTS, the PFTS staff have a very difficult bme 
getting these financial statements 

The falure of the issuers to voluntarily list themselves on the 
Trading System means that there is no readily available source of 
information regarding a corporahon's structure, recent official actions, 
votes at shareholder meetings, etc The original incorporahon documents 
are on file wrth the Ministry of Finance but they are considered 
confidenhal and are not avadable for the broker/dealers, the SSSMC, or 
the general public As a result of amendments to the law, the SSSMC 
receives the up-dates and amendments to the corporate documents 
However, any amendments and updates can be very unclear without the 
original documents This inability to review the ong;mal incorporahon 
documents creates considerable problems in reviewng the corporate 
status of listed companies 

Further aggravatmg the problem is that there have also been 
situahons where the SSSMC has not made immediately avadable to the 
general public amendments to corporate documents filed with it which 
contam material changes in a corporahon's structure, such as dilutwe 
private placements When it finally released the information, the share 
price dropped dramaixally, presumably after people with advance 
knowledge had used the informahon 
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Another complicahon created by the falure of the issuers to list 
themselves is the inefficient functioning of the Trading System, 
particularly as it relates to the reaction of the market to the disclosure of 
material corporate developments The problem is that the issuers do not 
provide informahon on matenal corporate events to the PFTS They only 
make such reports to the SSSMC Unfortunately, the reportmg of these 
material events to the SSSMC by the issuers is not consistent and, even 
when done, can be as late as 10 days after the matenal event Moreover, 
the PFTS cannot rely on filings with the SSSMC for immediate 
informabon on issuers, since the SSSMC does not make the matenal 
event filings available to the PFTS The net result is that the market does 
not react in a timely manner to changing developments in corporate 
events of issues listed on the PFTS 

Recommended Action or Traning; 

1 Assistance should be given the PFTS to reach an agreement with 
the SSSMC giving the PFTS immediate access to the penodic filings of 
issuers with the SSSMC, particularly the material events filings 

2 In addition, assistance needs to be given the PFTS in wntmg 
rules setting forth the procedures for filing material events with the PFTS 
by voluntmly listed companies 

3 Traning and educahon needs to be given to public corporations 
and to corporations in the process of makmg an initial public offenng 
regarding the advantages and benefits of voluntarily listing on the PFTS 
Trading System The advantages of being listed on the Trading System 
need to be touted to the issuers at large 

4 Traning and assistance should be given to the PFTS to develop 
its own data base contaming real time reportmg of material events 
obtaned from such sources as subscriptions to clipping services, 
subscnptions to e-ma1 or fax news services and other sources of real 
hme or near real hme news, as well as news reports from broker/dealers 
and issuers 

5 The PFTS also needs assistance in developing its own data base 
of annual reports of listed companies, most of which are published in 
local newspapers Much of this should be done by the brokerldealers 
who are listing the companies 
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B Tradmg Practices 

Almost all persons interviewed agree that currently about 80% of 
all trading in Ukrame is not done on the PFTS system, but is done in the 
"old fashioned" OTC manner through direct contact and negotiahon 
between broker/dealers Some individuals have eshmated that in 
January, 1998, about 50% of the trading was done on the PFTS No one 
is sure as to the cause of the decline, but some have felt that it may be 
due to recent SSSMC audits showng a difference between trades 
reported on the PFTS and trades reported to the SSSMC pursuant to its 
own regulations The SSSMC has been threatening sanctions over this 
although nothing has been done yet Since this appears to be a wide 
spread practice, the SSSMC's position has resulted in brokers reportmg 
less trades on the PFTS 

There is also a great deal of concern that certam trading prachces 
are distorting prices on the Trading System The most often mentioned 
problem is the unhmely and late reporhng of trades Indeed, there is 
concern that some reported trades bids are fictihous 

In addition, according to some persons spoken with, large block 
trades at negohated prices, particularly with foreign customers, can 
distort trading prices and are therefore brokers frequently do not report 
them on the System Conversely, brokers have also pointed to problems 
with extremely small orders being reported which can unfiurly affect the 
market price They have urged the creation of a minimum order quanbty 

Finally, the legal requirement that a wntten contract must be 
executed by both parbes before a valid contract is created has resulted in 
long delays in settlement of transactions, sometimes up to 60 days This 
has resulted in the development of what one broker described as "a 
forward market" in securities A customer buyer or seller can wmt to see 
the movement of the market and then decide whether to back out of the 
trade if the trade is unfavorable Recent court decisions deciding 
arbitration awards on appeal have upheld the non-finality of a trade on 
the System and have stated that a transaction is only legally binding 
when a wntten contract is entered into 

Recommended Action or Traning 

1 Extensive assistance in the integration of the Depository mth 
the PFTS Trading System will be needed Most of the current problems 
related to the trading on the Trading System, parbcularly the late and 
fictitious reportmg of trades, will be corrected by the establishment of a 
Depository 
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2 PFTS should receive assistance in conducbng a study as to the 
effects of large and small orders on the trading system to determine if 
they are a real problem mth the funchoning of the pnce discovery 
mechanism of the Trading System If so, modificahons can be made to 
the Trading System to allow for the block orders and small orders so they 
do not affect the conhnuous trading that establishes the market pnce of 
a secunty 

3 The PFTS should receive assistance in legal drafhng to amend 
those portions of the civil law that relate to the condihons for a valid 
contract so that an enforceable contract can be created based on 
acceptance of a bid or offer on the PFTS Trading System 

4 As  explamed in Sechon V, Compliance procedures need to be 
improved Traning is needed in the establishment of systems to detect 
market manipulation and the establishment of systems record keeping, 
auditmg and evidence to prove them There also needs to be venficahon 
as to whether bids are real or ficbtious through spot checks or other 
reviews of underlying documentabon 

V. Superv~slon and Compliance 

A Books and Records Rule 

The PFTS currently has no "books and records rule" which 
establishes a mandatory set of records that members must man tan  
regarding their secunhes activihes There is a proposal for such a rule 
before the Council of the PFTS which is currently planned to be on the 
agenda for the August meeting 

Recommended Action or Traming: 

1 The PFTS needs assistance in the drafhng of a Rule requinng 
that basic books and records be mamtained and stipulahng the general 
format for the records Since the primary responsibility of the PFTS is 
currently in the area of market operation and surveillance, the records 
should, at least initially, focus on the records necessary to support the 
Trading System Secondly, records relating to the financial condition of 
the firm should be clearly mandated 

2 Training should given to the PFTS staff and members in the 
preparabon of these records and the proper method of mamtaning the 
records Specifically, the Rule should require that PFTS staff and 
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members be familiar mth the standard forms used for takmg an order 
from a customer, transmitting it to the system and confirming it 
Secondly, the records related to the calculahon of adequate capital 
should prepared 

3 Traning should be provided to the PFTS staff in the auditing 
and examinahon of required records 

B PFTS Revlew of BrokerIDealer Quarterly Reports 

The Broker/Dealer Quarterly Reports are reviewed by the 
Execuhve Director, although as discussed above, current Ukranian 
accounhng rules don't conform to IAS and consequently the statements 
do not reveal much about the financial condition of the brokerldealer In 
add~tion, due to the lack of a Books and Records Rule and of examiners 
on the staff, the PFTS does not conduct on-s~te examinahons to venfy the 
accuracy of the statements 

Recommended Action or Traninp; 

1 Traning in the analysis of brokerldealer quarterly filings, even 
under the Ukrainian accounting rules, should be given to the PFTS staff 
so they can recognize "red flags" of potential v~olations which indicate the 
need for cause examinahons or other achon 

2 In addition, as menhoned earlier, traning in examinations and 
audits m11 be necessary Once the Books and Records Rule is passed, 
random spot checks and audits will need to begin to verify the accuracy 
of the Quarterly Reports 

C Market Survedlance 

Surveillance is currently done manually The Director of 
Enforcement personally reviews the trading each day for irregularities in 
the day's trading This has been a simplified method of conductmg 
market surveillance due the l~mitat~ons in capacity of the computer 
operahng the Trading System and the relatively small number of 
employees at the PFTS Even so, it has been successful in detechng some 
of the violahons 

Nonetheless, the PFTS's computer system is currently in the 
process of being reengmeered and upgraded to allow for more capac~ty 
and functionality One of the funchons that can be added would be a 
Market Surveillance Program Increased trading wlll overwhelm the 
Division of Enforcement if it conhnues manual inspecbon of trading 
activity Moreover, the hme of the Division could be more produchvely 
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spent if the operatmg program could be modified to conduct much of the 
market surveillance itself 

Recommended Action or Tranina 

1 A market surveillance program which could electronically review 
trading should be installed in the new computer system As part of the 
installation, and analysis of the appropnate parameters and other red 
flags which are applicable to the Ukrmnian market needs to be 
conducted 

2 The Director of Enforcement and the staff of the Division should 
be tramed in the methodology in which parameters in the Surveillance 
Program are set for reviewing the trading activity and generatmg 
Exception Reports In addibon, they will require traning regarding the 
procedures for contmmlly reevaluatmg and recalibratmg the parameters 
in light of changed market circumstances 

3 In addihon, the PFTS staff will need to be tramed in the follow- 
up investigation into the unusual market actwity uncovered by the 
market surveillance program A s  explaned more fully below, the staff will 
need to be tramed in the facts and evidence of insider trading, market 
manipulation and other violations indicated by their statistical review of 
market activity 

D Periohc Auhts and Cause Examinations 

The SSSMC currently conducts on-site examinations of 
broker/dealers on a regular basis regarding their financial condition and 
compliance mth SSSMC regulahons Currently, PFTS only does 
examinahons for cause, although as explamed above, even these do not 
include on-site examinat.lons It is felt by many broker/dealers that this 
is sufficient and that addibonal annual examinations by the PFTS would 
be excessive and an unnecessary burden on the broker/dealers back 
office, even though the PFTS has higher worhng capital requirements for 
members who have access to the PFTS trading system 

The PFTS has already bifurcated the membership into those 
broker/dealers that are members of the Trading System, the Technical 
Center, and those which are simply members of the PFTS as a Self 
Regulatory Organmahon As  a result of this, the PFTS m11 need to move 
beyond the current situabon where surveillance is its major compliance 
actmty and move to other SRO funchons such as audihng members to 
assure they are in compliance mth the PFTS's Books and Records Rule 
General examination modules were prepared and included in the 
Enforcement Manual prepared by Barents, although they couldn't be 

Barents Group LLC 
2001 M Street N W Wash~ngton DC 20036 Phone 202 467 3333 FAX 202 728 0546 



adapted to the Ukranian situation due to the lack of a Books and 
Records Rule 

As  menboned earlier, a full scale periodic examinabon schedule 
may be currently impracbcal due to the weak financial condition of the 
PFTSYs membership and the feeling that these examinahons are 
redundant in light of the SSSMCYs exarmnabons Nonetheless, a capacity 
to conduct on-site examinations must be created if the PFTS is to be 
considered an SRO, even if the responsibilibes of the examination unit 
are initially limited to cause examinations and spot checks of trading 
records 

Recommended Action or Training 

1 Once the Books and Records Rule have been approved, traning 
in the development of examinahon modules adapted to the new Rule 
needs to be completed In addition, these exarninabon procedures should 
be capable of detecting violations such as late reportmg of trades, 
reporbng of fictitious orders or orders without economic substance i e 
orders intended only to influence the market price (As stated above, 
there will probably be a limitabon as to the type of examinations the 
PFTS does, since the SSSMC already conducts examinations of the 
broker/dealers related to their general compliance Two rounds of 
examinabons might be considered redundant and too expensive by the 
members Consequently, the reverse situation to that in the US may 
develop the SSSMC will conduct the penodic examnabons and the PFTS 
~ 1 1  conduct examinations to ensure the integrity of the PFTS Tech 
Center Trading System and examinabons for cause ) 

There are two types of on-site exams that would be conducted 
under this structure by the PFTS 

a Cause 

1 usually related to a molabon and initiated by a 
customer complaint or a trading molation, 

2 related to brokers financial solvency and ability to 
act as a market maker This is new and would be 
somewhat controversial 

b Penodic Spot Checks Related to the Trading System, 
including whether records related to the trading system are 
being properly mantamed 

\ 
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2 PFTS needs assistance in modifymg its regulahons to allow on- 
site examinations 

3 In addition, as menhoned earlier, detailed traning needs to be 
conducted to prepare the examiners for on-site examinations related to 
the trading system and the examinahons for cause 

VI. Enforcement 

A Rules of Fair Practice 

The Rules of Far  Practice conshtute the basic ethical code for the 
conduct of business by the members of the PFTS They set forth the 
basic requirements for f a r  dealing with customers and the requirements 
for conducting the internal business of the company The Rules contam 
general statements as to types of common secunties violations, such as 
unauthomed trading, suitability, best execution, churning, adverhsing 
and manipulation, but, they do not contam a detaled discussion of what 
the violations are Due to the newness of many of these concepts to the 
participants in the Ukrmnian market, many parhcipants frequently do 
not understand the scope of the ethical requirements in the Rules or the 
specific acts or behavior that can conshtute a securities violahon, 
particularly in less specific areas, such as suitability and manipulation 

Recommended Action or Training 

1 Members and staff of the PFTS need to receive trmning in the 
characterishcs of different types of secunties violahons 

2 Members of the PFTS need to receive training in the methods of 
establishing internal controls to prevent them 

3 In addition, the PFTS should receive assistance in drafhng a 
procedure for the issuance of "Interpretive Statementsn by the PFTS 
sethng out the conduct expected of the members in more detal, 
specifically in light of the current Ukrmnian situation, to enable the 
members to receive clmficahons regarding the requirements in the 
Rules 

B. Disciplinary Code 

A Investigations 

Investigahons of violahons of the Rules of Fmr Practice are 
currently instigated primmly by surveillance of trading on the PFTS 
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Trading System If trading in violation of the PFTS rules or secunhes law 
is suspected, the PFTS Enforcement Director will request trading records 
from the relevant PFTS members The review of those records conshtutes 
the inveshgation of the violabon 

This procedure has resulted in the commencement of numerous 
investigahons and the imposition of sanctions aganst members 
However, it relies heavily on compliance by members in selecbng and 
transmitting all relevant documents to the PFTS enforcement staff 
General expenence has proven this to be insufficient to obtam all 
relevant documents Moreover, the temptabon on the broker/dealers to 
destroy darnagmg documents is very high which can only be countered 
by unannounced exammahons for cause In addibon, the scope of the 
invesbgabons is limited to market acbvity and does not cover sales 
fraud, misappropnation of assets or financial irregularities of the 
broker/ dealer 

General traning in enforcement, including the preparation of an 
Enforcement Manual for the Director of Enforcement, has been 
completed However, detaded traning in the investigation of specific 
securities violabons has not been conducted The major impediment is 
that there is little incenhve to the PFTS enforcement staff to expand their 
scope of investigations into areas outside market acbvity, since the 
enforcement staff can not currently conduct on-site cause examinations 
of broker/dealers to obtam records which might support the findings of a 
violabon 

B Proceedings 

The procedures for the adjudicatory process have been developed 
in a general sense, but many participants feel the procedures need to be 
more completely defined 

Prebal procedures providing for the collechon of evidence to 
prepare for prosecution and defense of a case are not currently 
elaborated in detail in the Disciplinary Code Both the PFTS staff and 
members feel that the hampers the development of the disciplinary 
process, since no one is certam as to the proper procedure to follow 

Similarly, there are no specific procedures for the conduct of the 
heanng, including the presentabon of documentary evldence or 
tesbmony The members of a Disciplinary Panel are not necessarily 
lawyers nor are they experienced in conducting an Arbitrahon heanng, 
although some have obtaned some expenence The knowledge of what 
must be proved at a heanng, how to evaluate evidence, the weighing of 
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credibility of witnesses and similar aspects of adjudicahon are unevenly 
distnbuted among the potentml members of a the arbitration panels 

Of considerable concern to many participants is also that there are 
no clear standards for the imposibon of sanchons as the result of a 
finding of a violahon Even in the Unlted States there was considerable 
demand for uniforrnlty and consistency In the implication of sanctions, 
both at the National Association of Securihes Dealers and at the level of 
the Secunhes and Exchange Commission 

C Appeals 

The PFTS rules state that a decision of a disciplinary panel can be 
appealed only to the Council of the PFTS and that it is not appealable to 
the SSSMC or any other instltubon However, the SSSMC's regulation 
covenng the authorization of SROs states that any sanchon imposed by 
an SRO can be appealed to the SSSMC These contradictory provision 
create an ambiguity in the appellate rights of respondents in disciplinary 
achons They have been explsuned by the PFTS enforcement staff as 
resulting from the fact that the PFTS began its operahons and created its 
rules before the SSSMC became operahonal and developed its body of 
regulahons 

Recommended Achon or Traning 

1 Detailed trsuning as to how to investigate specific vlolabons set 
forth in the Rules of Fa r  Practice and generally discussed in the 
Enforcement Manual needs to be conducted This trsuning would include 
investigative techniques such as interviews and identificahon of the 
specific documents needed to prove the existence of a violation 

2 Assistance In the drafhng of an Investigabon and Audit Traning 
Manual also needs to be given This can be used to tram new staff as 
they are hired by the PFTS 

3 In general, the PFTS also needs traning and assistance in the 
drafhng of a new Disciplinary Code Among other things, the procedure 
for adjudicahon needs to be stated wlth more specificity in order to give 
needed direchon to all of the participants in such a proceeding as to the 
proper steps in the preparahon of their case and presentation to the 
Disciplinary Panel In addition, the PFTS Disciplinary Code currently in 
effect was drafted before the creation of the SSSMC and the adopbon of 
the regulations governing the SROs Consequently, the Disciplinary Code 
needs to be modified to harmonize it mth the current securihes law and 
regulations of the SSSMC 
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4 Further, traning needs to be provided to members of the 
Disciplinary Committee who form the Disciplinary Panels regarding the 
conduct of such a hemng and the proper evaluabon of evidence in the 
deliberabons of the Panel 

5 In conjunction mth this, standardized sancbons for specific 
violabons also need to be approved and accepted by the PFTS to avoid an 
appearance of arbitrary applicabon of the disciplinary rules Traning 
needs to be given to the PFTS or the proper drafbng of guidelines for the 
imposition of such sancbons 

6 The appellate procedure from sancbons imposed by the PFTS in 
its role as SRO also needs to be elaborated and harmomzed with relevant 
Ukranian laws and SSSMC regulabons Assistance on drafting such 
procedures needs to be given to the PFTS 

VII. Dispute Resolution 

A. Arbitration Code 

The PFTS has an unusually effecbve system of settling securities 
disputes between members and between members and their customers 
through the use of the PFTS Arbitrabon Procedures Almost all 
parbcipants intermewed felt that the system was farly administered 
Most disputes handled by the arbitrabon system revolved around clams 
for damages or specific enforcement of faled trades effected on the PFTS 
Trading System There have been recent difficulbes mth such arbitration 
clams as the result of recent court decisions that a binding contract to 
sell or buy is not created as a result of the acceptance through the 
Trading System of an offer to buy or sell placed on the System Under 
these decisions, a contract to buy or sell the secunty can only be created 
by a wntten contract signed by both parties 

Several parbcipants and the PFTS staff have expressed a need for 
additional traning in the procedure of arbitrations and the method of 
proving and adjudicabng more complex cases for the same basic reason 
it is needed m Disciplinary Proceedings Many parbcipants and, 
parbcularly many Arbitrators, need more traning to make up for their 
lack of expenence 

Recommended Action or Traning 
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1 Trsuning should be given to arbitration panel members in the 
conduct of an arbitrahon, such as pleadings, evidence, heanngs, and 
appeals This is particularly necessary in the area of complex securities 
disputes 

2 Members, the legal profession and the public should be 
educated as to the nature, character and conduct of an arbitration The 
best way to do this would be in the form of a program of "trsuning the 
trainers," i e traning the PFTS staff as the tramers of these procedures, 
since the PFTS has already begun a process of seminars and forums for 
the industry in matters related to the secunbes industry 

B Mediation Code 

The PFTS has promulgated a Mediabon Code for use by its 
members to resolve disputes without going through the lengthy process 
of litigation Mediation has not been used with the same frequency as the 
Arbitrahon Code and would appear to be prmmly of use to the members 
in disputes between themselves Interviewed parties had the same 
general comments about mediahon as they had about arbitrahon in that 
there was no clear understanding of the procedures and uses of 
mediation in conflict resolubon 

Recommended Action or Training 

1 The primary actor in mediabon is the Mediator, as the person 
who is able to convey each party's views to the other party in the most 
positive hght This is a very difficult task requiring highly developed 
shlls Consequently, the potenhal pool of mediators should receive 
specialized trmning in how to fulfill their role 

2 The members of the PFTS should receive an educabonal course 
in the value of mediabon as an inexpensive and efficient method of 
resolving disputes 

VIII. Industry Advocacy and Legal Commentary - Relations with the 
SSSMC and the Supreme Rada 

As  a Self Regulatory Organization and as a Trading System, the 
most important relabon the PFTS has is with the governmental 
regulatory body, the SSSMC Unfortunately, that relahonship has been 
difficult and stramed in the recent past Moreover, the PFTS must 
develop a relabonship with the Supreme Rada to ensure that new 
securities laws and amendments to old ones contam provisions that 
further the development of a free, well-regulated market in securities 
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To further these relahonships, the PF'TS has already become a 
member in legislatwe draftmg worlung groups that are worlung to 
improve the secunbes law The PFTS has also established a Legal and 
Regulatory Committee to develop strateges in dealing with the SSSMC 
and the Supreme Rada to ensure that new legslahon and regulations 
take into account the realihes of the secunbes industry The new legal 
structure should further the economic viability of the participants in the 
industry while providing for the proper level of protection for investors 

Recommended Achon or Training 

1 Traning in legislatwe draftmg and advice on substantwe issues 
should be given to the Legal and Regulatory Committee to assist it in 
reviewing proposed legslation and regulation 

2 Traning in the United States should also be given to members of 
the Committee by allowing them to observe first hand the achvity of the 
NASD in its review of pending legislahon and regulabons in the United 
States 
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IEU 

Executwe Summary 

In the current enwonment dealers, custoclans, and depositones are subject to lengthy reregstmuon delays and 
lugh transaction costs when PFTS shares are traded Such an enwonment not only subjects market partlapants 
to substantial nsk, but also presents sipficant obstacles to capital market development The absence of 
transiuonal market mfrastructures - such as an Informauon Exchange UAty @U) - wdl hamper h e s  
smooth transmon to a Nauonal Depos~tory System (NDS) enwonment 

The IEU wdl 

+ Elmmate movement of paper In connecuonmth re-regstrauon of dematenhd shares 

+ Reduce nsk by 

Acceleratrng the re-registration process 

Ult~mately s t a n d a r h g  the reregstmuon and settlement process to a rehble T+3, and, 

Combmg the re regstrauon process wth a standardmd settlement funcuon to acheve true 
DvP secmes transfer 

+ StandarcLze cornmucations of secunues transfer mstruaions usrng mternationally recogwed 
protocols (SWIFT) 

+ Accelerate transfer of shares mto depos~toly or custoclal levels dunng the transiuon to a NDS 

T h  document presents the goals and assumpuons for the unplementauon of the IEU pdot program 
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De-matenahzed secuntles traded on PFTS undergo a costly, tune consurmng, and paper intensive re regmuon 
process Buylng and Seltng dealers must dehver to the appropriate Regstrar duly notanzed documentation, 
mcludmg a Buy-Sell Agreement, Extract, Power of Attorney and a Transfer Order Upon payment of the 
regstrar's fee, the Regstrar then vaLdates and updates the regstry, and fmally produces an Extract for dehve~y to 
the Buyer 

The IEU will fachtate the transfer and re-regstranon of shares dunng the transltlon to a depository 
enwnment 

Goals 

The goals of the IEU project are to 

Ellmate movement of paper m connection mth re-regstmuon of dematenalrzed shares 

Reduce nsk by 

Acceleratmg the re-regstration process 

Ulumately s t a n d a r h g  the re-registranon and settlement process to a rehabe T+3, and, 

Comblntng the re-registration process wth  a standardmd settlement functlon to acheve true 
DvP secuntles transfer 

Standarhe commumcatlon of secunues transfer mstructlons usmg mternatlonally recogmd protocols 
( S m  m a secure enwonment usmg mformauon encryption and electrontc signatures 

Accelerate transfer of shares mto deposlto~y or custodal levels dunng the transmon to a NDS 

Key Pdof Assumptrons 

+ Pdot trades selected must mvolve secuntles held m dealer name whch d be re-regmered at the 
Regmrar level' 

+ Eligble pdot trades d mvolve dealers and regstrars who have executed a s tandarhd pamapant 
agreement govemg the terms, condmons and procedures to be used m connection wth the IEU 
process As later phases of the IEU are nplemented, ths  standarhed pmclpant agreement d 
mclude terms, condmons and procedures for custodans, depositones, and clearance and settlement 
Structures 

Approach 
The IEU project will use a multi phase approach to automate re regmratlon functions that are now 
performed manually These manual functions now mclude the compdation of relevant trade and ownershp 
mformatlon, authentication of t r h g  parties, and presentatlon of secure and venfiable mformatlon to the 
Issuer regstrar A standarhed parucipant agreement between and among IEU paruapants 1s expected to 
replace the legal docurnentatlon and lnformatlon now provlded for by the physical movement of paper 
wluch presently accompmes each regstratlon IEU automation pnnaples can be expanded eady beyond 
the regstrar level to mclude other pmes  responsible for recordmg transfers of ownershp m a NDS 
enwonment - i e , custodans and depositones 

1 Phase 2 of IEU development provldes for the re regstratlon of PFTS dealer "normnee" trades mto custodal 
or depository name 
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Trade 1- 
Buy-Sell - 

Agreement 

Transfer Order - 

Authe?tlcaacnz 
Notary, Seals - 

Regtstrml- 
Manual Dehvery Methods - 

Authenuc trade mformation normaUy contamed m a Buy Sell 
Agreement d be extracted from the PFTS Portal tradmg system 

Buylng and S e h g  PFTS dealers by means of a standadzed 
pamupant agreement wth the Reptrar, d authorize the 
regstrar to forward electromc extract forms as proof of ownershp 
transfer - a credlt extract for the buyer, and a debit extract for the 
seller 

IEU d use a standardized Electromc Transfer Order form, 
complete wth  trade, issue, and ownership mfonnauon These 
forms d be rmewed and approved by buyer and seller before 
submssion to the appropnate Repmar 

1 All parues to the trade (whether dealer, custodian, depos~tory? 
or regstrar) wdl be authenucated at the network, apphcauon, 
and contractual level 

2 Data encrypuon wdl be used to ensure the security of the 
mformauon on the network. 

3 Electromc Signatures wdl be used to further enforce 
authorized access to mdlv1dual pieces of data 

Once all mformauon has been venfied by the IEU system, and the 
Confirmed Trade, Electromc Transfer Order, and SWET h4T522 
message have been venfied by Buying and S e h g  pmes, the 
complete package of mformatlon d be encrypted, signed, and 
electromcally sent to the Reptrar for rmew 
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lmplementat~on Strategy 

The system d be developed in stages allowmg ddferent types of users to accomphsh re regtstrauons for 
dfferent purposes The design will be such that the same program logc can be apphed when the change of 
"ownershp" is performed at the Custodm or Deposltory level 

Phase I (Pilot) 
The first phase Prlot d address Dealer to Dealer re-repstmuon of PITS trades at the registrar level 
All partlcipatmg IEU regstrars and dealers to PITS trades are q e c t e d  to execute standard pmupant 
agreements to effect transfers through the IEU system The terms, con&uons and procedures of the 
standard parucipant contracts between the parues d be developed concurrently wth extenslve 
simulated tradmg and testmg of the IEU regstratlon function by a users group conastmg of Issuer 
regstrars, PFTS traders and custod~ans, as well as other market pmclpants The testmg phase 1s 
expected to last at least two months follomg completion of requlred programrmng and t m g  

Phase 2 (Proposed) 
The second phase IEU evolution wdl fachtate the re regstraaon of PFTS trades from Dealer name at 
the regstrar level rnto Custodd name, and vlce-versa The transfer of shares lnto custodd name wdl 
be lrnplernented first Other forms of regstnuon transfer between and among custo&ans and/or 
depository structures can also be accommodated at a later date uslng ths  same process -ee, transfer 
from custodd name rnto depository name or transfers between ddferent Custod~an 

Future Phases 
IEU & Settlement The IEU IS designed conceptually m a modular format, whch pemts  it to be 
easdy combmed wah settlement functions to be performed by designated clearance and settlement 
structures 

Non-Transacttonal Registratrons The modular design format of the IEU d p e m t  it to be easdy 
moddied for non-transactional regmmtlons of ownershp - i e , transfers of ownershp not resultmg 
from trades between buymg and selhg dealers Among such regstratlons are those resultmg from gft, 
mhentance, or the sunple request by a custod~al chent to place shares mto Custod~an or Deposltory 
name for the sake of mere convemence 
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PHASE I 
DEALER TO DEALER CHANGE OF HOLDER AT THE REGISTRAR LEVEL 

Y 1 o L, LIT. 
CONFIRM CONFIRM 

CREDIT ( 1." DEBIT , 
EXTRACT COMMUNICATOR ) E X T R A C T  

0 loo 

DEALER 
REG." 

I Buyer & Seller negotiate a trade 

2 Buyer & Seller report and confirm trade detalls through PFTS 

3 PFTS sends the Locked In Trade Report (L I T R ) to the Dealers and the IEU system 

4 The Dealers re-confirm the trades to be handled by IEU to the system 

DEALER 

5 The Registrar sends the Cred~t and Deblt Extracts to the party whose posltlon has been ~ncreased 
and decreased respectively 

* The same flow of ~nformatlon would occur ~f the change of holder was taking place at the Custod~an or 
Depos~tory Level 
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PHASE 2 
DEALER NAME AT REGISTRAR LEVEL TO CUSTODIAL OR DEPOSITORY NAME 

7 

BUYER LITR SELLER LITR 

LlTR 
CONFIRM 

CONFIRM GIVE UP 
CONFIRM 

ACCEPTED 

I E U DEBIT 
CONFIRM GIVE COMMUNICATOR EXTRACT 

UP 

RE REG 
CONFIRM 

DEPOSITORY 

CUSTODIAN 

1 Buyer & Seller negotiate a trade 

2 Buyer & Seller report and confirm trade detalls through PFTS 

3 PFTS sends the Locked In Trade Report (L I T R ) to the Dealers and the IEU system 

4 The Dealers re-confirm the trades to be handled by IEU to the system 

4A If a Custodlan or Deposltory name IS provlded on the re-confirmed trade the trade deta~l IS sent to Custodlan 
or Deposltory named In the confirmation 

4B The Custodlan or Deposltory confirms acceptance of the trade 

4C Acceptance of the trade by the Custod~an or Deposltory IS confirmed back to the Dealer 

5 The Registrar sends the Credlt and Deblt Extracts to the party whose posltlon has been Increased and 
decreased respectlvely 

* The same flow of lnformatlon would occur ~f the change of holder was taklng place at the Custodlan or 
Deposltory Level 
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Technical Design 
The techcal deslgn of the IEU system d be camed out m two phases 

PHASE I (PILOT) the goal of the fust, pdot phase 1s to produce a producuon-capable "proof of- 
conceptn model, which may serve as the foundanon for subsequent phases 

PHASE 2 The goal of the second techcal design d be to devlse a dent serer apphcauon 
wth broader and more robust capabhues and functions than the pdot system Th~s 
deslgn d be used for all subsequent phases of the project 

Techn~cal Overvlew - Pdot Project 
The mual Pdot phase of this project d 

Promde a practical soluuon for expedltmgre regrstratron of dealer-name trades 

Estabhsh a structure for future support of additional normnees and clearance and settlement 
entlues (custohs,  and deposnones), and 

Estabhsh a structure for future support of adhtronal operatrons such as Free Transfers of 
secmues 

Unconfirmed Transfer Order 
Conflrmed ETO s 

Conflrmed Transfer Order I T  , 

SMFT MT 522 Delwer Free 

ExtractResponse .-, 1 

6 LOG €363 
Agreements S~gnatures Locked m 

Trades 

lnformat~on Exchange 

The IEU will serve as a re reglstrauon hub, supporung the needs of dealers, regstrars, custod~ans, and 
deposltotles that elect to use automated re regstrauon 

(1) The IEU program reads "locked m" trades from the PFTS tradmg system "Locked In Trade Report" 
(LITR) and selects ehgble transactions It generates a slgned and encrypted "Electromc Transfer 
Order" @TO) to sohct confinmuon from buyer and seller 

(2) Both buyer and seller confm the trade and venfy the contents of the ETO, then forward the slgned 
and encrypted ETO to the IEU 

(3) The IEU forwards the slgned and encrypted confmuons along wth the trade data (formatted m a 
SWIFT message) to the appropriate rqstrar 

(4) The regstrar v&dates the mcormng dormation, updates mternal regstranon records, and sub- a 
slgned and encrypted reply to the IEU The reply d be m the form of a c r d t  Extract for the new 
owner and a deblt Extract for the seller, ~f the re-regstranon was completed successfully The regstrar 
d reply wth a fdure response code and verblage ~f the regstmon could not be processed 
successfully 
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(5) The IEU wdl forward the regstrar's response to both parues regardless of the response type 
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IEU Pilot - Assum~t~ons 

The IEU pdot project is meant to address basic functional requrrements, as well as to provlde a structural basls 
for future refinements As such, it d have a r n d  feature set Except where noted, items, whch have been 
excluded m the pdot project, are expectedto be mcorporated into subsequent development phases of the project 

Pdot trades selected must mvolve secunues held m dealer name whch d be re-regstered at the Regstrar 
level2 

The pdot d not address shares held, transferred to or transferred out of Custodnn name or Depository 
These entitles d be handled in subsequent phases 

Eligble pdot trades d mvolve Dealers and Regstrars who have standtng registration agreements mth 
respect to the regstrar of the traded secunty 

- Regstrar or Nommee - 

All trades are assumed to be for or agamst a smgle party; the overall system design can provlde for multlple 
parties on each side of the trade 

Trachg 
Function Pattles 

Trade Dealer 
Transfers Dealer 
Settlement Dealer 

The pdot d not address Corporate Action Nouce processrng 

The pdot d not take mto account Dehvery vs -Payment t m g  or logstical issues, the pdot d not be 
mtegrated wth any settlement or payment system An anucipated future stage of ths project would 
unplement a settlement function 

Registrar 

Phase 1 (Pdot) 
TBD 
TBD 

The pdot does not consider post-trade correction or cancellauons, It wdl be the responsibhty of the t r a h g  
p e e s  to mform counterparty and Regstry of post-trade amendments 

Accountmg features (such as Stock Record etc) d not be unplemented m the pllot 

Custodian 

Phase 2 
TBD 
TBD 

Wherever relevant m the design of the pdot project, the default settlement d be considered to be T+3 

Depository 

Phase 2 
TBD 
TBD 

IEU ARCHITECIZTRE It is antlupated that electromc mad cornmumcation d be usedonlv for the pdot 
The more complex messagmg requirements m subsequent phases is &ely to dnve the selection of a 

more sophsticated transport mechamsm 

In subsequent phases, the trades may mvolve secuntles that will be re-registered mto Custod~an or Depository 
name Chent trades would have to be so ~dentified wthm the PFTS tradmg system m order to be elgble for 
IEU 
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- 

Programs 

-- 

LIT Extract Locked-m Trade Extract Program 

MsgScan Server Scan Incomtnpr IEU Messages (mad) 

ETO Generator Generate Electromc Transfer Orders, mcludmg SWET h4T 52x messages 

LIT Extract 

LocM rn T r i  Exftact Bqqwn 

The locked-m trade extract program wdl read PFTS trade records, and select trades meetmg the 
followmg ehgbrlty reqwements 

Trade IS Compared 
Trade Date is today 
Buyer and Seller are IEU ehgble dealers 
Buylng and s e h g  dealers have a standard participant agreement on fde wth the Re* for 
the secunty traded 

MsgScan Server 

T h  program d check lncommg mad at a user-speafied frequency It d valdate that m w m q  
messages are sent m "reply" and are m 1 of 4 formats (see "User Interfacen Seaon below for complete 
message hstmg) Improperly formatted messages d be returned to the sender d an error reply 
code Vahd mcormng messages d be logged and forwarded to the appropnate reuplent, as 
appropnate 

MESSAGE TYPE 
Confirm ETO 

I Adme both sides of fmal reply status 
Successful Re Registration 1 LOE reastratlon from Reastrar Forward affirmation to buyer 

ACTION 
Log confurnation from buyer or seller If both sides have 
confirmed, encrypt, sign, and forward both confmtlons to the 

Deny ETO 

I 
- I andY sder Update ~ee ;  record and mark ths transaction I 

appropnate Regstrar 
Log demal of buyer or seller If both sldes have rephed, mark 
ths  transacuon CLOSED wth an EXCEPTION stand 

3 EXCEPTION status d tngger ~nclusion of thls transaction on the IEU ExceptionRepolt 

Faded Re-Registration 
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CLOSED wth an SUCCESS status 
Log error response from Regstrar Forward fad message to 
buyer and seller Mark h s  transaction CLOSED wth an 
EXCEPTION status 
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ETO Generator 

T h  program extracts and re-formats data for each IEU ehgible trade (selected by the LIT Extract 
program) Two unconfirmed ETO messages are composed, each c o n t m g  a SWIFT h4T 52x 
message The messages are encrypted, signed, mded to the buyer and seller, and logged 

User Interface 

The mtd rnterface d be comprised of 6 formatted mad messages 

Only the IEU may send unsohcited messages All dealer and regstrar messages must be m the form of a reply to 
a partmdar IEU message 

3 I E U  Unsolicited Message =Dealer Reply =Registrar Reply 
Unconfmed ETO Please Confinn ETO 3 

C o n f i i  ETO e AffiumETO 
7 

Deny ETO Deny ETO 
Registration Request Please Re Regster 3 

Extract Attached Successful Re Registrauon 
Registration Demed Faded Re Registranon 

Message Contents 

Electromc Transfer Order 
Trade Data 
swmm 522 
Calculated Fees 

Wst ra r  Response 
Debit Extract 
GedtExtract 
Fee Balance 
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Database Schema 

IEU Database 

Agreement '7 

The IEU database will be comprised of 

PFTS IEU Partlapants 
PFTS IEU Standard Agreements 
PFTSIEUFees 
PFTSIETJRegmrars 
PFTS Locked-In Trades 
An Operat~ons Log Fde 

Spature files will be matamed on dsk 

Portal Partlclpant ID 
Last Name 
F m  Name 
PFTS E-mad ID 
S~gnature File 
Pubhc Key 

Standard Agreements 
Portal partlclpant ID 
Portal Secunty ID 
IEU Regstrar Code 
Agreement ID 

Fees 
Agreement ID 
Fee ("Yo) 
Fee Mmmum 
Fee Ma~l~llum 

Char 
Char 
Char 
Char 
Char 
Char 

Char 
Char 
Char 
Char 

Char 
Long 
Long 
Long 

8 Key 
(Use Portal Defiitmn) 
(Use Portal Defiimn) 
100 
256 
32 

Key Cornponent 
Key Cornponent 
Index 
Index 

Key 
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Regrstrar 
IEU Regstrar Code Char 8 
Reprar  Name Char 30 
Rqstrar Contact Char 30 
E mad ID Char 100 
Slgnature Fde Name Char 256 
Pubhc Key Char 32 

Key Component 

Locked In Trade (LIT) 
T h  file wdl contam the data elements as defrned m the Portal trade h file The file wdl be keyed by 
transaction number and d e  date 

Opermons Log (LOG) 
Transaction 
status 
Buyer 
Seller 
Rqstrar Ref Num 
Fees Owed 
Fees Pad 
Processed On 
Buy Msg Tlrnestam~ 
Sell Msg Tunestamp 
Reg Msg Tunestamp 

Char 6 KEY 
Char 4 
Char 8 
Char 8 
C h a r ?  
Long 
Long 
Char 8 
TIMESTAMP 

(date) 

TIMESTAMP 
TIMESTAMP 

Reporfing 
1 DadyAct~ty 
2 AgedRequests 
3 Completed Requests 
4 FeesPadOwed 
5 Except~on Report 
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Issues - IEU Pilot 
Partlapants (buyer and seller) may be  dentd died by the 8 character Portal Partlcipant ID Flrms that have 
mult~ple Portal Ids may m h  to use only five characters of the Portal ID to setup relat~ons This Issue 
should be addressed pnor to ~mplementation 

Standard Pamupant Agreement d be used to replace hardcopy of all documents used m a manual process 
Regstrar extracts m electromc form d replace hardcopy extracts 

Closed-loop IEU processmg reques acknowledged message receipt and apphcat~on level Registration 
Status response codes for IEU messages 

Need mformauon about current methods employed for c o n f m g  matched PFTS trades 

Need to understand what extra lnformauon may be reqwed for Electromc Transfer Orders 

How d Reg~strar be identified m PFTS trades from the Portal system' 

The table of Standmg Agreements may evenma& become qulte large - wen for dealer only tradmg The 
maxtmum number of records I.+ 

( (#Active dealers) * (#securl t les)  ) + 
( (#Active dealers) * (#securities) * (#custodians) ) + 
( (#Active dealers) * (#securities) * (#depositones) ) 

POST-PILOT Chent re regstratlons can only be handled ~f chent ident~ficauon mformauon 1s matamed 
and used m the Portal tradmg system, Chent account mformat~on would also have to be mamtamed for each 
secunty at each Regstrar/CustocLan/Depository 

Need to d e t e m e  whether issue mformauon is bemg properly rnamtamed m h  Portal m order to provlde 
EDRPOU and ZKNG codes, and Par Value 

It d be necessary to create data a b s t r a u o n  programs for stauc (table) data mmtenance m a subsequent 
phase of ths  project These programs wdl be used to mamtam Agreement, Partlcipant, Registrar, CustocLan, 
and Depos~tory Informanon 

It d be necessary to modfy the PFTS tradmg system to mcorporate support for reference mfonnauon 
reqwed for re reglstratlon (registrar, custodan, and depository reference data, etc) 

Further user specificat~on of repomg and Fee a b s t r a u o n  reqwements is needed 

4 This formula assumes that all secuntles can be can be kept by any custodm or depos~tory 
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IEU Work Plan 

Mechanm 
= Design Information Flowcharts 

Identlfy Sequencrng and Processq Steps 

Regulatory 
O b t m  Perrmsslon to Conduct Pdot IEU 
Identify Needed Structural and Regulatory Changes 

Programmmg 
Encrypted Emad system 
Dual level electromc signatures 

Messaging 
Identify needed content 
Use SWIFT category 5 protocols 

contracts 
Create standard contract for use by all partles 
Terms and condnons 
Procedures 
Address habhty issues 
Draft h t e d  mdemficatlon and hold-harmless - depo/cust/reg 
Arb~tratlon and dspute resolunon 
Partles d accept regstratlon electromc signatures 
Power of Attorney can be rolled lnto contract 
Authorized Person d be known to regmar and vlce-versa 
Fee for repstration 
Acknowledgement of the use of electromc signatures 
Descnptlon of messapg content 
Buyers request and confm to reregtster 
Sellers request and confum to deregster 
Back office 

Timetable 
1 Develop IEU deslgn specdicatlons and functional rmew mth workgroup - 7 days 
2 Convert Portal Locked In Trade Report to SWlFT messagmg protocol - 3 days 
3 Program IEU e-mad system - 15 days 
4 Setup IEU enuyp~on/decryptlon software - 4 days 
5 Setup IEU electronrc slgnature/cert~ficates - 4 days 
6 Create report programs to track regtstrauon process - 5 days 
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TRAVEL PER DIEM 

The Per D~em amounts are the lrmits wh~ch Barents Group LLC may b~l l  for 
Government Contracts Barents w~l l  reimburse you only up to these rates, 
therefore, we urge you to stay w~thm them The rates are subject to change 
monthly 

MONTH CITY 1 Lodg~ng Per I Meals & 
1  em I Incidentals 

I I Per D~em 
I 

Tb~l~si, Georg~a Inapplicable $89 

Maximum Per 
Diem 

Dependmg on the terms of the Contract and the length of your stay abroad, you 
may be entitled to certam USAlD allowances Barents prov~des an International 
Travel Orlentation for those who will be working overseas on a project for more 
than SIX weeks Please call your cogmzant Project Admmstrator to schedule an 
appo~ntment 

It is anticipated that Contractor will stay m a Barents Corporate Apartment, and thus, Contractor shall not 
receive lodgmg per diem However, if an apartment is not available, Contractor shall receive up to USD 
245 lodgmg per diem 

For the first thlrty days, Contractor will receive 100% Meals & Incidentals per diem, ie $89 daily For the 
next thlrty days, contractor will receive 50% M&I per diem, le $44 50 daily For the followmg thlrty 
days, the Contractor will receive 25% M&I per diem After 90 days, the Contractor will no longer receive 
per diem 
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lnformatron Exchange Ut~hty 

1 GENERAL INFORMATION 

M~ssjon to standardize the PFTS trade rnfonnation enablrng the prompt and effrcrent 
secuntres ownershrp rrghts reassignment durrng the transrtron perrod to the Natronal 
Depository System 

Dealers currently are subject to lengthy re-regrstratron delays and hrgh transactron costs 
Buyrng and sellrng dealers must delrver trade documentatron duly notarrzed In complrance 
wrth the effectrve legrslatron and the SSSMC regulatory acts to the regrstrar Thrs 
documentatron rncludes a buy-sell agreement and a transfer order Add~tronally, the regrstrar 
may requrre, where approprrate, a power of attorney, regrstered securrt~es owner applrcatron 
form, and other documents Upon recerpt of payment and reg~stry update, the reg~strar 
forwards an extract from a regrstry to the buyer 

lntroduct~on of the lnformatron Exchange Utrlrty (IEU) as an rnterrm market structure wrll 
facrlrtate the transrt~on for the Ukrarnran Caprtal Market to a Natronal Deposrtory System 
envrronment 

Objectrves to be solved by the IEU are to 

+ Reduce or elrmmate the paperwork requrred to re-reg~ster shares, 
+ Use rnternatronally recognrzed SWIFT protocols to standardrze securrtres transfer 

rnstructlons, 
+ Accelerate the transfer of securrtres rnto deposrtory or custodral accounts wrthrn a 

Natronal Deposrtory System, and 
+ Reduce rrsk by 

+ Acceleratrng the re-regrstratron process, 
+ Standardrzrng the re-regrstratron process and rntroducrng a T+l securrtres 

delrvery 

The IEU project IS based on a multr-phase approach to automate re-regrstratron funct~ons 
that currently are performed In paper form Th~s rncorporates the PFTS trade rnformatron 
processmg, authentrcat~on of trade part~es, and presentatron of verrfiable rnformat~on to the 
regrstrar A standard~zed part~c~pant agreement should replace the legal documentatron, and 
rnformatron provrded by the present re-regrstratron documents 
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2 IEU SYSTEM WORKING PLAN 

lnformat~on Exchange Ut~lity System cons~sts of three program modules wlth electronlc 
messages circulating among them They are IEU Server program actmg as a re-registration 
center, ETO Processor (Trader) and ETO Processor (Registrar) programs, wh~ch help 
traders and reg~strars correspondingly to process requests and messages coming from the 
IEU Server All ~nformat~on, c~rculated w~ th~n  the system, should go through the IEU Server 
Traders and reg~strars do not communicate directly but through the IEU Server program The 
day, specified In a trade record as secur~ties delivery date, shall be cons~dered the electron~c 
re-reg~strat~on start-up day 

IEU Server's funct~ons include the tradmg system mformation ~mport and processmg, 
forwardmg of requests, and analysls of the system partlapants' responses All operations, 
except for Import of the tradmg system data, are automated In the IEU Server program 

Trade system 

(6) Reg~strar's response extracts ( I )  locked tn trades 

,-(2) Requests to traders I-- (5) Reg~strar's response extract 

(4) Request to reglstra registrar 
Server 

~ ( 3 )  Confirm, electrontc transfer order/~en~-' 

(1) Every trade day, with a per~od specified In "IEU Working Procedures" (Appendix A), 
an operator of the IEU Server program receives from the PFTS tradmg system server and 
imports into the IEU system a locked-~n trades file IEU Server program automat~cally selects 
those trades from all trades just Imported and trades kept In the IEU Server archives, whlch 
correspond to re-reg~strat~on conditions 

I both partles of a trade have entered In the agreement with appropriate 
registrar on electron~c re-reg~strat~on of securit~es (Append~x B), 

2 In the agreement, securities dellvery date IS a current day 

Trades, re-reg~strat~on for which should be effected electron~cally, but for wh~ch the dellvery 
date is specified as of the later date, shall be put mto the IEU Server arch~ves 
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(2) For the selected trades, the IEU Server shall form requests to traders for permlsslon 
In re-regstrat~on Requests are combined rnto one package, wh~ch is sent to traders by e- 
mad m the form of attached file 

(3) A trader receives a package by h ~ s  e-mall program (Netscape Messenger, M~crosoft 
Outlook, etc ) and opens an attached file At th~s, the ETO Processor (Trader) program starts 
up autornat~cally, by means of wh~ch a trader prepares and sends a message on its consent 
or den~al In re-reg~strat~on to the IEU Server program If a trader acts as a seller for thls trade, 
and expresses its consent for re-reg~stration, then with the help of ETO Processor (Trader) it 
should also fill In the electron~c transfer order and forward ~t to the IEU Server 

(4) IEU Server program automat~cally compares responses rece~ved from traders, and ~f 
both partles expressed the~r consent for re-regstration of secur~ties, a request for re- 
reg~strat~on shall be forwarded to an appropriate reg~strar Requests to reg~strars are also 
combmed ~nto packages, mcorporatmg messages for a des~gnated per~od If at least one 
party rejected re-reg~strat~on, a confirmation on den~al In re-registrat~on shall be forwarded to 
both part~es 

(5) ETO Processor (Registrar) program facll~tates the reg~strar to process the mforrnat~on 
recewed, verrfy it, and forward a response on re-reg~strat~on results to the IEU Server 

(6) Regrstrars' responses are reflected automat~cally In the IEU Server arch~ves and 
forwarded to traders 

At the end of each week, traders prov~de reg~strars wlth paper form of required 
documentat~on for all trades for a current report~ng penod, as well as coples of payment 
orders 
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3 IEU SERVER PROGRAM (Operator Manual) 

3 1 Gettmg Started 
The IEU Server module requires a specific drectory structure, established upon ~nstallat~on Two 
important databases must be present In the d~rectory structure The IEU Account database 
(Account mdb), contalnlng names of all authorized IEU operators, must res~de In the core operatmg 
d~rectory (co-located with the IEU module) The IEU working database (IEU mdb) must res~de In the 
DATA subd~rectory 

At least one user account must be establ~shed in order to use the IEU Server A new account may be 
establ~shed by ~nserting a s~mple "User Name" entry in the Logm table of the IEU Account database 
Use of an account password IS h~ghly recommended The password w~l l  be masked when entered 

User Name - up to 32 characters, validat~on IS not case-sens~twe 
Password - up to 32 characters, vahdation g case-senstwe 

Once an account and password have been establ~shed, the IEU Server module may be ~nit~ated At 
th~s time, the new user will be required to establ~sh set-up parameters The IEU will not funct~on 
properly unless vahd operat~ng parameters ("Optionsn) are established See the "Opt~ons" append~x 
for deta~ls on setting up user opttons 

The IEU account must have a vahd X 509 cert~ficate from an authorized Cert~ficate Author~ty 
(CA) The exported PKCS#12 format cert~ficate must be ava~lable In a file called SMlME PI2  
In the core operatmg d~rectory 

Gettmn Data F~les 

The IEU must reside on a machine wh~ch IS configured w~th an executmg ftp service, since 
trade files transmitted from the Portal Stratus computer must be received vla ftp mto the IEU 
IMPORT subdlrectory on a dally baas 

The IEU must be properly configured in order to execute w~thout user intervention Specifically, 
the IEU operator account, 
the default execut~on parameters, and 
the IEU database (IEU mdb) 

must be established prior to unattended execut~on 

IEU Operator Account 

The Operator account (User Name = IEU) w~l l  be used for converting trade files sending, and 
recelvlng IEU messages The IEU Operator account must use a val~d PFTS mall account 
The IEU account should use a permanent set of operatmg parameters ("Optlons") for h e  
operat~on Because the IEU must have a certificate from an authorzed CA, it is adv~sable to 
assoc~ate a real person wlth the IEU mall account The des~gnated adm~nistrator should be a 
permanent resource who w~ll be responsible for the IEU operations 

IEU Execut~on Parameters 

The "Options" selected by the IEU user w~ll be used for unattended execut~on Please see the 
"Optlons" append~x for details about IEU parameters 
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The IEU Database (IEU MDB) 

The IEU database is compr~sed of the followmg tables 

Agreement ( maintained by IEU Operator 
Fee I maintamed bv IEU Operator 
FeeBalance 1 IEU lnternal Use Only 
Part~cmant I maintained bv IEU Operator 

I Reg~strar I maintained by IEU Operator 
Log p I IEU Internal Use Only 
ETO I IEU Internal Use Onlv 
Input I IEU Internal Use Only 
Status I IEU Internal Use Onlv 1 

The Agreement, Fee, Partlapant and Registrar tables should be populated w~th the 
product~on values These tables are not modified by the IEU module They should only be 
modified by the IEU Operator as required to reflect real IEU relationships Please see the 
document appendix for a complete description of the attr~butes of IEU tables 

The FeeBalance, ETO, Input, Log, and Status tables are internal and should only be 
modified by IEU processlng 

3 3 IEU Interactwe Mode Operat~on 

IEU is deslgned to operate In semi-automatc mode In this mode, the IEU will manually perform a 
daily Import of Portal Trade files, automatically send messages to traders and reg~strars and respond 
to incommg messages Run-time errors will be logged In the DATA\ERRORS TXT file 

Interactive mode permits the operator to perform functions for configure new users, change exlsting 
options, and ~mport of Portal Trade files 

lnteractive mode operations may be accessed using the IEU menu or toolbar The key functionality IS 

available using the follow~ng commands 

F~le  Import 
IEU will attempt to ~mport today's trades If a file of today's trades IS not available, the operator may 
elect to ~mport files from a d~fferent date After successfully fin~shmg of th~s operation need to press 
button "Go" for trades processmg 

F~le Open Mall 
In the IEU message facility, pressing the "Go" (Ilghtening) button will cause the IEU to poll for incoming 
mail and generate user responses, as appropriate 

The IEU w~l l  automat~cally file mad after ~t has read and responded to it IEU stores a copy of outgomg 
sol~c~tations In the OutBox folder New incoming mall IS temporar~ly stored in the lnBox folder 
Messages of unknown origin are stored In the ERROR folder 

Vlew Opt~ons 
The Options wmdow allows the operator to revlew or change the current options 

Connect~on Logout 
The operator may choose to logout at any point After logout, the only available function IS logm A 
valid IEU user must be logged in to use IEU functions 

Connect~on Status 
D~splays detalls of current connection status 
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IEU O p t ~ o n s  

New users w~ll be prompted to setup Account opt~ons Opt~ons may be changed by selecting the 
"Options" button from the IEU toolbar, or selectmg "View-Options " from the IEU menu 

There are 3 Options categor~es E-mall, Internet, and Advanced 

Logm Account 

Name - 
Enter full name, as ~t w~ll be transm~tted In mall "From field 

E-marl Account - 
Enter full e-mail address For example 

~eu@cour~er ~ f t s  corn 

Password - 
Enter the password for the e-mall account you spec~fied 

General E-marl (Non-IEU) FESTING ONLY] 

E-mail Drrectory - 
D~rectory where your non-IEU mall w~ll be stored (NOTE You cannot use the General Mall 
Facility if you lack a valid E-mall D~rectory) 

lnbox Directory - 
D~rectory where your non-IEU INBOX w~ll  res~de (NOTE You cannot use the General Mall 
Faclllty f you lack a vahd INBOX D~rectory) 

Internet Opt~ons 

Host Server Domarn Name/lP Address 

POP Server - 
Enter the domam name or IP Address of the server from wh~ch mall w~l l  be retr~eved For 
example 

courier pfts com 

SMTP Server - 
Enter the domain name or IP Address of the server wh~ch will send outgoing mail For 
example 

pfts corn 

Advanced Opt~ons 
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NOTE Advanced optrons should only be modified by the IEU operator slnce these settrngs Impact 
un~versal IEU operation modes 

Import 

Portal trade files use the followmg file naming conventlon 

yymmddTR CSV 

where yymmdd IS the formatted trade date 

If th~s convent~on changes, the operator may modify the Import file spec~ficatlon to change the 
date port~on of the format For example, the operator could change the strlng from "yyrnmdd" 
to "mrnyydd" Th~s change would cause the IEU to seek files whch conform to the file narnlng 
convent~on 

mrnddyyTR CSV 

Schedule 

lncommg Mall 

The operator may request automat~c mall polllng In I-mlnute un~ts for frequenc~es of 
up to one day (the maxmurn IS 1439 mmutes) The default IS 15 m~nutes 

Dally Trade F~le 

The operator must estabhsh the t~me of day when the trade ~rnport should execute 
The tlrne must be entered In m~l~tary format The default t~me IS 22 59 

The operator may choose to hold outgomg mall wh~ch 1s automat~cally generated by 
the IEU In the IEU's SUSPense folder The operator IS respons~ble for revlewmg and 
sendmg held mall f th~s opt~on IS selected 

Internet 

Advanced Opt~ons 

If thls setting 1s flagged "on", then processing will be suspended durmg the t~rne that 
IEU 1s wa~tmg for telecommunrcat~ons operat~ons to complete Blocking w~l l  
automat~callv be flaqqed on for unattended operat~on 

Trace - 
Debug only Not used for product~on execution 

Host Delete - 
If th~s setting IS flagged "on", then lncomlng e-mall whlch has been recaved by IEU 
will be deleted on the Un~x host Host Delete w~ll automat~callv be flanqed on for 
unattended o~eratron 
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Append~x 3 B - IEU Tables 

Aareement 

Operator-Marntarned 

T h e  Agreement table contams a n  entry for  each  "Standard Agreement' between a Portal Par t~c lpant  
and a Reg~s t ra r  T h ~ s  table IS used  t o  determine w h ~ c h  Porta l  Trades a r e  subject t o  I E U  processing 

I 1 I Auto-number field (internal) 

Name 
AgreementlD 

I 1 I Thls IS the relative record number which llnks the 
I Agreement to rts corresponding FeeBalance record 

PartrcrpantlD 1 Text 1 8 1 Portal Participant ID 

Type 
Number (Long) 

Rea~strarlD I Text 1 8 1 Rearstrar ID 

Srze 
4 

Operator-Marntarned 

Descrlptlon 
KEY 

IssuelD 
BeginDate 
EndDate 

T h e  F e e  table contams an entry for  each  Agreement showmg the  fee  percentage, max lmum fee a n d  
m m m u m  fee w h c h  the  Agreement  s t~pu la tes  pe r  IEU transaction T h e  F e e  table mus t  contam a 
record w h ~ c h  corresponds to each agreement, lmked b y  Agreement lD 

F e e s  calculated b y  the  IEU are  d~sp layed  In the  E lec t ron~c Transfer  Order, w h ~ c h  IS automat~cal ly  
generated fo r  t he  P a r t ~ c ~ p a n t  a n d  sent  t o  the  Reg~s t ra r  

Text 
Date/T~me 
Date/T~me 

AgreementlD Number (Long) 

Feepercent Number 
(Double) 

FeeMlnlmum Number 
(Double) 

FeeMaxrmum Number 
(Double) 

12 
8 
8 

Descr~ption 
KEY 

Portal Issue ID 
Date Agreement Begins (optional) 
Date Agreement Exprres (optronal) 

Auto number field (Internal) I 
Thls IS the relatlve record number whlch links the 

Maximum Fee which will be charged 
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The IEU updates the Fee Balance table when fees begin to accrue (at the start of an IEU transact~on) 
For each transaction, Fee records are rna~ntamed for the selling broker under the Portal Sell 
Transactlon Number and for the contra-party under the Portal Buy Transaction Number 

Name 

TxnNo 

Internal 

FeesDue 
FeesPaid 

The IEU updates the Log table when ~t sends or receives an IEU message Not used m current version 

TY pe 

Text 

Name S~ze Descr~ption I 

Number (Long) 
Number (Long) 

I Ema~llD 1 Text 

Size 

7 

1 255 1 KEY I 

Descrlptlon 

KEY 
Portal Transaction Number (may be a Buy or Sell 

4 
4 

I RFC821 'world unique message ID 
Statuscode I Text 1 10 1 Status may be 

transaction) 
Total calculated fees due to Registrar 
Presently not used 

PEND (pending broker response) 
PENDCLOS (pendlng registrar response) 
CLOSED (processmg completed) or 
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MallTo 
Ma~lFrom 
Sent 
Sub] 
Body 
Attachment1 
TxnNo 
ContraTxnNo 

Broker 
Registrar 
RepiyDate 
- 

Replycode 
ReplyText 
CioseDate 
CloseBy 

Text 
Text 
Datem~rne 
Text 
Memo 
Text 
Text 
Text 

Text 
Text 
Daterrime 
Text 
Text 
Daterrime 
Text 

50 
50 
8 

128 
- 

128 
7 
7 

8 
8 
8 
10 

100 
8 
50 

CLOSERR (processing was aborted by user actlon) 
Contents of To field 
Contents of From field 
Date message was sent or recelved 
Contents of Sub1 field 
Presently not used 
Presently not used 
Related Portal Transaction f appllcabie 
Only populated d thls log record pertains to both the 
Buy and the Sell slde of a transaction 
Related Portal Broker ID if appl~cable 
Related Registrar ID ~f applicable 
Date that a reply to this message was received 
Sub] of the reply to thls message if there was one 
Presently not used 
Date this ~tem was closed if any 
Present& not used 
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Part~cmant 

Operator-Marnfarned 

The Partlapant table must contam an entry for each Portal participant who has a "Standard 
Agreement" 

Name 

Part~c~pantlD 

Company 
Address 
Cltv 
State 

Countw 

FaxNumber 

Notes 

I Portal Part~c~pant ID 
Text 1 30 1 Th~s field IS resewed for future use (Address Book 

TY Pe 

Text 

S~ze 

8 

Text 

Text 

Text 
Text 
Text 
Text 
Text 

Text 1 30 1 Used ln the text of the Electron~c Transfer Order 

Descr~pt~on 

KEY 

Text 
Text 
Text 

Text 1 30 ( Presently not used 
Text 1 30 1 Presently not used 

50 

50 

50 
50 
255 
50 
50 

Text 1 30 1 Presentlv not used 

Part~c~pant F~rst Name used when creacng fully 
qual~fied e-ma11 address 
Partlapant Last Name used when creatmg fully 
qual~fied e ma11 address 
Used ~n the text of the Electron~c Transfer Order 
Used ~n the text of the Electron~c Transfer Order 
Used ~n the text of the Electron~cTransfer Order 
Used ~n the text of the Electron~c Transfer Order 
Used ~n the text of the Electron~c Transfer Order 

50 
20 
50 

Text 1 50 1 RFC 1522 format e-mall address 
Text 1 50 1 Presently not used 

Presently not used 
Used ~n the text of the Electron~c Transfer Order 
Used ~n the text of the Electron~c Transfer Order 

Text 1 255 1 O~tlonallv contams name of file contaln~na th~s 
I ( partclpait s RFC-format d~gttal s~~nature- 

Text 1 32 1 Contalns the name of the file ln the DATA 

I subd~rectory wh~ch contam th~s partlc~pant s publlc 
kev In PKCS7 format 

Text 
Text 
Text 
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Datefhne 1 8 1 Presently not used 

50 
30 
30 

Memo 

Presently not used 
Presently not used 
Presentlv not used 

I Presently not used 
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Reg ~strar 

Operator-Marntamed 

The Reg~strar table must contam an entry for each reg~strar who IS named In a "Standard Agreement" 

Name 

Reg~strarlD 

N~ckname 

F~rstName 

LastName 

Tltie 

TY pe 
Text 

Company 
Address 
clb' 
State 
Realon 

SlgnatureFlle 1 Text 1 255 1 Optionally contams name of file contalnlng thls 

Text 

Text 

Text 

Text 

" 

PostalCode 
Country 
Workphone 
Mob~lePhone 
FaxNumber 
Alternat~vePhone 
Ema~lAddress 
CompuServelD 

Slze 

8 

Text 
Text 
Text 
Text 
Text 

Descnpt~on 

KEY 

30 

50 

50 

50 

Text 
Text 
Text 
Text 
Text 
Text 
Text 
Text 

I 
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Reglstrar ID as It will appear In the Agreement table 
Th~s field IS reserved for future use (Address Book 
functlonallty) 
Registrar First Name used when creatlng fully 
qualified e-mall address 
Registrar Last Name used when creatmg fully 
qual~fied e-ma11 address 
Presentlv not used 

50 
255 
50 
50 
50 

I registrar's RFC format dlgltal s~gnature 

EmrgcyContactName 
EmrgcyContactPhone 
Membersh~pStatus 
DateJo~ned 
Notes 

Used ~n the text of the Electron~c Transfer Order 
Used ~n the text of the Electron~c Transfer Order 
Used ~n the text of the Electronic Transfer Order 
Used ~n the text of the Electron~c Transfer Order 
Presentlv not used 

20 
50 
30 
30 
30 
30 
50 
50 

Publ~cKey 1 Text 1 32 1 Contams the name of the file ~n the DATA 

Used ~n the text of the Electron~c Transfer Order 
Used ~n the text of the Electron~c Transfer Order 
Presently not used 
Presently not used 
Presently not used 
Presenfly not used 
RFC 1522 format e mall address 
Presently not used 

Text 
Text 
Text 
Daterrlrne 
Memo 

50 
30 
30 
8 
- 

subdirectory whlch contams thls reglstrar's publ~c key 
In PKCS7 format 
Presently not used 
Presently not used 
Presently not used 
Presently not used 
Presently not used 
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Status 

Internal 

The IEU creates a status record for each IEU-ehg~ble transact~on (Buy and Sell) 

Name 

TxnNo 

SettlementDate 
Broker 
BrokerActlon 
BrokerEma~llD 

I table 
ContraTxNo 1 Text 1 7 1 Contra ~ a r t v  I 

- 
Contra 
ContraEmadlD 

I table 
- . - 

TY pe 
Text 

Text 
Text 
Text 
Text 

Text 
Text 

S~ze 
7 

20 
8 
10 
100 

- - . . -. - . . . . . - . 

I Statuscode / Text 1 10 / Current Status (see Status field in Log Record for I 

KEY 

Portal Transact~on Number 
Settlement date 
Portal Broker ID 
Broker act~on - (S)ell or (P)urchase 
RFC 1522 format e mall address from the Partlapant 

8 
100 

, s 

Issue 
BrokerReplyCode 
ContraReplyCode 
Reg~strarReplyCode 

I poss~ble values) 

table 
Portal Contra party ID 
RFC 1522 format e mall address from the Partlclpant 

Internal 

Portal Trans?*lnn Nllmh~r I 

Text 
Text 
Text 
Text 

The IEU creates a ETO record for each recewed ETO 

Registrar 1 Text 
ReglstrarEmalllD 1 Text 

12 
10 
10 
10 
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8 
100 

Portal Issue ID from the Agreement table 
Broker Reply may be CONFIRM or DENY 
Contra Reply may be CONFIRM or DENY 
Reg~strar Reply may be CONFIRM or DENY 

Name 

TxnNo 

ETODate 

OwnerAccount 

Ownerstate 

OwnerName 

OwnerDocOl 

OwnerDoc02 

OwnerDoc03 

OwnerDoc04 

OwnerDocDate 

OwnerRegCode 

OwnerAgentName 

OwnerAgentDocOl 

OwnerAgentDocO2 

OwnerAgentDoc03 

OwnerAgentDoc04 

OwnerAgentDocDate 

ContraAccount 

Registrar ID from the A~~CCIIIGIIL iawc 

RFC 1522 format e-ma~l address from the Registrar 

Type 
Text 

Datenme 

Text 

Text 

Text 

Text 

Text 

Text 

Text 

DateK~me 

Text 

Text 

Text 

Text 

Text 

Text 

DateKlme 

Text 

S~ze 

7 

50 

4 

50 

50 

50 

50 

50 

50 

50 

50 

50 

50 

50 

50 

KEY 

Portal Transact~on Number - 

ETO creat~on date 

Seller account number 

Seller status - owner or keeper 

Seller name 

Seller's document type 

Seller's document serla 

Seller's document number 

Seller's document authorrzat~on 

Seller's document reg~strat~on date 

Seller regstration code 

Seller's agent name 

Agents document type 

Agents document serla 

Agents document num 

Agents document authonzat~on 

Agents document reglstratlon date 

Buyer account number 
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Contrastate 

ContraName 

ContraDocOl 

ContraDocO2 

ContraDoc03 

ContraDocO4 

ContraDocDate 

ContraRegCode 

Emtent 

EmtentRegCodeOl 

EmtentRegCode02 

Secur~tyType 

Secuntylssue 

Nom~nalPr~ce 

Qty 

Nom~nalTotal 

SharePr~ce 

SertOl Ser~a 

SertOl No 

SertOl Qty 

Sert02Sena 

SertO2No 

Text 

Text 

Text 

Text 

Text 

Text 

Datemlme 

Text 

Text 

Text 

Text 

Text 

Text 

Number 

Number 

Number 

Number 

Text 

Text 

Sert02Qty 

Respond 

RespondType 

TxnType 

TxnTypeDescr 

AddedDocs 

RegNum 

RegDate 

RegResult 

RegResultDescr 

RegName 

RegNo 

RegNoDate 

RegL~cNo 

RegL~cDate 

RegAddress 

RegMallAddress 

Internal 
The IEU use t h ~ s  table only for ~mport Portal Trade Report f~les 

Number 

Text 

Text 

RegAgrNum 

RegAgrDate 

RegSlgnedBy 
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4 

50 

50 

50 

50 

50 

50 

50 

50 

50 

50 

50 

50 

double 

long n t  

double 

double 

50 

50 

Number 

YeslNo 

Text 

Number 

Text 

Text 

Text 

Datem~me 

Text 

Text 

Text 

Text 

Datefl~me 

Text 

Datefllme 

Text 

Text 

Buyer status - owner or keeper 

Buyer name 

Buyer's document type 

Buyer's document serla 

Buyer's document number 

Buyer's document authoruat~on 

Buyer's document reglstratlon date 

Buyer reglstratlon code 

Issuer Name 

Issuer's Reg~strat~on code 1 

Issuer's Reg~stratlon code 2 

Securlty type 

Securlty Issue 

Secunty s nomlnal pnce 

Secunty s quantlty 

Total nom~nal price 

Trade s prlce 

Certificate 1 serfa 

Cert~ficate 1 number 

long lnt 

50 

50 

Text 

DateKlme 

Text 

Shares quantlty for certificate 1 

Certificate 2 serla 

Certificate 2 number 

long ~ n t  

128 

Integer 

128 

255 

50 

50 

50 

50 

50 

50 

50 

50 

Shares quantlty for cert~ficate 2 

Shares blocked or not 

Descr~pt~on of blocklng 

Transact~on type ID 

Transact~on type descr~pt~on 

Addltlonal documents 

Re reglstratlon number 

Re reglstratlon date 

Re reglstratlon result code 

Re reg~strat~on result descr~pt~on 

Trader's full name 

Trader's reg~stratlon number 

Trader's reglstratlon date 

Trader's l~cense number 

Trader's llcense reglstrat~on date 

Traders reglstratlon address 

Traders marl address 

50 

50 

Trade Agreement number 

Trade Agreement date 

Respons~ble person name 
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Append~x 3 C - Other F~les of Interest 

DATA and IMPORT subd~rector~es will be created as part of IEU installat~on The IEU w~ll not function 
properly without the files and director~es named below In product~on mode, do not erase any f~ les In 
the IEU d~rectory 

IMPORT Subd~rectory 

Read-only F~les 
O IMPORnschema In1 

The lmport d~rectory contams Portal Trade files and the SCHEMA IN1 file The SCHEMA IN1 file is a 
read-only file which must be present In order to import Portal Trade F~les 

The Portal ftp process should send trade files to the IMPORT d~rectory The ftp server should be 
setup to ensure that the Portal "user" writes to the IMPORT d~rectory by default 

DATA Subd~rectory 

The data d~rectory contams IEU database IEU MDB file 

The IEU subdirectory IS the default e-mall d~rectory for IEU operations IEU w~l l  automat~cally create 
subd~rectories in the IEU directory These w~ll be named ERROR, FWD, NEW, REPLIES SENT, and 
SUSP 
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4 ETO PROCESSOR PROGRAM (User Manual) 

ETO Processor Program IS des~gned to process requests and messages that come 
from the IEU server to traders and reg~strars ETO Processor prowdes the maxlmum 
automated operat~ons of messages' receiving, fowardmg, and processing, as well as 
appropr~ate and uncompl~cated interface, regardless of the type of e-mall program used for 
the mformatlon rece~pt, and mamtams the archwe of the messages processed 

Dependmg on the user's funct~ons, the program can work In two modes - ETO 
Processor (Trader) for traders and ETO Processor (Reg~strar) for reg~strars The type of 
mode IS spec~fied upon the program mstallat~on 

Requests and messages shall be recewed as un~ted ~nto a jomt package In the form 
of an attached file, upon openmg of wh~ch the ETO Processor Program starts up 
automat~cally, and the messages recewed In a package are bemg processed Responses to 
messages are forwarded back autonomously through the mternal ETO Processor e-mall 
program 

The algor~thms RSA Publ~c-Key C~pher, RC4 stream c~pher, and RSA MD5 hashmg 
algor~thm are used for encrypt~onldecrypt~on of messages and d~g~tal  s~gnatures 

4 1 ETO Processor Program lnstallat~on 

lnstallat~on package of ETO Processor program IS prov~ded on a CD-ROM disk or In a 
set of seven floppy d~sks, and contam the ETO Processor lnstallat~on Program ~tself (folders 
D~sk I-D~sk 3 on CD-ROM or floppy d~sks wlth labels "D~sk #I" - "D1sk#4), and a Database 
Access Object utMy (folder Dao on CD-ROM or floppy dlsks w~th labels "D1sk#5" - "D1sk#7"), 
that enable access to mternal database of the program 

lnstallatron from a CD-ROM 

1 Insert a d~sk mto a d~sk dr~ve, open a Dlsk 1 folder, and start up a setup exe file 
2 A reg~strat~on form w~l l  appear on a screen The number of fields In the form 

depends on a program work mode Choose a mode requlred - Trader or 
Reg~strar - and fill In the rest of fields (See PIC 1, Table I )  When you fin~sh, 
press a "Contmue" button 

3 In the next dialogue box choose a d~rectory, to wh~ch the ETO Processor program 
files wrll be wrltten By default, the d~rectory \Program Fdes\ETO\ IS set up Then 
chck a button to start up the software mstallat~on (See PIC 2) 

4 After all requ~red files are copled mto the spec~fied d~rectory, there w~l l  be a 
message on a screen on successful complet~on of mstallat~on 

5 To Insure access to the mternal database, conta~n~ng electron~c transfer orders, ~t 
IS also requ~red to ~nstall a Database Access Object package Its ~nstallat~on 
program setup exe IS on a CD-ROM d~sk In a folder Dao\D~skl\ 

Barents Group LLC Page 17 Confidential - 03/15/99 



Informatron Exchange Utrlrty 

Prcture 4 1 Regrstratron form 

lnstallatron from floppy disks 

I Insert a floppy disk w~th a label "Drsk #I" into a disk drrve and start up a setup exe 
file 

2 Contrnue to fulfill ~nstructions of step 2 to 5 of the previous section, perrodically 
rnserting an approprrate floppy drsk on a request of installation program 
Installation program setup exe for Database Access Object package IS on a floppy 
with a label "Disk #5" 

TABLE 4 1 Regrstratron form frelds 

.. a.-* - " - i-**-?m'&$h'..:fqel#2f%h *- .. * _ _ @ _  ' , ,.. - &aning . -2, :pV$%+" 
- \  *& *<?-". ?-"a* -.* ?"ST F* b~ Q_-*& -*a * - a- - -**kg2> c 

- +&%T-+$$2 * * "","F.. $&< f* 

F~elds common for both modes 

Logm for e-mad 

Mall Server Address 

Password on a server 

User name, from whrch messages for the 
IEU Server will be forwarded 
Electronrc address of marl server, on 
whrch you are regrstered under the 
above mentioned name, and from whrch 
messages for the IEU Server wrll be 
forwarded 
A password enablrng access to the Marl 

the IEU System, based on whrch 
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Note At ~nstallatlon of the program, whrch wdl be workmg In a trader mode, ~t IS also requrred 
to fill rn the fields, whrch then w~ll be entered into electronic transfer orders automat~cally, for 
instance, name of organization, registrat~on number, and llcense number, date of lrcense 
reglstrat~on and Issuance, legal and mail address 

Prcture 4 2 Specrfy a djrectory, to whrch the ETO Processor package frles wrll be entered and 
clrck a button to start up the ~nstallatron 

4 2 ETO Processor start-up 

ETO Processor program starts up automat~cally upon openlng an attached file, wh~ch 
comes from the IEU Server 

Another opt~on of ETO Processor start-up IS through the ETO Processor Icon 

:? 
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4 3 Use of the ETO Processor (Trader) 

ETO Processor Program (Trader) locates the requests for permlsslon In re- 
reg~strat~on, whlch are rece~ved by traders from the IEU server, in a Request folder 
lnformat~on by each trade is displayed as separate records If a trader agrees to 
effect the securit~es re-registrat~on by this trade electron~cally, then he should choose 
the Confirm opt~on In the Status column For thls, he needs to cllck the left button of 
a mouse on an appropriate field of record and choose the Confrrm opt~on in the pull- 
down menu, whlch appears on the screen If for some reasons, a trader refuses to 
effect the secur~t~es re-registrat~on by this trade electron~cally, then he should choose 
the Denv opt~on In the menu If for some trades, the dec~sion to perform re- 
registrat~on or reject it has not taken yet, then in the Status column for such trades 
the "---" option IS displayed 

Picture 4 2 ETO Processor Program (Trader) interface 

A trader acting as a seller for a given trade, in case of effecting re-registration 
electron~cally, should also fill In the electron~c transfer order To receive a form of th~s 
order on a screen, he should chck a mouse on an Icon at the end of a record for a 
certain trade A form of electron~c order cons~sts of two pages and look like shown on 
PIC 3 

With the help of the Forward slide button In the right bottom corner of the 
screen, responses to all requests, for whlch the Denv and Confirm options have 
been chosen, shall be forwarded to the IEU server Requests, the status of wh~ch has 
not been determmed yet, shall stay In the Requests folder unt~l the dec~sion on dental 
or confirmat~on for secur~ties re-reg~strat~on by these trades IS taken 
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hcture 4 4 Form of the electron~c transfer order 

Trades, for whlch responses have been forwarded to the IEU server, shall be 
transferred to the Non confirmed folder and stay there untrl the response on the 
results of the securltres re-reglstratlon by these trades from the regrstrar or the 
confirmatron of rejectton of electron~c re-regrstrat~on IS recelved 
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After the recerpt of the server's response, records for the trades shall be 
transferred to the Archive folder Dependrng on the results of re-reg~strat~on, the 
trades' status In the archrve can have one of these three definrtlons 

4 "Deny" - thrs trader, ~ t s  counterpart, or both partres rejected to effect re- 
reglstrat~on electronrcally, 

+ "Re-rearsteredl'- secur~tles for th~s trade have been successfully re- 
registered electronlcally, 

+ "Non re-reqrstered" - upon certaln reasons reg~strar refused to re- 
reg~ster the secur~tres for thrs trade electronrcally 

Records, whlch are contamed In each folder, can be prlnted out wrth the 
help of a Print slrde button In the right bottom corner of the screen 

To exit the program ~t IS necessary to cllck &ton the menu 

4 4 Use of the ETO Processor (Reg~strar) 

Records for trades In ETO Processor program are mamtamed In two 
folders - Requests and Archive, 

Requests for re-reg~strat~on, wh~ch come to reg~strar from the IEU server, 
shall be kept In Reauests folder If a reg~strar agrees to effect re-reglstrat~on 
by th~s trade electron~cally, then In the Status column it has to dlsplay the 
Confirm opt~on For thls, ~t IS necessary to chck the left button of mouse on an 
appropriate field and choose the Confirm optron from the pull-down menu, 
which appears on the screen If for some reasons, reg~strar refuses to re- 
regrster the securltles by thls trade electronrcally, then ~t IS necessary to 
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choose the Deny opt~on from the menu If for some trades the decision on 
effecting re-reg~strat~on or den~al In re-reg~strat~on has not been taken yet, then 
in the Status column for such trades the "---" option should be displayed 

With the help of a "Forward" slide button In the r~ght bottom corner of the 
screen, responses to all requests, for whlch the Deny and Confirm options 
have been d~splayed, shall be forwarded to the IEU server Records for trades, 
on which responses have been forwarded, shall be transferred to the Archive 
folder Requests, the status of wh~ch has not been determmed yet, shall stay 
In the Requests folder unt~l the decwon on denlal or confirmation for the 
secur~ties re-registrat~on by these trades, is taken 

Prcture 4 5 ETO Processor Program (Registrar) rnterface 

Records, wh~ch are contained in each folder, can be prmted out w~th the 
help of a Print shde button in the right bottom corner of the screen 

In order to exit the program, it IS necessary to click &ton the menu 
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Appendix A IEU Working Procedures 

1 At 10 a m , 2  p m , and 4 p m of each tradmg session IEU operator receives and ~mports 
to IEU system a file of trades locked during the current day or after 4 p m of the previous 
day I 

1 1 IEU operator receives a file of locked-in trades from the PFTS tradmg system server 

2 IEU Server program sends requests for permission in electron~c re-reg~stration to all 
traders (heremafter referred to a re-reg~stration) 

2 1 Requests shall be forwarded automatically by the IEU Server program ~mmed~ately 
after the information on locked-~n trades IS Imported 

2 2 Based on the database supported by the IEU system, the program chooses, among 
all locked-in trades, those ones, re-regtstration for which should be performed 
electronically 

3 On receiving the request for permission in re-regtstratton, the traders shall verify data for 
trades, which came along with the request 

3 1 If the seller confirms its consent to re-register securtties for thts trade, tt fills in, with 
the help of ETO Processor program, the electronic transfer order, and forwards it to 
the IEU operator If the buyer confirms its consent to re-register securit~es for th~s 
trade, it forwards, with the help of ETO Processor program, a proper standard 
message to the IEU operator 

3 2 If the trader refuses to effect re-registratton of securrt~es for th~s trade, it forwards the 
message on denial to the IEU operator 

3 3 Filled in electronic transfer order, message on consent, or message on denial, for 
each separate trade should be forwarded to the operator not later than 6 p m of T- 
day 

3 4 If by 9 a m of T+1 day the IEU operator does not receive the answer of at least one 
party, re-regtstration of securities for thts trade shall be deemed cancelled A 
particular message shall be forwarded to both traders 

4 IEU Server program processes responses of the traders automattcally 

4 I If both part~es confirmed thetr consent to re-reg~ster securities, the request for re- 
registration should be forwarded to a proper registrar 

4 2 If at least one party refused to effect re-reg~strat~on, both parties should be forwarded 
a confirmation on re-registration denial 

4 3 Requests to registrars or confirmattons on re-reg~stration dental shall be forwarded 
with a certain perlod of time, as responses come from the traders, but not later than 
10a m ofT+l day 

5 From 10 a m till 6 p m of T+l day registrars shall ver~fy the information received, re- 
register securittes, and forward a response on re-registration results to the IEU Server 

5 1 If by 10 p m of T+1 day the IEU Server does not receive responses from the 
registrar, the latter shall be forwarded a message of warning If durmg 48 hours from 
the time the message was forwarded, there IS no response from the reg~strar on re- 
registration results, regtstratron of securit~es for this trade shall be deemed cancelled 
A particular message shall be forwarded to both traders and the registrar 
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Durrng 10 mrnutes from their recelpt, responses from the reglstrars are fixed 
automat~cally In the archrves of the IEU Server, and are forwarded to the traders 
If techn~cal defects related to work of commun~cat~on h e  or the software occur, the trader 
or the reg~strar should not@ on that, wrth~n two hours, by fax, the IEU operator 

Every second and fourth Monday of a month, regrstrars shall forward an rnvolce for 
secur~tles re-registration services to the traders 

Every second and fourth Wednesday of a month, the traders shall pay rnvolces for re- 
reg~stratron servlces, prov~de reg~strars w~th paper documents for all trades requ~red for 
the current report~ng penod, as well as copres of a payment order 

Defrnrtrons used m the Procedures 

IEU operator - a person, whrch manually ~mports locked-ln trades file Into IEU Server 
program and supervises the process of IEU system work As far as all operations bes~des 
rmport of trade lnformatron are executed automat~cally, IEU operator rnterferes Into system 
work only In a case of emergency or fault 

IEU Server - a program, which receives the rnformatlon from the tradrng system, and serves 
as a commun~cat~on center between traders and reg~strars 

T-day - a date, wh~ch for a given trade, In a file of concluded trades, is specified as the 
secur~t~es dellvery date For trades, wh~ch were concluded after 4 p m of T-day, T-day shall 
be cons~dered the followmg day When calculatmg dates, correspondmg to T-day, T+1, and 
T+2 days, only busmess days shall be taken Into account 

Electronrc securrtres re-regrstraaon - ownersh~p rlghts re-assrgnment based on electron~c 
transfer order and messages recerved through e-mall 

Informatron Exchange Utrlrty - a system of procedures and regulatory and legal acts 
des~gnated to Insure the ownershrp rrghts re-ass~gnment electron~cally 
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Appendrx B. Example of agreement between trader and regrstrar on 
the use of IEU system 

AGREEMENT 
on prlot operatron of the electronrc documents exchange between 

Regrstrar and Traders In securltles 

date 

, heremafter referred to as the Participant represented by 

actmg In accordance w~th the Charter on one part, and the publ~c company "F~nansova 
Kompan~ya "UKRNAFTAGAZ", heremafter referred to as the Reg~strar represented by Mr 
Sabodakha Oleksandr Serg~yovych actmg In accordance w~th the Charter of the Company on 
the other part concluded this agreement as follows 

1 TERMS AND DEFINITIONS 

System - a set of hardware and software a~med at mamtenance, authortzat~on, encryption, 
dec~phering, transm~ss~on and reception through channels of electron~c commun~cat~on of 
mformatlon as spec~fied In thls Agreement 
Execut~ve Documents - any paper Issues, wh~ch form and contents are content w~th 
requ~rements of the Reg~strar as per the regulat~on "On Procedures of Mamtenance of 
Regrsters of Registered Secur~t~es' Owners" bemg subject of transactrons rn regwter 
Electronic Message - standard electron~c document used w~ th~n  the System for exchange 
of mformat~on includ~ng w~thout hm~tat~on payment and settlement ~nformat~on, orders, 
Inqulnes, files as per the l~st of documents (comp~led In accordance w~th spec~al 
requ~rements as for documents' fields and format of data to be filled ~ n )  to be processed by 
the System through electron~c commun~cation networks 
Notrce - electron~c message not~fymg on results of processmg ~nformat~on recewed In 
accordance wrth th~s Agreement 
Authorized Person - a physlcal person authorlzed by the Part~c~pant for perforrn~ng 
respons~b~l~t~es of its representatwe w~th the Registrar actmg In ~nterests of the Part~c~pant In 
accordance wlth documents duly ~ssued and cert~fied by the Partic~pant Respons~b~lrt~es of 
such author~zed person shall be specified In the letter of attorney ~ssued by the Part~c~pant to 
such person (see Attachment 1) 
Customer - a person already reg~stered w~thin the system of Reg~ster or to be reg~stered 
w~ th~n  th~s system In future, and, In accordance w~th current law of Ukrame, Issued the wr~tten 
authorizat~on to the Part~c~pant to act on the Customer's behalf In relat~on to secur~t~es of 
Issuers mamtamed on the Customer's personal accounts on the Reg~sters, to wh~ch the 
Customer IS a reg~stered person lncludmg w~thout hm~ting ahenat~on, burdenrng of secur~ties 
w~th l~ab~ l~ t~es  for the benefit of thrd persons ~nclud~ng the Partmpants 
Busrness Day - a day (except for Ukrarnlan rnstltutronal hohdays a week ends) when banks 
of Ukrame are open 

Barents Group LLC Page 26 Confidentla1 - 03/15/99 



lnfomatron Exchange Utrlrty 

Operat~on Day - a busmess day l~m~ted by the time of rece~pt of electronrc messages from 
he Part~c~pant from 10 a m through to 5 p m 

Other terms and defin~tions used In th~s Agreement except for the cases when the content 
~mplies otherw~se shall be ~nterpreted and understood by the Part~es hereto and any th~rd 
persons whatsoever as expressed In the regulat~on "On Procedures of Maintenance of 
Reg~sters of Reg~stered Secur~t~es' Owners" 

2 SUBJECT OF THE AGREEMENT 

Subject of th~s Agreement shall be adjustment and regulatmg relat~ons among and between 
the Participant, its Author~zed Person and the Reg~strar withm the process of p~lot electronic 
Issue exchange system In relat~on to 
- exchange by the Part~es of settlement and/or other correspondence spec~fied In th~s 

Agreement ~ncludmg the exchange electron~c commun~cat~on channels, 
- operating of the System by the Part~c~pant in order to secure compl~ance w~th the 

cond~t~ons of th~s Agreement and throughput of settlement and/or other correspondence 
through electronic communication channels In order to perform objectives set In th~s 
Agreement, 

- transfer by the Author~zed Person to the Registrar of duly ~ssued Execut~ve Documents 
content w~th Electron~c Messages by the Partlapant to perform on behalf of the 
Partwpant such actions in the Reg~ster as spec~fied In the Execut~ve Documents and 
comphed w~th appropriate procedures of maintenance of reg~sters of reg~stered secur~t~es' 
owners prescribed by law In domg so, the Authorzed Person shall guarantee (prov~ded 
proper performance by the Part~c~pant of the condit~ons of th~s Agreement as well as 
faultless funct~onmg of electronrc communication network and the System In general) 
execut~on of settlement transact~ons on rece~ved and ver~fied not~ces by the Part~c~pant 
on the Reg~ster (when open for transact~ons) durmg one hour w~ th~n  one Operat~on Day 
from the t~me when such electron~c message IS duly rece~ved from the Part~c~pant 

3 GENERAL PROVISIONS AND PROCEDURES OF ELECTRONIC SETTLEMENT 

3 I Electronic not~ces generated by the System used In relat~ons between the 
Part~c~pantIAuthor~zed Person and the Reg~strar In electron~c settlements, duly 
cert~fied by electronic s~gnature shall be adm~tted by the Part~es and any other 
persons whatsoever as legally adequate to the approprlate forms of the Execut~ve 
Documents as if created by the Part~es In paper form, s~gned and sealed In a regular 
way, and such documents shall have s~m~lar r~ghts and liab~l~ties The Part~es 
herew~th admlt that the systems of processrng, telecommunlcat~on and stormg of 
mformat~on used by them shall be deemed suffic~ent for securmg rehable and effic~ent 
act~v~t~es In recept~on, transm~ss~on, processmg and stormg ~nformat~on 

3 2 The Reg~strar shall appomt a person respons~ble for ~nstallat~on of customer's part of 
the System at the Partlapant's workstat~on, conduct tra~n~ng of the Partlapant's 
personnel and mamtam rehable funct~onmg of the System 

3 3 The Part~es adm~t the system of data protect~on used by them In accordance w~th th~s 
Agreement as compl~ant w~th the purposes of generat~on of secret codes, encrypt~on, 
mtegr~ty control and electronic s~gnature and suffic~ent for protect~on from 
unauthor~zed access as well as for confirmat~on of author~zation and authent~c~ty of 
electron~c s~gnature 

3 4 The Part~es herew~th adm~t that any electronic message rece~ved, dec~phered and 
ver~fied by one Party by means of the System of processing and dec~phermg and duly 
cert~fied by electron~c s~gnature of the other Party shall be deemed recewed by such 
first Party as rf rece~ved In regular way on paper 
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The Party initiating transmission of the Electronlc Message shall prepare it and send 
to the opposite Party, the opposite Party verifies the Electronic Message and transmit 
the notice to the Party-initiator in confirmation of acceptance of the message or denlal 
to perform the Electronic Message specifying reasons for such denial Notlce on 
acceptance or denial shall be prepared within one hour from the time of recelpt of the 
message and transmitted to the opposite Party automatically during the next 
communication session 
Each Party shall retain the right to transmit to the opposite Party any electronic 
message whatsoever as listed in Attachment 2 hereto 
Transmission of any other informatron through electronic communication channels IS 

allowed though such other information shall not Impose any habilities to the Parties 
hereto 
Electronic messages shall generate liabilities of the Parties in accordance with his 
Agreement for transmitting Party - if duly prepared, certified by electronic signature 
and transmitted through electronic networks using the System, for the Party to which 
the messages are addressed - if duly received, verified and accepted Duly prepared 
and signed notlce of recelpt shall be deemed confirmation of due receipt of the 
Electronic Message 
Authorized Person shall present to the Partlcipant consolidated list of electronic 
messages contaming messages sent by the Participant and received from hlm not 
later than on the first day of each month or on the nearest day if such day is other 
than business day The consolidated list shall is made on paper and certified by the 
signature of the Authorized Person as well as by signatures and seal of appropriate 
staff members of the Registrar The Participant shall certify the list by signatures of 
his appropriate staff members and his seal in order to confirm verification against his 
personal accounts and return one copy to the Registrar on the next business day 
following the day of receipt of the consolidated list of Electronlc Messages Parties 
herewith admit that after positive completion of the procedures of verification of 
transmitted and accepted Electronic Messages they will rehe each other of possible 
claims as for processing of settlement correspondence The above consolidated lists 
of Electronic Messages shall be kept by the Parties during 3 (three) years from the 
day of singing the appropr~ate lists 
In order to prevent conflicts that may arise at exchanging Electronic Messages, 
verification of transmitted and accepted Electronlc Messages shall be performed on 
weekly basis at the end of each week on Friday and appropriate certificates of recelpt 
shall be issued 

PROCEDURES OF PERFORMANCE OF THIS AGREEMENT 

Then Participant from his workstation independently generates secret codes used for 
further encryption of all Electronic Messages of the Participant to be transmitted 
through the System's electronic communication channels including the electronic 
signature of the Participant On completion of the procedure of generation of the 
secret codes, the Parties sign the act on generation of secret codes 
The Participant shall promptly notify the Registrar and its Authorized Person on all 
cases of disclosure of his secret codes as we as on cases of loss, unauthorized use 
or damage to parts of the System responsible for generation of electronic signature of 
the Participant and encryption of Electronlc Messages to perform extraordinary 
replacement of secret codes and other actions agreed with the Registrar aimed at 
maintenance of operability of the System 
The Partlcipant in the event of disclosure of h ~ s  secret codes shall promptly block all 
transactions with electronic documents already prepared with the use of such codes 
The Registrar shall monitor and control normal functioning of the data protection 
system and promptly notify the Partmpant on each case of unauthorized access to 
the System 

Barents Group LLC Page 28 Confidential - 03/75/99 



lnformat~on Exchange Ut111ty 

In the event of disclosure of secret codes of the Participant, the Registrar shall block 
all transactions on the System till the codes are extraordmary replaced and take other 
measures to maintam operability of the System 
The Registrar is not responsible for the effects entailed by disclosure of secret codes 
of the Participant if such disclosure occurred not through the fault of the Reg~strar, nor 
for loss or stealage of the Participant's electron~c s~gnature or parts of the System 
responsible for encryption of the Electronic Messages transmitted from the Part~cipant 
as well as for unauthor~zed used of the System by third persons 
The registrar herew~th notifies the Participant that the device named "adapter key" is 
a carrler of the registrat~on number of software appl~cat~ons of electron~c signature, 
encryption and dec~phering conta~nmg secret codes of s~gnature and encryption 
Loss, stealage or damage to the device shall automatically entail disclosure of the 
Partlapant's secret codes 
The Registrar shall provide the Author~zed Person of the Participant with a properly 
equipped workstation compliant with conditions of reception of Electronic Messages 
from the Part~c~pant 
The Authorized Person receives from the Partic~pant the Electronic Messages 
compliant with the executive documents by form and contents, duly signed by 
electronic signature and sent through the System's electronic communication 
channels 
The Author~zed Person verifies accepted Electron~c Messages as for their mtegrity 
and authenticity of the electron~c signature in each such message 
The Authorized Person prepares on behalf of the Part~cipant paper copies of the 
Electronic Messages using the pattern of Execut~ve Documents, certifies them with 
his signature and submit the Execut~ve Documents to the Registrar 
The Reg~strar performs general settlement transactions on depositing secur~ties on 
personal accounts of the Partic~pant and Customers in accordance with the Executive 
Documents prepared by third persons including wrthout limitat~on by the Authorized 
Person of the Participant when the Authorized Person provides such services to 
counter-agents of the Partic~pant and/or the Customer in accordance with contracts 
conditions of which are content with the conditions of this Agreement The Authorized 
Person promptly transmits Electronic Message, statement on status of personal 
account of the Participant and/or Customer under appropriate request from the 
Participant received by the Authorized Person through electronic commun~cat~on 
channels 
Each Party shall have the right to transmit requests and responses to the requests to 
opposite parties by each ind~vrdual Electronic Message not later than on the next 
business day after the day of acceptance of such request also supplying paper copies 
compliant with requirements to the forms of the Execut~ve Documents and Electronic 
Messages 
The Partic~pant, in accordance with law and provisions of this Agreement, shall on his 
behalf and on behalf of his Customers prepare the letter of attorney on the name of 
the Author~zed Person authorizmg such person to perform actions with securities on 
personal accounts of the Participant and/or Customers in Reg~ster as ordered by the 
Part~cipant and his Customers and within his competence In accordance this 
Agreement 
In order to comply w~th appropriate provisions of law, the Part~c~pant shall keep 
executive documents and submit executive documents for each week to the 
Reg~strar The acceptance certificate shall confirm such submission 
In requ~red, the Participant in accordance with appropriate written request from the 
Reg~strar shall provide duly prepared execut~ve documents confirming transact~ons in 
accordance w~th which Electron~c Messages were generated withm 4 hours after the 
request 
In the event, that the Partic~pant failed to subm~t execut~ve documents w~thin the 
specified term, the Registrar shall adjust the account on which the transactions were 
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performed to ~ t s  ~ n ~ t ~ a l  status, I e the status ava~lable when the electron~c message on 
re-reg~stratlon was received 
In accordance w~th the summaries for last month, the Part~es slgn acceptance 
certificate confirmmg procedures of ver~ficatlon of transmitted to and accepted by 
each other Electron~c Messages and performance of settlements under th~s 
Agreement durmg reported year 

SETTLEMENT PROCEDURES 

The Partlapant pays for services rendered by the Reg~strar In accordance w~th the 
price-l~st of the Reg~strar (Attachment 3) and b~lls presented to the Partlapant 
The Part~cipant shall effect payment wlthln at least 5 (five) busmess days from the 
date of the bill In case of delay, the Partmpant shall pay to the Reg~strar penalty at 
the rate of 0 2 % of the outstandmg sum for each day of delay but not to exceed the 
amount of double Interest rate of NBU vahd In the per~od for which the penalty IS 

charged Should the money be not ava~lable at the account of the Reglstrar w~th~n 10 
(ten) calendar days from the date of b~ll, th~s Agreement shall be deemed unilaterally 
cancelled by the Reg~strar 

VALIDITY TERM 

The Part~es hereto agreed that th~s Agreement shall be vahd for the perrod of 1 (one) 
month startmg from the date of ~ t s  signing by both part~es and can be extended for the 
term not more than 3 (three) months ~f approprlate for the purpose of p~lot operat~on 
of the System 
If the Partles determme that the system of documents electron~c exchange between 
the Reg~strar and the Partmpant IS generally sat~sfactory, they may conclude a new 
agreement on operat~on of the System 

CONFIDENTIALITY 

Any mformat~on whatsoever (~ncludmg terms and conditions of thls Agreement) 
subm~tted by any one Party to the other durlng the term of vahd~ty of thls Agreement 
and disclosure of whrch may cause loss or damage to any of the Part~es shall be 
deemed str~ctly confidentla1 and not subject to d~sclosure to th~rd persons except as 
prescr~bed by Ukranan law 
Partles shall be hable for keeping In secret, properly use and not subm~t to thrd 
persons any mformat~on wh~ch become of their knowledge dur~ng the term of vahd~ty 
of th~s Agreement and unauthor~zed d~ssemmat~on of wh~ch may cause losses to any 
of the part~es 
The Part~clpant shall keep rn secret al components of the System The Partlapant 
shall be respons~ble for keepmg commerc~al secret by assuming responsib~l~t~es for 
not d~sclosmg secrets by its personnel and takmg appropr~ate measures for th~s 
purpose 
Part~es shall bmd themselves by not d~sclosmg to any thrd person spec~fic measures 
of data protection used by the System as well as keep confidentlal secret codes 
engaged by the data protect~on system 
Registrar shall keep confident mformatlon on electron~c settlements performed In 
accordance w ~ t  th~s Agreement 

LIABILITIES OF THE PARTIES 

Part~c~pant shall assume l~ab~ l~ t~es  for the use of servlces rendered by the Author~zed 
Person, thlrd persons, wh~ch use or may use the System through the Partlapant, and 
lndemn~fy such th~rd persons 
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In case of v~olat~on of th~s Agreement, the v~olating Party shall be fully responsrble for 
possrble effects of such v~olatron 
Any Party shall be deemed hable for the damage caused to the opposrte Party 
resulted from the use of the System even In case of electronic messages contarnrng 
errors rf such electron~c messages are duly prepared, slgned and transm~tted by one 
party or duly rece~ved, ver~fied and accepted by the other party 
Regrstrar shall not be lrable for legahty and correctness of an electron~c message 
prepared by the Partlc~pant as well as for losses Incurred to the Partrcrpant through 
errors, den~als or omlsslons of thrrd persons for wh~ch benefit settlement transaction 
was performed wrth the use of electron~c message by the Partupant 
Each of the Partles shall have the rlght to demand compensatlon of losses should 
such losses are caused by fallure to perform the cond~t~ons of thls Agreement by 
opposlte Party 
Amount of compensat~on of losses caused by act~ons or omlsslons of one of the 
parties and resulted in full or partial fa~lure to perform cond~t~ons of th~s Agreement 
shall be as prescribed by Ukraln~an law 
Parties shall be reheved from respons~bilrt~es for part~al or full fallure to perform thelr 
respectwe obhgat~ons under th~s Agreement rf such fallure 1s caused by 
c~rcumstances beyond he reasonable control of the partres (force-major) occurred 
after slgnrng th~s Agreement 
In the event of force-major events, performance of th~s Agreement shall be postponed 
proport~onally to the trme of durat~on of these c~rcumstances or the~r effects 
Force major events shall be deemed legal ~f appropriate party Issue a wr~tten not~ce 
on such events to the oppos~te party rnd~catlng the nature of the events withm 15 
(fifteen) days from the day of arising of such c~rcumstances 

OTHER PROVISIONS 

The parties by way of negot~atrons shall settle all drsputes, which may arrse from 
performance of th~s Agreement If part~es fail to reach an acceptable agreement, the 
d~sputes shall be submitted for cons~derat~on by the Arb~trat~on court of the c~ty of 
K~ev 
Partres agreed that they should consider all d~sputes, which may anse between the 
Part~es in relat~on to authorsh~p and or~g~nation of contents of the Electronic 
Messages, only from the pornt of authent~c~ty of the electron~c s~gnature Electron~c 
message shall be deemed valrd and authorzed ~f ~t was duly srgned wrth the use of 
electron~c s~gnature by a one party and duly recewed, deciphered, verified, accepted 
by the other party provrded that the vahdity of electronrc srgnature was not denled by 
any of the parties 
To prevent conflicts of recognizing the very fact of ava~lability of electron~c s~gnature 
and the fact of receipt of electron~c message, the parties agreed that electronrc 
message s~gned by electron~c s~gnature of the Partic~pant and sent to the Reg~strar 
shall be deemed recerved by the Reg~strar and signed by the electron~c s~gnature of 
the Part~c~pant if such electron~c message accepted and decrphered by the Reg~strar, 
electronrc s~gnature of the Part~c~pant IS confirmed by its Authorrzed Person, or~grnal 
electronrc message saved as file on computer of the Regrstrar, correctness of 
acceptance 1s automat~cally confirmed, electron~c signature contarned In the 
electron~c message IS decrphered Electronrc message (not~ce) of the Reg~strar sent 
to the Part~c~pant and cert~fied by the Registrar shall be deemed rece~ved by the 
Participant ~f such message accepted, decrphered and reg~stered In computer 
registrat~on log of the Part~c~pant 

0 
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10 ADDRESSES AND BANK REQUISITES OF THE PARTIES 

PARTICIPANT REGISTRAR 

Publlc Company "Fmansova Kompan~ya 
"UKRNAFTAGAZ" 
Ukrame, Ky~v 253090, vul Praz'ka, 5 
code#24101605 
account # 2600800266001 at AKB 
"UKRNAFTOGAZBANK", Ky~v 
MFO 300294 
telephonelfax (044) 551 -9540,552-7360 

0 S Sabodakha 

Attached hereto 

Attachment 1 Author~zed Person Letter of Attorney 
Attachment 2 Forms of Electron~c Messages 
Attachment 3 Price l~st of services rendered b the Regrstrar 
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BACK OFFICE STANDARDS OF THE PFTS MEMBER COMPANIES 

1 Prlnclples of in-office record-keeplng of transactlons In securlt~es 

1 1 General 

These standards establ~sh s~ngle pr~nc~ples of organ~zat~on and mamtenance of in-office 
transact~ons In secur~t~es record-keepmg for all members of the PFTS Assoc~at~on 
regardless of the~r subord~nat~on, form of ownersh~p, organ~zat~onal and legal form of a 
PFTS member 

The standards define major requ~rements to in-office record-keepmg for transactions In 
secur~t~es made by traders-profess~onal secur~t~es market part~c~pants w~th~n the process 
of real~zat~on of the~r act~v~t~es, procedures of organ~zat~on and record-keepmg 
mamtenance, bas~c pr~nc~ples of reportmg to ther customers a~med at protect~on of 
mterests of the traders' customers, spec~fy~ng l~ab~ l~ t~es  of the secur~t~es market 
profess~onal part~c~pants to PFTS 

Accordmg to these Standards, all PFTS member traders prepare regulat~ons on in-office 
record-keepmg pol~c~es where they establ~sh underlymg pr~nc~ples and rules upon wh~ch 
an ~n-office record-keepmg of transact~ons In secur~t~es should be based, ~nclud~ng In- 
office record-keepmg accounts' plan, descr~pt~on of contents, procedures of organ~zat~on, 
terms of fillmg In and other spec~ficat~ons of the documents of primary record-keep~ng, 
documents of in-office reportmg, reports to customers and spec~fymg other essent~al 
spec~ficatrons of the ~n-office record-keepmg system 

1 2 Terms and defin~t~ons 

Customer 

Customer's secur~t~es 

Securlt~es of a company 

TraderICustomer contract 

an ~nd~v~dual or ent~ty other than officer or founder of a 
trader In secur~t~es actmg as an mvestor In the 
secur~t~es market and bound w~th a trader by 
contractual relat~ons regulatmg terms and cond~t~ons of 
rendermg services In the market to such customer 

any secur~t~es purchased by a trader for and under 
order from ~ t s  customer dellvery of wh~ch to the 
customer has not yet been completed, secur~t~es' 
cert~ficates reg~stered for the name of the customer or 
company actmg as a nommal custod~an of ~ t s  customer 
and bemg kept In custody of the company, 
demater~al~zed secur~t~es towards wh~ch a company 
acts as a nom~nal custod~an of its customer 

any secur~t~es purchased by a trader at its own 
expense 

a contract concluded between customer and company 
estabhshmg terms and cond~t~ons of rendermg servlces 
by the company to the customer In the secur~t~es 
market Such contract may be concluded In the form 
of secur~tres management agreement, broker servlclng 



contract etc 

- dellvery of  
dematerialized 
secur~t~es 

T ~ m e  of entermg deal or 
transact~on 

Complet~on of the deal 

Place of the deal 

Back office 

an ~nd~v~dual or ent~ty wtth wh~ch a trader concludes 
the contract on carrying out transacttons In secur~t~es 

transfer from one party to the other a duly executed 
document confirm~ng re-ass~gnment of the property 
r~ghts for secur~t~es (extract from the reg~ster) 

transfer by one party to the other of the registered 
secur~t~es certificate and duly executed transfer order 
as well as other documents required for effectmg re- 
reg~stration 

transfer by one party to the other of the extract from 
DEPO accounts specifyng acceptancelwr~te-off of 
secur~ties onlfrom the DEPO account 

any act~on in secur~t~es and funds undertaken by a 
trader to perform ~ t s  ltab~l~ties to a customer or a 
counter-agent In secur~t~es as well as ltab~l~t~es of 
customers and counter-agents to the company 
resulted rn motron of funds or secur~t~es 

the time when party reach of verbal agreement on al 
bas~c cond~tional Issues of a deal or transaction or 
underslgnmg of wr~tten contract on carrylng out such 
deal or transaction resulted In arising of l~ab~l~ttes to 
secur~t~es and/or money 

t~me of completion of all I~abil~t~es' performance under 
the contract between the seller and the buyer 

tradmg system, stock exchange, unorgan~zed market 

sub-dw~on, person in charge or a group of persons 
charged w~th functions of mamtenance of record- 
keepmg of transaction In secur~t~es performed by a 
trader In secur~t~es 

1 3 General requ~rements to orqan~zat~on of record-keeping 

In-office record-keepmg of a trader can be ma~ntained by an employee of the company, 
separate un~t or ~t can be mamtamed by a spec~al~zed organization or expert on 
contractual basts In any case, full responstb~lity for the accuracy, completeness, and 
t~melmess of the record-keepmg data IS bored by the trader 

Respons~ble for organizat~on of record-keeping of a trader IS the company manager The 
manager IS liable for securlng meeting by all company pertment units all requ~rements to 



the organ~zat~on, prov~dmg duly reg~stered ~nformat~on for record-keepmg organization 
purposes as well as preparat~on of requ~red in-office reportmg data to the customers 

2 Back offlce structure 

A PFTS member's back office should be structured to ensure that any deal from the t~me 
of entermg contract up to the t~me of ~ t s  closure shall come through the followmg stages 

T~cket filhng In, 
T~cket processmg, 
T~cket reg~strat~on, 
Preparat~on of the contract, 
Reg~stration of secur~t~es In the back office system, 
Effecting payment, 
Dellvery of secur~t~es, 
Re-reg~strat~on of secur~t~es In the register, 
Closure of the contract 

T~cket IS a primary document of in-office record-keepmg by the contract concluded 
The ticket should be filled In by the trader or other person author~zed to slgn such 
contracts 
T~cket processing IS lssulng confirmat~on (if confirmat~on of the oppos~te party IS 

available) Each stage of the contract performance shall be cons~stent w~th pert~nent 
stage of the contract 
The tcket shall be duly reg~stered In appropr~ate log 
Preparat~on of the contract IS carr~ed out In accordance w~th the t~cket 

Consequence In performance of paragraphs 5-8 can vary In accordance w~th the ticket 
terms and agreements between traders (contract terms) 

Reg~strat~on of secur~t~es In the back office system IS made only when all pertment 
documents confirmmg reass~gnment of the property r~ghts for the secur~t~es have 
been rece~ved from the reg~strar and checked 
Payment under the contract terms IS performed only when al pertment documents 
confirmmg re-reg~strat~on are ava~lable at the back office (unless the contract 
st~pulates otherw~se) The stages, In th~s case, look as follows 

completmg ~ n ~ t ~ a l  payment procedures 
effectrng payment "from" or "to" 

Dellvery of secur~t~es IS performed as st~pulated in the contract 
Re-reg~strat~on of secur~ties IS performed In accordance w~th them law of Ukraine 
and agreements between the part~es 
The deal IS deemed closed only after all stages above are completed 

All stages In perform~ng the deal should be appropr~ately represented In phys~cal form 
(log records) or In electron~c form (software product) 

All stages of the deal shall be supported by appropr~ate documents 

3 Transaction documentation 



The followmg prlmary documents fixmg facts of concludmg deal, mot~on of secur~t~es and 
money are deemed grounds for enter~ng records to the reg~sters of ~n-office record- 
keep~ng 

W documents reg~stermg the fact of rece~pt of the customer's order to enter the 
deal In secur~t~es (customer's orders) and the fact of concludmg such deal, 
(t~ckets) and confirmat~on of deals, 

W agreements, contracts on entermg deals In secunt~es, 
payment documents (extract from bank~ng documents on effect~ng payment), 

W documents confirmmg re-reg~strat~on of the property rrghts for secunt~es 
(extract from reg~ster of shareholders, extract from DEPO account) 

The persons s~gned the prlmary documents are respons~ble for t~mel~ness of preparat~on 
of the [pr~mary documents and cred~bll~ty of the mformat~on contamed In them as well as 
for therr transfer for further record-keep~ng purposes on transact~ons made 

lnformat~on contamed In the prlmary documents requ~red for mamtenance of an 
appropr~ate record-keepmg IS accumulated and systematmd In the record-keepmg 
reg~sters specrfied below Errors corrected In the prlmary documents and reg~sters 
should be approved by the s~gnature of a person unders~gned the document and bear 
the date of such correct~on 

Pr~mary documents and ~n-office record-keep~ng reg~sters shall be kept durmg 5 years 

4 Prlmary deals record-keepmg 

1 Order to enter the deal (from the customer) 
2 T~cket 
3 Confirmat~on of customer/counter-agent deal 
4 purchaselsale contract 

5 In-office record-keepmg reg~sters 

Each part~c~pant of the secur~t~es market el~g~ble for carrying out all types of act~vrt~es In 
Issue and c~rculat~on of secur~t~es shall cont~nuously ma~ntam the follow~ng record- 
keep~ng logs and records 

1 Deals log, 
2 Funds accountmg book 
3 Log of day-by-day funds accountmg book 
4 Secur~t~es record-keep~ng book 
5 Day-by-day securrt~es record-keepmg log 
6 Dealers' transact~ons records log 
7 Transact~ons In progress log 
8 Customer's deals log 

5 I Deals log 

Purpose of the Log 



The log IS a day-by-day log containmg bas~c lnformat~on on the transact~ons made by a 
company The log also contams reports on dealers' and brokers' transact~ons Ticket IS a 
source of mformat~on to be entered to the log 
Each closed deal has an appropr~ate entry In the log lnformat~on of the deaks IS entered 
to the log on the day of the deal In chronolog~cal order 

The Deals Log Data 

The log should contam the following information on a deal 
Date of the deal 
no of the deal In organized markets 
contract date 
secur~t~es' re-reg~strat~on date 
settlement date (the date when money are rece~ved on the seller's account) 
contract no 
name of the seller 
no of the seller's account withm the in-s~de record-keepmg system 
name of the buyer 
no of the buyer's account w~ th~n  the in-slde record-keep~ng system 
secur~ty 
price 
settlement currency 
quant~ty of the secur~t~es 
total sum of the deal 
Broker's commlsslon fees 
state duty 
reg ~strar's services 
total sum of the deal 

Cash mot~on record-keepmg system 
6 1 In-s~de ~ l a n  of accounts 

In order to ensure t~mely and accurate record-keepmg and reporting on transact~ons In 
secur~tles, back-office mamta~ns all accounts of the ~n-side record-keeplng of cash and 
securit~es mot~on Rules and procedures of synthet~c and analytic record-keepmg on 
those accounts are determmed by the company In accordance w~th the Regulat~ons on 
~n-s~de record-keepmg polic~es, generally accepted accountmg pr~nclples as well as 
spec~al needs and requ~rements of the company 

The plan of accounts ~ncludes 
a) Accounts of funds, Income and expenses 
Accounts of funds should be available for reflect of funds on settlements and currency 
accounts of the company as well as cash 
The company should mantam accountmg of commlsslon Income charges and rece~ved 
by the company at carrying out mtermed~ary transact~ons In secur~t~es For thls purpose, 
the company mamtalns a spec~al account upon wh~ch the sum of transact~on (w~thout 
separat~on expanses for re-reg~strat~on, commlsslon and other charges) In accordance 
w~th the accounts of customers and counteragents actlng as the transact~on seller and 
purchaser 



The company mamta~ns the records of d~vrdends and mterest recewed by the company 
from secur~t~es wh~ch belong to the company or are In the company's nommal hold The 
dlv~dends and Interest from the secur~tles of customers should be transferred to the 
customers' accounts ~mmed~ately upon the~r rece~pt 

The company mamtams records of expenses for re-reg~strat~on of property r~ghts In 
secur~t~es 

b) Secur~t~es investments accounts 
The company's back-office secur~t~es' accounts for the purposes of evaluation of the 
status of the company portfoho 
The company also keeps records of short sales of securit~es effected on the company's 
name and at the cost of the company 

W ~ t h ~ n  the in-s~de records, there should be malnta~ned accounts of settlements under 
REPO transactions for reflect~on of cash mot~on In accordance w~th these transactions 
as well as accounts of l~ab~ l~ t~es  under REPO transact~ons for the reflect~on of mot~on of 
l~ab~ l~ t~es  on dellvery of securlt~es under REPO transact~ons 

c) Accounts of customers, counteragents and settlements w~th affihated persons 
Accounts of customers, counteragents and settlements w~th affihated persons are 
necessary In order to generahze mformation on the company's settlements w~th ~ t s  
customers and counteragents as well as w~th its employees, d~rectors and affihated 
persons under transactlons In secur~t~es Settlements of the company wlth ~ t s  
employees, d~rectors and affihated persons should be separated In an mdependent 
account and has a separate hne In the balance sheet 

d) Account for obtamng ~n-side balance 
In order to obtaln in-s~de balance In money, it IS requ~red to separate funds cond~t~onally 
determmed by broker or dealer as those for transact~ons In securlt~es These funds are 
ava~lable In L~ab~ l~ t~es  of the in-s~de balance sheet and are mtended to mamtam balance 
of assets and l~ab~ l~ t~es  of the balance sheet Amount of these funds deterrn~ned 
condlt~onally for transact~ons In secur~t~es is establ~shed by the company ~ndependently 
and can be reduced or increased durmg a reported perlod 

6 2 Da~lv Cash D~sbursement Journal 

Purpose of the Da~lv Cash D~sbursement Journal 
Th~s Journal IS requ~red to reflect all transact~ons related to the movement of cash on 
secur~ty transact~on accounts All transact~ons wh~ch result In the movement of cash 
on the cash account, the bank or other accounts, as well as changes in the amount of 
l iab~l~t~es shall be reg~stered In the Journal In chronolog~cal order by the pr~nc~ple of 
double entry on the accounts that are numbered In ascendmg order 

Dally Cash D~sbursement Journal Data 
The Journal contams the followmg mformat~on 

Date 
Account # 
Name of an account 
Ser~al# of a transact~on 



Brlef descr~pt~on of a transact~on 
Covermg document # 
Openmg balance 

The opening balance can be a deblt or credlt one 
To ma~ntaln records In several currencies, the openmg balance shall be shown In both 
hryvn~as and currency 

Deblt entry amount 
Cred~t entry amount 

To ma~nta~n records in several currencies, the entry amount shall be sown In both 
hryvn~as and currency 

# and/or name of a correspondmg account 
Closmg balance 

The clos~ng balance can be a debit or credit one 
To malntam records In several currencies, the closlng balance shall be shown In both 
htyvn~as and currency 

6 3 Cash Dlsbursement Book 

Purpose of the Cash Dlsbursement Book 
Th~s Book shall be kept on the baas of the mformation of the Dally Journal The Book 
shall be organ~zed by the number order of accounts and reflect the balances on all 
accounts of the cash account~ng system 

Structure of the Cash Dlsbursement Book 
Thls Book shall contam the followmg lnformat~on 

Date 
Account # 
Name of an account 
Deb~t account balance 
Cred~t account balance 
Total accounts rece~vable turnover over the per~od 
Total accounts payable turnover over the per~od 
Also, add~tlonal ~nformat~on may, ~f necessary, be entered In the Book 

7 Dealer Transactlons Journal 
Purpose of the Dealer Transact~ons Journal 
The traders shall keep th~s Journal wh~ch reflects a companyWs poslt~ons on all 
secur~t~es that are part of thls  company"^ portfoho, operating profit/loss from each of the 
company's deal and the total profit/loss on transactions w~th each secur~ty at any pomt 
of t~me 
The Dealer Transact~ons Journal is a document where the weighted average cost of 
secur~t~es and the~r balance value are computed 

Structure of the Dealer Transact~ons Journal 
Thls Journal shall be structured by the types of secur~tles and Issuers The Journal shall 
cons~st of two mandatory sectlons wh~ch may be supplemented w~th add~t~onal sections 
~f the company w~shes so The mandatory sectlons are requ~red to calculate the bas~c 
mdlcators the  company"^ securlty portfoho balance value and profit/loss operatmg 
value 



General Information on Deals 
This sect~on contains the principal parameters of a deal which are entered from a ticket 
or the deals journal 

Date of a deal 
Transaction code ( contract #) 
Exchange rate on the day of transaction processing 
Quantity of securities bought or sold 
Cost of one security 
Primary amount of a deal 

Information on the Portfolio 
Thls section contains the principal indicators that characterize the the portfolio balance 
value and the profit earned in the buylsell process 
& Balance Securrtres 
The value of securities balance shall be calculated on the progressive total basis by way 
of adding the quantity of bought securities or subtractmg the quantity of sold 
securities The different value of the indicator means a short position 

We~ghted Average Cost of a Secunty 
The weighted average cost of a security reflects the prime cost of one security for a 
company and is calculated for the purpose of properly writmg a given security off the 
balance The weighted average cost is changed after each buy or short sell and is 
computed as a part of dividing the balance value of the securities by the quantity of 
balance shares When selling or buying for closing a short position, the weighted 
average cost is not changed 

c) Secur~ty Balance Value 
The balance value of securities characterizes a companyl's expenses for the purchase 
of a given secur~ty portfolio and is calculated as follows 

When buymg ( or short sell) 
The balance value shall be calculated on the basis of progressive total by adding the 
prime amount of a deal 

When selling ( or closing a short sell) 
The balance value shall be calculated as a weighted average cost derivative by the 
quant~ty of balance shares 

d) Profrt and Loss under a Deal 
Profiffloss shall be calculated separately for each deal 
When sellinq the difference between the sell cost of one security and its weighted 
average cost multiplied by the quantity of sold shares 
When covermn a short sell as the difference between the cost of cover of one security 
and its weighted average cost mult~plied by the quantity of covered shares 

e) Profit and Loss by P rogressrve Total 
A company shall calculate, for internal accounting purposes, profit and loss by 
progressive total 



The columns that show profit by progressive total and loss by progressive total, may be 
kept by a company separately to facilitate the appraisal and planning of cash flows and 
market policies Profit and loss by progressive total may, of necessity, be balanced in 
the Journal so as to assess the companyMs efficiency as a whole Also, the company 
may incorporate in the Journal a section where, upon payment under deals, the 
profitAoss indicators will be adjusted in comphance with the information available on the 
date of the actual payment 

f) Portfolro Market Reevaluatron 
This section of the Journal may be maintained by a company if the latter deems it 
necessary The Journal data that are computed on the basis of a market price enable 
the appraisal of the impact of market quotation fluctuations on the value of the 
company's security portfolio and its potent~al profit 

8 Securities Movement Record-keeping System 
8 1 Principles of the Secur~ties Movement Record-keepmn Svstem 
This System is designed to reflect secur~ties movement quantitatively-The purpose of 
maintaming the System is building up complete and reliable information on transaction 
results quantitatively, determining a company's assets in securities, the quantity of 
client securities the nominee holder of which the company is, the latter's debts with 
regard to delivery of securities to clients or counterparts, client and counterpart debts 
concerning delivery of secunties to the company, and the actual location of the 
securities at any point of time 

The System consists of a Securities Journal and a Securities Book 

8 2 Accounts of the Securities Movement Record-kee~inq Svstem 

An account having its unique number shall be opened In its system for each client, 
counterparty, each location of the securit~es ( registry, depository, securities on the way, 
etc ), and the company's portfoho 
The accounts that show the belonging of securities, I e t he security accounts of a 
company, and of clients, the nominee holder of whose securit~es the company is, etc 
Have a debit balance ( or a long position ) 

The accounts that show the location of securities - registry accounts, depository 
accounts, etc , as well as securities sold without cover, have a credit balance ( or a short 
position ) 

The accounts that show liabilities or location changes - counterparty accounts, chent 
accounts, which show securities registered in the name of clients, and securities on the 
way - can have both a debit balance and a credit balance 

8 3 Dailv Securities Journal 
Purpose of the Dailv Securities Journal 
This Journal IS a day-to-day registry All transactions which result in the movement of 
securities of the company or clients shall be shown on corresponding accounts by the 
double entry principle and reflect the entire movement of securities that has taken place 
throughout the openmg day All transactions shall be entered in the Journal on the day of 
their processing, I e not later than the end of the workday on which the transaction took 



place The Journal shall be kept In chronological order accord~ng to the followmg 
pr~ncrples 

Record-keep~ng of transact~ons on the day of thew processmg 
Segregatlon of the company's secur~tles and ~ t s  cllents secur~tres 
Ver~ficatlon w~th other related reg~stnes 

The Journal data are subject to perlod~c verlficat~on w~th the data of Dealer Transaction 
Journal, Cash D~sbursement Journal, and the mformatlon that comes from the tradmg 
un~ts 

Structure of the Dailv Secur~t~es Journal 
The Journal shall be kept separately for each secur~ty Registered In the Journal shall be 
only those accounts on whlch operations are performed durmg the day 
The Journal contarns the following ~nformat~on 

Account # 
Name of an account 
Descr~pt~on of a transaction, the full or short name of a transaction on a grven account 
IS entered into a given field, e g 

Buy/sell- entry IS made with regard to client and counterparty accounts and the 
company's secur~ty accounts, 
dellvery - entry is made wlth regard to chent and counterparty accounts upon rece~pt of 
a reg~stry statement about rereg~strat~on of securrt~es or upon rece~pt of secur~ty 
cert~ficates, 
receipt - entry IS made w~th regard to chent and counterparty accounts upon receipt of a 
reg~stry statement about rereglstrat~on of securities or upon recerpt of secur~ty 
cert~ficates 

Deal # - prov~ded of necessity for chent and counterparty accounts 
Account deb~t entry 
Account cred~t entry 

It reflects the quant~ty of the secur~t~es that are entered mto or wr~tten off this account 
Also, addhonal mforrnat~on deemed as necessary by the company may be incorporated 
In the Journal 

8 4 Securit~es Book 
The purpose of Secur~t~es Book 
The Securit~es Book shall be compiled at the end of an operating day based on the 
information of the Dally Secur~t~es Journal and shall be organ~zed in the form of balance 
The Book shall be organ~zed In accordance with the order of account numbers and 
show balances on all accounts of the record keeping system of secur~tles movement A 
separate Book shall be mamtamed for each type of securities The Book 1s also an 
Instrument for clearing up errors and d~screpanc~es which occurred In the internal 
account~ng 

Securrt~es Book Structure 
The Secur~t~es Book contams the follow~ng informat~on- 

Account # 
Name of an account 



Date of the last transactron 
It shows the date of the last securrtres transactron on the gwen account 
Deb~t balance 
Cred~t balance 
It shows the summary deb~t or cred~t c~rculatlon of the gwen account 
Also, add~tronal mformat~on may, of necess~ty, be rncorporated In the Book 

8 Reg~stry Keeping Method 

A company shall choose the method of ma~nta~nrng ~ t s  mternal record keepmg journals 
dependmg on the volume of transactrons and software capab~lrtres 

on paper carriers In the form of journal or regrstrat~on cards 
In the form of an electronrc matrix 
In the form of computer data bases wh~ch IS an mtegral part of the back- office 
rnformat~on processlng system ,etc 

lo  Standards of Reportmg to Customers 

10 1 The purpose of report~ng to customers 

A brokerldealer company shall provrde a customer wrth the primary documents ( 
contract, a copy of payment order, regrstry abstracts etc ) for accountmg and taxat~on 
purposes In complrance w~th the current Ukranan practlce of record-keeprng and 
document crrculat~on and the procedure for payments prov~ded for by a deal wrth a 
customer 
Also, a brokerldealer company shall prov~de a customer w~th per~od~c reports to keep 
h ~ m  posted about transactlons wh~ch are performed w~th h ~ s  money and to deterrnrne 
the profitabrhty of such transact~ons 
In therr mternal record- keepmg, brokers and dealers shall keep accounts of all therr 
customers regardless of the form of a deal and the frequency of transactron processlng 
w~th a part~cular customer 

10 2 lnformat~on to be rncluded In a statement of accounts 

A statement of accounts shall contam the followmg ~nformat~on 
All secuntres transact~ons on a customer's account, ~ncludmg completed buylsell 
deals and uncompleted ones 
Payments over the perrod after the last subm~tted statement 
Commrss~on fees to be pad and already pald by a customer 
D~v~dends and mterest whrch have accrued and have been pa~d by a company to a 
customer 
State duty, re-regrstrat~on servlces and other expenses pa~d by a company and 
refunded by a customer 
Other amounts deducted from a customer In the process of fulfilment of the condlt~ons 
of a deal w~th h ~ m  
The quantrty of secur~t~es wh~ch are owned by a customer and are nommally held by 
a brokerldealer company, as well as the quant~ty of securrt~es of customers deposrted 
w~th a brokerldealer company accordmg to a deal w~th a customer 



Data on the market value of a customer's portfolio The market value appraisal 
method is determrned by a deal between a company and a customer 

10 3 The per~od for provldlnn a statement of accounts 
A statement of a customer's account shall be provided for each customer of a company 
wlthm the followmg t~meframe 

At least once a month In case transact~ons were processed on a customer's account 
over th~s per~od 
At least once a quarter if no transact~ons were processed on a customer's account 
over thrs perrod but there IS a balance of cash andlor securtt~es on the account 

A statement of a customer's account shall be prov~ded withm the five workdays that 
follow the end of the period under revrew 
At least once a month, a customer shall be prov~ded with the requisite primary 
documentatron on each deal processed for h ~ m  so as to enable him to make reports In 
compl~ance w~th Ukrarn~an accounting standards 

11 Respons~ b l l~ ty  to  Customers 

Brokers and dealers shall not use a customer's money wh~ch IS on the bank accounts 
of a brokerldealer wlthout a customer's mstruct~ons unless otherwtse stated in an 
agreement of customer broker service 

Brokersldealers shall provide customers with periodic reports about transactions 
processed for a particular customer 

A brokerldealer shall prov~de customers, the nominee holder of whose secur~t~es he IS, 

w~th the documents and information rece~ved from a secur~t~es Issuer, or h ~ s  agent, that 
are required for the exercise of rights to securit~es 

Ver~ficat~on can be done by way of random check of those entries In the reg~strres 
wh~ch are "essent~al" for record-keeping and reporting, I e are above the company- 
established level of mformat~on ~mportance 

The level of mformat~on ~mportance shall, In this case, be determmed by management 
and reflected In reports and can be per~odically rev~sed considermg the volume of 
transact~ons 

A brokerldealer shall vertfy on a quarterly basts the ava~lable securit~es with the 
records of the Securlt~es Book 

A brokerldealer shall at least once a month verify records related to the ~nternal 
accounts of record-keepmg of cash on hand, on the settlement and currency accounts 
w~th 

the data circulatron statements on the accounts of analyt~c cash accounting on 
settlement and currency accounts, and 
bank statements 



13 Access to Journals and Books 

All PFTS members shall provide, for auditing purposes, PFTS authorized persons, at 
their request, with the Regulations of internal accounting policies, registries, reports, 
under these Standards, and other documents regulating company act~vit~es 

Responsib~litv for the violation of the requirements of the Standards 

Responsibility for the violation of the requirements set forth in these Standards shall be 
determined by the PFTS Code of Disciplinary Procedures 



Append~x to the PFTS Assoc~at~on 
Counc~l's Resolut~on #3 of 12/03/97 

lnterlm Back-office Prlnclples and Procedures for PFTS Assoclatron 
Member F~rms 

1 General 

1 1 These standards were developed to accommodate the rules, customs and 
pract~ce of c~v~hzed actw~t~es on the developed stock market and estabhsh 
rules of the organ~zat~on of back-office operat~on for all Assoc~at~on 
member firms , ~rrespect~ve of the subord~nat~on, type of ownersh~p, and 
organ~zat~onal and legal status of an Assoc~at~on member 

1 2  All Assoc~at~on member firms shall prepare on a permanent bas~s and 
mamtam for a prescribed per~od of t~me records wh~ch accurately reflect 
the~r financ~al assets and hab~l~ties owed to thew customers and 
counterpart~es Th~s IS a necessary precond~t~on to ensure that member 
firms' secur~t~es act~v~t~es are conducted In comphance w~th h~gh standards 
of commerc~al honor and just and equ~table pr~nc~ples of trade 

1 3 In accordance w~th these standards, Assoc~at~on member firms develop 
internal regulat~ons on the organ~zat~on of a firm's back-office operat~on 
These regulat~ons descr~be the pr~nc~ples and rules on wh~ch ~nternal 
recordkeepmg of transact~ons In secur~t~es IS based, ~ncludmg schedules of 
mternal records accounts, descr~pt~on of the structure, organ~zat~on 
procedure, per~od~c~ty of complet~on and other character~st~cs of or~gmal 
entries, mternal reports, customer reports , as well as rnd~cate other 
essent~al features of the system of book-keepmg and execut~on of trades 

I 4 These standards only determme the need for appropr~ate mformat~on in a 
firm's back-office system, but not the form and method of record-keepmg 

2 Terms and definltlons 

In these standards, terms have the follow~ng meanmgs 

Fmanc~al assets 

the department, or the employee, In a firm that 
ensures securrt~es transact~ons performance 
and recordkeep~ng In dealmg w~th customers 
and counterpart~es, In electron~c and/or 
phys~cal form 

act~v~ty undertaken by a company to perform its 



instructions 

Order execut~on 

Settlement date 

Agreement 
between firm 
and customer 

Comparisons 

Customer statements 

Customer 

Books of or~gmal entry 

Firm 

Counterparty 

Market place 

dut~es to a customer or a counterparty relat~ve 
to the movement of funds andlor securit~es 

act~v~ty to carry out a customer's order and 
process a purchase and sale ticket so as to 
indicate when agreement was reached 
regardmg the terms and cond~tions of the 
transact~on 

the date when funds and secur~ties are 
exchanged to satisfy the terms and condit~ons 
of a transaction 

agreement that Identifies what services and 
on what cond~tions a firm provides for a 
customer 

commun~cations exchanged prlor to settlement 
that enable counterparties to specify all 
settlement terms and cond~t~ons 

chent records Issued quarterly and/or monthly 
when actwity occurs irrespective whether such 
activ~ty occurred In the form of purchaselsale 
andlor movement of securit~es or funds 
an mdividual or a legal entity that has entered 
into a firm-customer agreement and IS not 
affiliated w~th the firm 

purchase and sale, received and delivered, and 
receipt and d~sbursement blotters are the first 
place informat~on from secur~ties activity IS 

recorded 

trader In securities that has the Securities 
Comm~ssion's permission to engage In 
activ~t~es relat~ve to the issue and c~rculat~on of 
secur~t~es and IS a PFTS member 

any ~ndividual or ent~ty with whom a firm 
transacts securities act~vity 

trade and mformat~on system, stock exchange, 
or other less formal arrangements for 
transacting securities 



Subs~d~ary records 

Secur~t~es transactlons 

Order entry 

Phys~cal secur~t~es 
In bearer form dellvery 

Reg lstered 
phys~cal secur~t~es 
dellvery 

Dellvery of 
secur~t~es the 
property r~ghts of whlch 
are reg~stered 
w~th reg~strarl~ssuer 

Contractual agreement 

F~nanc~al assets 

Front-office 

Customer secur~t~es 

records that support and augment a firm's 
blotters 

act~v~ty undertaken by a firm to perform its 
dut~es to a customer or counterparty relative to 
the purchase or sale of secur~ties 

processing a purchase and sale t~cket to 
~nd~cate when the order was rece~ved by a firm 
and what terms and condit~ons need to be met 

chent adv~ces to spec~fy the terms and 
cond~t~ons of the transact~on 

Issue of an account extract of chargmg of 
secur~t~es toloff account at the 
custod~anldepos~tory 

Issue of secur~t~es to bearer 

provlslon of the owner's endorsement and 
secur~t~es transfer, as well as provlslon of other 
documents requ~red for rereg~strat~on 

provlslon of a duly executed document wh~ch 
confirms the reass~gnment of property r~ghts (a 
reg~stry extract) 

message of agreement reached about a 
securities transact~on and ~ t s  terms and 
cond~t~ons 

entered mto between counterpart~es regardmg 
securhes transactlons 

funds and secur~t~es 

the department, or the employee, in a firm that 
performs purchaselsale transactlons In 
secur~ties 

secur~t~es purchased by a secur~t~es trader 



A firm's securitres 

Secuntres that are 
under a firm's 
control 

forland on the mstructrons of a customer the 
customer delrvery of whrch has not been done 
yet, or securit~es certificates registered In the 
name of a customer and berng kept In custody 
at a firm, or securrtres berng kept In custody at 
a firm actmg as a nomlnee holder 

any securrties purchased by a securit~es trader 
for rts proprretary account and wrth credit 
resources 

any securrtres for whose dellvery and rece~pt a 
firm IS responsrble In complrance wrth the terms 
and condrtrons of a transactron or a customer 
agreement 

3 Back-office structure 

In a firm's organrzat~onal structure, both front-office and back-office should 
be separate structural departments ( they should be represented by 
drfferent ~ndw~duals) 

Back-office organrzatronal structure depends on the number of ~ t s  staff, the 
nature and scope of rts busmess 

Frrms should have an lnd~vrdual that IS responsrble for back-office 
operatron 

The organrzatronal structure of back-office should provlde for the rnternal 
audlt and review process 

4 Back-office recordkeepmg procedures 

4 1 It IS recommended that back-office recordkeepmg be accompl~shed wrth the 
appllcatlon of the double entry prrnclple 

4 2 Back-office recordkeepmg IS done In five stages 

order entry 
order executron 
order comparrson 

o order confirmat~on 
o dellvery reference for transactronal act~vrty 



4 3 Order entry and executron documents consrst of 

P customer order 
o t~ckets 
o firm-customer agreement 
n contractual agreements 

4 4 A customer order should lndrcate the tlme and date of order entry 

4 5 Tlckets are the operational llnkages between the terms and condlttons of 
the firm-customer agreement and the terms and condltrons of the 
transactlon that are specrfied rn the contractual agreement Tlckets should 
contarn the trme and date of therr completron In the front-office 

4 6 Order comparison rnvolves an electronrc orland paper exchange of 
rnformatlon between a firm and counerpartles It enables partres to a 
transactron to verlfy and reconcrle the transaction's terms and condrtrons 
Order confirmatlon allows to lnforrn the cllent on order execut~on and get the 
cl~ent's consent to the transactron's terms and cond~trons The clrent-srde 
commun~catron IS conducted through verbal conferencmg at the tlme of 
order execut~on, and thereafter followed by a wrrtten confirmat~on Trade 
drscrepancles are resolved vra a cancel-and-reb~ll process If an order IS 

canceled , records should show the terms, condltrons, trme, and date of 
cancellatron 

4 7 Order recordatron processes lnformatron by postrng blotters From these 
records, mformatlon IS then recorded onto other supportlng records Blotters 
must be prepared no later than the day followrng actrv~ty Blotters must be 
mamtarned for a perrod wh~ch IS determrned by the Securrtres Comm~ssron 

4 8 A firm should malntarn three blotters 

o purchase and sale 
o secur~tres recewed and delrvered 
o cash recerpt and d~sbursement 

4 9 lnformat~on to be recorded In the purchase and sale blotter, and thereafter 
transmrtted to related records should mclude 

o transactron number In organized markets 
contract number 

o name of the chent 
clrent's account number 
name of the counterparty 

o date the transact~on was entered as per trcket 
o date of contract s~gned 



date of reregistration 
date of paymentlreceipt of funds 
name of the issuer 
par value 
identification number of the security 
whether the transaction was a purchase or a sale 
price per unit 
settlement currency 
quantity of the securities 
principal amount 
fees paid for commission 
fees pard for state duty 
registrar's service fee 
other costs 
total amount of transaction 

The subsidiary records that are based on the information contained In the 
purchase and sale blotter should be maintained of necessity In 
accordance with the nature of the firm's business 

4 10 The securities received and delivered blotter reflects the movement of 
securities that are In the firm's possession and is controlled by it The 
blotter shows the movement of securities for both client and proprietary 
possessions by identifying the 

o name and account number of beneficial owner 
o quantity of the securities 
o name and description of security 
o identification number of the security 

date the actlvity took place 
o name of the counterparty 
o delivery reference for nontransactional activity 

4 10 I 1 The stock record IS a primary document for monitoring the movement 
of securities It identifies ownership and location for securities which 
are owned, kept, or controlled by the firm Required information to be 
included on the stock record concerns each security and IS as follows 
quantity of the securities, unique name and account number for each 
counterpartylclient or location of a security 

4 10 1 2 Ownership or long side (debit) of stock record 

customer's securities 
firm's securities 

o stock borrowed 
fail-to-deliver 



4 10 I 3 Locat~on or short s~de (cred~t) of stock record 

n in-trans~t from customer 
o firm's vault for safekeepmg (phys~cal secur~t~es) 
o loanediborrowed stock 
o fall-to-receive 
o depos~tory/custod~an 
o reg~strar in-process 

pend~ng status held In reg~strar's vault 

4 I 0  1 4 The total number of shares In the long s~de (deb~t) should equal the 
total number of shares In the short side (cred~t) 

4 10 1 5 Stock record should be posted no later than the day followmg 
settlement or movement date, or the day mformation IS rece~ved by the 
back-office Stock records must be mamtamed for a perrod wh~ch IS 

determmed by the Secur~t~es Comm~ss~on 

4 10 2 To ensure the accuracy of the secur~t~es rece~ved and del~vered blotter, a 
firm IS requ~red to phys~cally examine and count all secur~t~es held In its 
vault and reconc~le all pos~t~ons wh~ch are subject to the firm's control but 
not In phys~cal possession The results should be compared w~th company 
records The count should be conducted by two individuals, one whose 
respons~b~l~t~es are not d~rectly related to the recordkeepmg funct~on A log 
of quarterly box count should be s~gned by the ~nd~v~duals who conducted 
the count and mamtamed for a period wh~ch IS determined by relevant 
regulatory documents of the Secur~t~es Commiss~on 

4 10 3 Subs~d~ary records derived from mformat~on related to the 
secur~t~es dellvery and rece~pt blotter are mamtamed of necess~ty In 
accordance w~th the nature and scope of the firm's busmess and can 
~nclude 

o ledger of secur~t~es d~v~dends pa~d for In secur~t~es 
o secur~t~es loans ledger 
o rereg~strat~on status ledger 

ledger of property r~ghts reass~gnment operations 
o ledger of transfer orders and other documents related to property r~ghts 

reass~gnment 

These records must be maintamed for a per~od wh~ch IS determmed by 
relevant regulatory documents of the Secur~ties Comm~ss~on 



4 11 The cash receipt and d~sbursement blotter records the movement of chent 
and firm funds The source of funds should have a unique numer~cal 
~dentifier to facil~tate the allocation of such funds to the appropriate account 
Information to be included cons~sts of 

o date of actrvlty 
o cl~ent name and account number 
o amount of funds 
o source of funds and d~sposit~on of funds 

4 I 1  1 Subs~diary records derived from mformat~on related to the cash rece~pt 
and disbursement blotter are maintained of necess~ty In accordance with 
the nature and scope of a firm's business and can include 

o ledger of d~vidends and revenues on secur~t~es which are pa~d in 
funds 
monies borrowed and loaned ledger 

These records must be maintained for a period which IS 

determined by the Securities Comm~ssion 

4 12 Buy-up transact~ons can be recorded in a consolidated way in compliance 
with a firm's internal provisions of the organization of back-office operat~on 

5 Customer reportmg standards 
At least once a month, a firm should prov~de a customer with the primary 
reportmg documentat~on (contract, copy of the payment order, reg~stry 
extracts, etc ) for accounting and taxation purposes in compliance with the 
current practice of recordkeepmg and document circulat~on, and payment 
procedure as envis~oned by the customer agreement 

Also, a firm provides a customer with per~odic reports to keep the customer 
posted on transact~ons wh~ch involve h~slher financ~al assets as well as to 
determme the profitab~lity of these transactions 

As regards their mternal records, firms maintam accounts of all their 
customers ~rrespectwe of the form of agreement and the frequency of 
transactions mvolving the given customer 

A statement of account should contain the followmg mformation 

o all securities transactions on a client's account includ~ng 
consummated and outstandmg trades 

o payments effected over the per~od since the latest statement 



commlsslons due and already pa~d by cl~ent 
d~v~dends and Interest already charged and pa~d to a chent by the firm 
fees for state tax, rereg~strat~on and other fees that were pa~d by the 
firm and rermbursed by a clrent 
other fees deducted from a clrent in the course of the performance of 
the firm-clrent agreement 
quant~ty of the secur~t~es that are owned by a clrent and berng kept In 
custody at a firm actrng as a nominee holder and are under ~ t s  
control as per agreement w~th the cl~ent 
data on the market value of a clrent's portfolro ~f the firm-clrent 
agreement prov~des for thls 

5 5 A statement of account IS prov~ded for each cl~ent of the firm In the followmg 
manner 

o at least once a month, ~f transact~ons were performed on a chent's 
account over th~s per~od of t~me 

o at least once a quarter, if no transact~ons were performed on a 
clrent's account over th~s per~od but there 1s a balance of funds 
andlor secur~t~es on the account 

5 6 A statement of account IS made ava~lable to a chent w~th~n the five busmess 
days followrng the end of the per~od under revlew 

6 PFTS Assoc~at~on member firms' obhgat~ons 

6 1 A firm cannot use a cl~ent's financ~al assets w~thout the cl~ent's ~nstruct~ons 
unless otherw~se stated In the cl~ent agreement 

6 2 A firm's obl~gat~on IS to prov~de chents w~th per~odrc ~nformat~on on the state 
of chent financ~al assets and relevant transactlons 

6 3 A firm's obhgat~on IS to prov~de cl~ents whose secur~t~es rt holds as a 
nomlnee, wrth documents and mformat~on recewed from an Issuer, or its 
agent, wh~ch are requ~red for exerclslng secur~t~es r~ghts 

6 4 A firm shall keep and mamtam such ~nformatlon, books and records, In such 
form and manner, and for such perrod as may be requ~red by these Standards, 
the Assoc~at~on's Rules and Regulat~ons, and effectwe Ukraln~an leg~slat~on 
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FUTURE PH-iSES 

Set flertrent Servrces 



DEALER 

PHASE I 
DEALER TO DEALER CHANGE OF HOLDER AT THE REGISTRAR LEVEL 

1 PFTS I 

( I E U  DEBIT 
EXTRACT \ COMMUNICATOR / p ~ ~ ~ ~ ~ ~ p  

1 Buyer 8 Seller negotiate a trade 

2 Buyer 8 Seller report and confirm trade detarls through PFTS 

3 PFTS sends the Locked In Trade Report (L I T R ) to the Dealers and the IEU system 

4 The Dealers re confirm the trades to be handled by IEU to the system 

5 The Registrar sends the Cred~t and Debit Extracts to the party whose posltlon has been Increased 
and decreased respectively 

DEALER 

The same flow of Information would occur ~f the change of holder was taklng place at the Custod~an or 
Depository Level 



QUOTEINEGOT 

SEl LER LITR 

CONFIRM GI E UP 

CON FIR^^ cl VE COM JUNICATOR 

DEPOSITORY 

1 Buyer & Seller negotiate a trade 

2 Buyer & Seller report and confrrm trade oetalls through PFTS 

3 PFTS sends the Locked In Trade Report (L I T R ) to the Dealers and the IEU system 

4 The Dealers re conf~rm the trades to be handled by IEU to the system 

4A, If a Custodian or Depos~tory name is prov~ded on the re conflrmed trade the trade detall 1s sent to Custod~an 
or Depository named in the confirmation 

48  The Custod~an or Depos~tory conflrms acceptance of the trade 

4C Acceptance of the trade by the Custod~an or Depos~tory IS conflrmed back to the Dealer 

5 The Registrar sends the Credlt and Deblt Extracts to the party whose pos~tion has been Increased and 
decreased respectively 

The same flow of inforrnat~on would occur if the change of holder was takmg place at the Custod~an or 
Depos~tory Level 
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