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Executive Summary

The Mass Privatization Progran was a brave experiment. It has provided a 5 year
opportunity for Romanians to decide how to ded with ther patrimonid shares. Shareholders paid
nothing for these shares. If they obtain little money for them now or in the future, it is not a loss, or
a surprise. In order to transform trading on RASDAQ, however, it is now necessary to diminae the
digraction and risk that is represented by most RASDAQ companies that have no interest n public
trading or financing via public maketls have too few dhareholders will not file timdy and
complete financid datements and publicize materid changes to shaeholders are too smdl to
matter; or are faling and going out of busness. RASDAQ's man previous role for smdl
companies has been to facilitate the concentration of ownership. This has mostly been done
RASDAQ now needs to move on from being a vehicle to raiondise the initid holdings of MPP
shareholders, to become a market that provides liquidity and can fadlitate the rasng capitd

function for companies.

An examinaion of the coss and benefits of normdizing trading on RASDAQ maket by
reducing the number of shares traded on its sysem is on baance likdy to benefit dl the key groups
of maket paticipants induding shareholders companies, broke-dedlers, the NSC, the APAPS,
and RASDAQ itsdlf. There are two main reasons for this. first, the current structure of RASDAQ
delivers few benefits, so moving away from this gtructure s unlikdy to cause sgnificant losses and
second, a move to a new environment which is likdy to have a higher qudity market may bring

with it some vauable gains.

Of the many drategies that could be undertaken to transform trading on RASDAQ, three
gopear to be the best. None of the policies are mutudly exclusve, and dl can be pursued a the
same time. In the short term, the most feasible policy is likely to be for RASDAQ to creste some
tiers on its market to sgnd to market participants the nature of the different shares on its system.
The highest tier would contain those securities most suitable for public trading, while the lowest tier
would contain the vast mgority of shares whose characteristics make them unsuitable for public
trading. The second viable policy is to suspend from trading on RASDAQ those shares that are
unsuiteble for trading. In the longer term, the third drategy, namely a move to change the datus of
many of the companies on RASDAQ from open to closed, would ddiver the desred policy of
enhancing trading on RASDAQ. It would adso remove many ingppropricte companies from
RASDAQ, and have the atendant effect of increasing their value to rategic investors.
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1.0 Introduction

This document presents a feashility sudy for transforming trading on RASDAQ (the
Romanian Association of Securities Deders Automated Quotation trading system). The primary
ams of the sudy areto:

identify[] and, to the extent possble quantify[] the financid, sodal,
politicd and legd oconsequences of susgpending and/or deliding a
large number of RASDAQ-liged issuers emphaszing the impact on
minority shareholders and outlining a lig of dterndive gpproaches

for suspending or deliding agpproaches both  vountary and
involuntary ...*

As will become evident below, the nature of “lising” on RASDAQ is not wha is typicdly
cdled lising elsawhere, which is why the study has been entitled the trandformation of trading on
RASDAQ.

The dudy contans five subdantive sections in addition to the introduction, and seven
gopendices. In Section 2, a conceptud background to some concepts rdevant to the dudy is
provided. Section 3 contains a summary andyss of the hisory of RASDAQ, the trading on its
system, and some chalenges concerning trading it currently faces. In Section 4, a range of options
concerning the future of trading on RASDAQ s identified, and the implications of each option are
discussed. In Section 5, the financid viability of RASDAQ is examined. Condusions are provided
in the last section.

Appendix 1 contains a lig of acronyms used in the report. A list of the people interviewed
for the report is presented in Appendix 2. Appendix 3 shows the tables used in the report. The
liging process on the Bucharest Stock Exchange (BSE) is described in Appendix 4. The various
inditutions comprisng the RASDAQ trading market complex are outlined in Appendix 5. Full
references are provided in Appendix 6, and Appendix 7 contains the notes to the text.

2.0 Conceptual Background

A conceptud background to some concepts reevant to the study is provided in this section.
In paticular, the nature and vaue of liging and trading on an exchange, and the meaning and
importance of whether acompany is open or closed in the Romanian context, are briefly described.

Listingand Trading

The liging of a company’s shares on an exchange normdly involves a formd application by
the company to have its shares liged on the exchange. An agreement is then entered into between
the company and the exchange, which requires that the company adhere to certain standards and
procedures vis-&vis its shareholders and the exchange. These typicdly indude satisfying specified
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minimum  iniid and on-going dandards for investor protection, disdosing on a regular bess
rdevant financid and corporae informaion, and dso making timely disdosure concerning any
materia changes in the affairs of the company which are likely to impact the price of the company’'s
ghaes An exchange lising agreement typicdly sets minimum requirements for a company’s vaue
of market capitdization, profitability, and floa The agreement aso requires the company to pay a
fee to the exchange. It is dways a company which has the right to choose whether to gpply for its
shares to be admitted for lising on a particular exchange.

For its part, the exchange agrees to promote the company as a lised company, to monitor
the company’s compliance with exchange rules and regulations, including those regarding corporate
governance and disclosure, and to make its trading and settlement facilities avalable to its members
for the purpose of trading the company’s shares. Members of the exchange may be expected to
conduct transactions in the shares of lised companies through the exchange. Admisson to lising
may aso be subject to rdevant legidation, which is supervised by a desgnated liging authority,
sometimes different from the exchange.

The lidging of a company on an exchange provides bendfits to dl the key types of market
paticipants, the company itsdf, its shareholders, investors the exchange, and the exchange's
members — namey the broker-deders who trade on the exchange. At the broadest leve, the
company benefits from the exchange's endorsement of it; shareholders benefit from having high
gandards of information, and being able to trade shares which are likdy to be liquid; buyers, sdlers
and exchange members benefit from having superior fadlities for trading the company’s shares, and
having known trading rules and procedures and protection from counterpaty falure, and the
exchange bendfits by recelving revenues from the company, and by having securities which may be
traded on its market.

More specificdly, the key reasons why a company may choose to lig its shares are as
follows?

1) To obtan chegp financing Firms may decide to ligt ther shares in order to raise capita
efficently and economicaly.

2) To obtain liquidity for its shares A company may choose to ligt its shares on an exchange
in order to attract greater investor interest, and narrow the bid-ask spreads for its shares, and thereby
raise both trading activity and the price of its shares

3) To enhance its corporate vishility and Saus. By lising, a company may enhance its
imege and that of its products and adso obtan the predige of being liged on a wel-known
exchange.

4) To support the implementation of corporate Srategies. These might include raising cepitd
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for mergers and acquistions.

5) To deveop a broad shareholder base A lising may bring a company a wide range of
individud and inditutional investors, that in turn can enhance the demand for the company’s shares
and provide gability for its share price.

6) To obtan good andys coverage of its sock A liding in a financid centre with many
skilled andysts may affect the terms a which equity finance is avalable, by reducing informationd

asymmetries.

7) To obtan high sandards of regulation This might include good monitoring of the trading
inits securities, high disclosure requirements, and high standards of corporate governance.

For obvious reasons, the notion of “ddiding” is normdly only gpplied to lised securities.
Deliging may occur when a company fails to meet the requiste sandards rdading to size, number
of shareholders, financid reporting, solvency or ddiberatdy abuses its shareholders. The effect of
ddiging is to remove the endorsement of the exchange, and excdude the company from access to
the trading sysem that is provided by the exchange. Having been ddiged from an exchange a
company may seek access to other less predtigious trading facilities, or not concern itsdf about
trading fecilities & dl. Trading in its shares will then be ether between privaie paties, or a the
discretion of broker-dedlers and any trading systemsthey organize.

On some exchanges and trading systems a distinction has arisen between a security being
admitted to liging, and a security being admitted to trading. Admisson to trading refers to the
process by which an exchange, or other form of trading system, chooses to let a particular security
be traded on its trading system. Securities can thus be admitted to trading on an exchange, while not
being admitted to listing. In such circumstances, there is no endorsement by the exchange of the
company traded on its sysem, and no contrectud underteking between the company and the
exchange. Being admitted to trading is not a regulaory decison, nor is it up to the company, but
rather normdly remains the right of exctenges and other forms of trading sysems. The withdrawa
of fadlities for trading in such circumdances is thus typicdly dso the right of the exchange or
trading sysem. If a company’s shares are admitted to trading on the exchange, but not admitted to
liging, there is no liging agreement between the exchange and the company. Use of the term
“ddiging” to describe the removd of any shares from trading on the exchange therefore does not
Seem gppropriate.

The public policy resson for dlowing securities to be admitted to trading on a particular
trading system is that the trading in the securities may be more efficient than would be the case if
this practice were not adlowed. The transaction facilities of the exchange or trading sysem may be
more efficient, chegp, far, and trangparent, both to broker-deders and to investors than the
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permitted dternatives. Allowing a company’s shares to be traded but not listed on a paticular
trading system, does not however normdly mean that the company is exempt from reevant
disclosure and corporate governance requirements — only from the requirements of the exchange
that exceed the requirements of the applicable securities legidation.

As will be outlined below, the companies whose shares are traded on RASDAQ have been
neither admitted to liging on RASDAQ nor admitted to trading in the standard sense, as described
above. Ingtead, as a result of the privatization process outlined in the next section, these shares were
compelled to be traded on RASDAQ, without the agreement of RASDAQ and without the
agreement of the companies.

Open and Closed Companies’

There are important didtinctions to be made between “open” or “public’ companies on the
one hand, and “dosed” or “priva€’ companies on the other hand. Open companies are typicdly
larger companies with more shareholders than dosed companies, and as such are normaly required
to satisfy certain more burdensome obligations.

In an open company, a shareholder is normdly entitled to sdl his shares to anyone, and that
buyer is entitted to be regigered as a shareholder. Closed companies may, however, have
redrictions on the ability of shareholders to trander ther shares In a cosed company there is
udly a by-law that defers regidgration as a shareholder until the directors of the company have
goproved the new shareholder. The protection that the law offers shareholders of closed companies
is normdly via a country’s Companies Act, and not via a Securities and Exchange Act, or by any
regulaory commision superviang the securities market. In a Companies Act there are normaly no
provisons for indder trading, but only more generd provisons rdaed to fraudulent conduct.
Normaly shareholders in dosed companies must seek redress for any complaints they have via the
courtsand the legd system.

In Romania, a “public’ or “open” company’ is a company established through an IPO, with
a mnimum of 50 shareholders and a leaest 10% of the outdanding shares publidy hdd, or a
company which became public after a successful completed public offer.® Also, the company must
have a minimum share cgpitd of ROL 100 mil, and raise a minimum 20% of the initid capitd. A
public company is dso a company with a share cagpitd of more than ROL 1 hillion, and with more
than 500 shareholders, exduding the employees, who hold a least 10% of the shares outstanding.’
A centrd duty of public companies in Romania is tha they are required to provide to the Nationd
Securities Commission (NSC), the Romanian securities market regulator, amua and semiannud
financid reports, and aso reports regarding any events that are maerid to their share prices® A
“dosed” company is defined in Romania as a company with less than 100 shareholders or a share
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capital of lessthan ROL 500 million.®

In order to be traded publicly in Romania a company must be regisered a the Securities
Regidratiion Office with the NSC.™ In order to be registered at the Securities Regidration Office, a
company must be a publicdlopen company, dther by a pudlic offer or by a private placement!!
Companies which were placed on RASDAQ via the MPP were exempted from requiring to prepare
a prospectus’® When a company becomes closed, the NSC must be notified in order for the
company to be withdrawn from the Securities Registration Office. '

3.0 RASDAQ: History, Trading, and Challenges

This section of the report provides a summary andyss of the higory of RASDAQ, the
trading on its market, and some challenges concerning trading thet it currently faces.

3.1 History

One cannot ded adequatdly with the role of RASDAQ and its associated inditutions in the
Romanian capitd market without going back to the early 1990's and making a least a brief review
of the intentions of the then Government of Romania with respect to privdization of Sate
enterprises and the establishment of capitd markets. At that time, many believed that there would
be aclose link between a functioning capital market and the newly privatized companies.

In mid-1991, Law 58/91 (Privatization Law) was passed by Perliament as a framework for
privatization. Key features of the plan were the creation of the State Ownership Fund (SOF) now
cdled the Autoritatea de Privatizare S Adminisrare a Participarilor Statului (APAPS), and five
Privatizetion Ownership Funds (POFs). The POFs are now cdled SIFs (Societate de Invedtitii
Financiare or Investment Fund Companies in English). The SOF was to hold 70% of each
corporatized former date enterprise. The remaining 30% portions would be digtributed to the POFs
en bloc, except for the state banks which would be alocated asto 6% for each POF.

In order to be given a share in the “patrimony” of the country, each citizen over 18 years of
age was provided a Certificate of Ownership (COO). Each Certificate represented an exchangeable
right to redeem from the POFs an equd vaue of “socid capitd” in shares from the portfolios of the
POFs Until the didribution of shares could be effected to the citizens, each POF would hold and
adminiger the shares of the commercid and indudrid enterprises that it had been assgned. The
role of the SOF under Law 58 was to “sdl” mogt smdl and medium size enterprises (for COOs for
the POF portion and cash/promissory notes for the SOFs portion) to the management and
employees of the company (so-cdled privatizetion by MEBO). For the large companies, the SOF's
function was generdly to prepare them for operdion in the privaie sector and divest them by
finding strategic investors or by formd initid public offerings through the capitd market.
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At the same time, key capitd market inditutions were envisaged and draft legidation was
prepared by the Nationd Bank of Romania (with IFC assgtance). The legidation was sent to
Parliament in 1993. The law was passed by Parliament in 7/1994 as the Securities and Exchange
Act (Law 52-94). It legidated the establishment of the NSC, the Bucharest Securities Exchange
(BSE), and the Securities Exchange Association (SEA - an association of brokerage houses that
would be members of the exchange and dect its Board).

In preparation for the passage of the law, the Nationd Bank of Romania and the Minigtry of
Finance began in late 1992 to prepare daffs for the new inditutions. They provided space and drew
together two groups of young people to teke traning with a view to these teams becoming the
adminigrative personnd for the BSE and the NSC respectively. Along with the securities exchange
and commisson daf-in-training, a sndl but expanding cadre of potentid broker-deders, was
being traned in the principles of investment advice, securities andyss and the functioning of
securities markets. Together, the adminidtrators and the brokers were preparing to move forward

aong with the privaization in an organic, sepby-step growth of the securities market in Romania

Thus, the concept envisaged by both Law 58 and Law 52 was that there would be a
treditiona capitd market and tha the anticipated securities/products in the market would be the
shares of particular restructured Romanian companies, ddiberady prepared for privaization and
judged to be vidble. In coordination with the SOF, the shares of such companies held by the POFs
were to be made avalable through a prospectus and purchased through the offices of broker-
deders, banks and designated state agencies in exchange for the COOs and cash, where gppropriate.

However, the government eected a the end of 1992 decided to reexamine the Law 58
concept and, by mid-1995 had devised a new scheme for accomplishing privetization. That scheme
was expressed in Law 55/1995 (Mass Privatization Law). The Mass Privatization Program (MPP)
contemplated a supplementary digtribution to dl citizens over 18 years of age of new privatization
vouchers (or carnets) with a nomind socid capitd vadue of nearly 40 times that of the origind
COOCs. In effect, Law 55 provided that there would be a one-time, mass exchange of the POF shares
plus some of the SOF s sharesfor dl the COOs and carnets.

In face of the MPP, two important factors became clear. First, many of the country’s
proposed 17 million MPP shareholders would not be “in for the long term” and would prefer to
liquidete their pogtions for cash. Second, the companies needed to have one or more holders of
gonificant pogtions in order to form effective boards of directors to guide resructuring and to
monitor management. To facilitate both the provison of opportunities to sdl MPP shares and dso
to enable re-concentration of control, the Government responded with the rgpid development of the
RASDAQ complex.

The RASDAQ complex conggts of four entities 1) the Romanian Registry of Shareholders
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(RRA); 2) the Nationd Association of Broker-Deders (ANSVM); 3) the Romanian Association of
Broker-Deders Automated Quotation System (RASDAQ); and 4) the Nationd Settlement and
Depository (SNCDD). The establishment of separate entities follows the American modd of having
ams length arangements between trading, depostory and regisry functions In  brief, the
computerized regisry received the names, addresses, holdings, and other detals of the MPP
shareholders as provided by the Privatization Agency. On behdf of the privaized companies, the
job of a regidry is to receve information (from the transaction sysem or other sources) and
maintain an up-dated list of shereholders and their pogtions

The Nationd Asocidion of broker-deders was edtablished to provide a foca point for
training broker-deders, and potentidly to operate as a sdf regulatory body to supervise compliance
by broker-deders in reation to regiations governing regulaory capitd, sdes practices, and other
rdevant issues. RASDAQ is computer-communications sysem that supports quote-driven trading
and transaction reporting. It is based on the US NASDAQ sysem. A centrd settlement and
depository system (SNCDD) organizes settlements between the broker-deders, and dso functions
a a nominee shareholder and cugtodian for podtions in shares which would be held by broker-
dedes or other intermediaries on behdf of ther dients Appendix 5 provides a more detailed
description of the RASDAQ complex of inditutions.

Work on the RASDAQ inditutions began in late 1995. It was officidly established on
9/27/1996 and trading in the shares of a few companies began a month later. As more company
shareholders registers were badanced againgt the voucher exchanges, the companies were added to
the RASDAQ fadlities. By the end of 1996, over 12 million Romanians had exchanged ther
catificates of ownership (Law 58, 1991) and vouchers (Law 55, 1995) for share interests in some
6000 companies. Most companies were avalable for trading by mid-1997 and condderable
volumes of trade took placein 1997 and 1998.

It is an interesting sSde light that while the shareholder lists of MPP companies were being
baanced pursuant to moving to a registry and commencement of trading, the BSE conducted a
srenuous marketing campaign. The am of the BSE effort was to persuade companies that it would
be to the advantage of the companies and their shareholders to “lig” their shares on the Exchange.
About 100 MPP companies responded by entering into a Listing Agreement with the exchange
during 1997, adding to the 30-odd nonMPP companies that had entered into listing agreements and
become liged companies in 1995 and 1996. (More information is given in Appendix 4 about the
neture of liging on the BSE.)

In considering the RASDAQ inditutions and the companies traded thereon, it is important to
note that there are severd exceptiond aitributes and circumgtances relaiing to their development.
Fird, Law 55 exempted the initid digribution of shares of MPP from prospectus requirements.
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Little authoritetive information was available to MPP investors or to brokers Second, there is no
contractual undertaking between the companies and RASDAQ. Third, the management of most
companies whose shares are traded on RASDAQ, did not ask to be in charge of public companies.
This daus was forced on them by the confluence of the MPP and securities regulation.
Neverthdless, their datus as open or public companies causes them to have to regiser with the
securities Regidration Office of the NSC. They must dso comply with the panoply of investor
protection provisons and disdosure requirements tha are normaly gpplied to public companies by
securities reguldion. (Being, as it were “Shanghaed’, perhgps it is not surprisng that many
companiesmanagements decided not to give high priority to conforming to securities reguldion).
Fourth, in the interet of protecting MPP shareholders againg unregulated and nonttransparent
dedlings, the NSC directed that dl transactions in MPP companies be made on the regulated trading
facility with which they were associated (RASDAQ or the BSE).

From the MPP shareholders point of view, it is necessary to remember hat the vaue of a
typica podtion avarded in the origind distributions was in the range of US$30-$40. While an MPP
shareholder might wish to have securities regulation enforced, the Sze of his podtion did not judtify

much effort or expense to learn whet the requirements were, or to pursue their enforcement.

3.2 Trading

As noted dbove, RASDAQ was officidly established on 9/27/1996, and trading tarted one
month later. Table 1 present detalls of the totd vaue of trading on RASDAQ on an annud basis
from its inception to the present (in both ROL and US$). The market pesked with an annud
turnover in 1998 of $419 million, and &fter that declined to a turnover of $144 million in 2000 and
$93.7 million in 2001. Table 2 presents detals of the number of transactions on RASDAQ on an
anud basis from its inception to the present™® The number grew from 0.80 hillion shares in 1997,
to 213 hillion shaes in 2000, but fdl ater tha to 1.21 billion shares in 2000, and to 0.77 hillion
sharesin 2001.

The number of companies available for trading on RASDAQ has not been congtant, tarting
with 5353 in 1997. Table 3 presents detals of how many companies have been traded on RASDAQ
from its inception to the present. In addition to those companies which have been added to the
trading lis on RASDAQ, 769 companies have left RASDAQ to date™ Of the totd, 61% were
removed due to adminidrative meesures (ddisted, withdrawn, or companies became closed), 8%
were transferred to the BSE, and the balance of 31% left the market due to so-caled natura reasons
(mergers, liquidetion, bankruptcy). Detals are provided in Table 4, and Table 5 presents the
digribution of companies ddisted between 1997-2001

In 2000, the ANSVM began the process of atempting to remove about 3,200 companies
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from RASDAQ in two tranches. The first tranche included 1,600 companies that met the NSC's
definition of a closed company. It appears, however, that at that time the APAPS asked the NSC to
stop the remova process as the APAPS had not yet completed the intended privatization process of
some of its companies. Because the ANSVM’s SRO datus had been retracted in late 2000, the
association could not remove the companies by issuing regulaions. The associaion’'s managers,
therefore, decided to ask companies that met the closed company requirements to seek shareholder
gpprova to become closed, and thus be taken off RASDAQ. In effect, the companies were given an
opportunity to remove themsdves from the market. As a result of the APAPS's intervention, this
initiagtive was dso hdted. Recently, however, it gopears that the APAPS has begun to favor a

program of removing smdl issuers from the market.

In order to daify the Stuation, the NSC issued an Indruction which stated that companies
where the APAPS or any other public inditution is a shareholder could not be delised!® The
commisson aso raised the bar for dosed companies to 100 shareholders and share capitd less than
one hillion ROL (or about $33,000). At any rae the process of removing companies from
RASDAQ initiated by ANSVM was stopped in 4/2001 for companies owned by APAPS or other
date inditutions. However, companies without state ownership can ill be transformed into closed
companies, and then removed from RASDAQ.

Recently, RASDAQ and the ANSVM have been suggesting that a series of tiers on the
maket be esablished, on a modd smilar to that of the BSEY Full details of which securities
would fal into which tiers have yet to be determined.

3.3 Challenges

The centrd chalenge that RASDAQ faces is that many of the shares notionaly traded on
RASDAQ do not actudly trade. There is thus no red market for them. 2799 companies had no
trades, and 1595 companies had fewer than 12 trades i.e less than one a month. Smilarly in 2000,
2471 companies had no trades, and 1605 companies had fewer than 12 trades. Table 6 provides a
digribution of the numbers of companies traded, the number of trades in these companies shares,
number of companies with no trades in 2000 and 2001. Trading in the most active 13 companies
provided 50% of dl trading on RASDAQ, and trading in the mogt active 194 companies provided
90% of dl trading. Teble 7 provides the annud trading vaue and the didribution of companies
covering 50% respectively 90% of the trading vaue in 2000 and 2001.

Not only are there no trades in many shares, there are dso many companies for which there
is no evidence tha anyone actudly wants to buy or sdl them, as indicated by a lack of bids and
offers on RASDAQ. Table 6 provides a ddribution of the numbers of companies on RASDAQ, and
the number of bids and offers in these companies shares in 2000 and 2001. For 1780 companies
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there were no bids, and for 2480 companies there were no asks throughout the year. For 994
companies there were fewer than 12 bid quotes and 315 companies with fewer then 12 ask quotes,
i.e. less than one quote a month. Ancther indication of the lack of interest in trading is the reatively
smdl number of brokerage accounts that are active. Different figures have been reported of between
5000-10,000 active accounts This number should be contrasted with the figure of about 9 mil.
accounts of people who received shares from the MPP, most of whom have only traded once, to sl
their coupons or voucher shares.

Fou key attributes of a company which affect whether there is likdy to be a reasonable
market for the companies shares, and which are directly related to the decison by a trading system
to dlow a security to be digible for trading on its system, are examined here. These are the number
of shareholders a company has, its maket cgpitdization and free floa, its profitability, and the
extent to which it discloses rlevant financia information.

There is unlikdy to be a liquid market for companies with a smal number of shareholders.
Table 8 dhows the ownership didribution of RASDAQ companies sarviced by Romanian
Shareholders Registry (RRA) as of year-end 2001. RRA is the dominant registrar servicing Rasdag
companies. Of the companies for which RRA has records, 1115 have less than 100 shareholders,
representing 22 % of the total Rasdag companies.

There is unlikely to be sufficient interest in the shares of companies, which are too smadl.
Only 2739 of companies with a trading price within the past year, and their associated market
capitdizations a year-end 2001 had a market capitdization of $ 1 bin. Another way of assessing the

concentration of the market is to note that the largest 10 companies on RASDAQ comprised 24% of
totdl market capitaization.

It is beyond the scope of this feeshility sudy to examine in detal the other factors which
currently impede the development of the Romanian capitd markets. Neverthdess, it is worth noting
some of the key factors, as follows:

The disdosure function is working poorly snce it is difficult to obtan copies of company
reports.
Trading of companies that have gone through liquidetion and are no longer in busness often

continues.

Srategic investors are gpparently by and large not interested in complying with open company
obligations 8

Managers can gpparently report any financia figures they want.

Dividend payments to indders ae reportedy sometimes made immediady, while other
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shareholders may not receive their money for many months or years.

Cash flows and assts in traded companies may be diverted via abusve arangements and
transactions.

4.0 Normalization of Trading on RASDAQ

There is widespread agreement amongst both Romanian capitd market participants and
foreign observers, that reducing the number of stocks traded on RASDAQ (sometimes referred to as
“deliging’), would be benefidd and hdp normdize the market!® This section of the report
andyses this normdization process. It is composed of three parts. In the firgt, a cost-benefit andyss
of the effects of reducing the number of stocks traded on RASDAQ are anadlysed. In the second part,
the criteria for deciding which shares should remain traded on RASDAQ are discussed. In the third
part, various options for removing shares from trading on RASDAQ are identified and assessed.

4.1 Cost/Benefit Analysis

The implications of enhancing trading on RASDAQ, and reducing the number of stocks
traded on its sysem, are examined in this part. The economic, financid, political, and socid effects
of doing 0 ae andysad for the key rdevant groups of market paticipants - namdy shareholders,
companies, broker-dedlers, the NSC, the APAPS, and RASDAQ. A summary of the cost/benefit
andyssis then provided.

Shareholders

The implications of reducing the number of stocks traded on RASDAQ for both smdl
shareholders and for drategic investors are examined in turn. The status quo has brought few
bendfits to smdl shareholders. The lack of liquidity in most shares has meant that it is difficult for
them ether to sdl or to vadue ther holdings. They have been hurt by the ingopropriate classfication
of many companies as open companies Snce such a datus reduces the atractiveness of these
companies to potentid drategic investors, which are more interested in operating the companies as
cosdy held subddiary enterprises. People do not have confidence in the capitd markets, not least
because many of them have seen the vaue of the holdings be reduced. However, given tha most
gndl shareholders did not pay anything for ther holdings, the perception of ther losses may be
minimised, and such losses are now likely to be seen has having occurred in the pest.

No socid turmoil or political repercussons should be antticipated by reducing the number of
companies traded on RASDAQ. No reevant subsequent damage will come to the many smal
shareholders, as a result of moving from ther present datus as shareholders of companies that for
the mogt part are only notiondly avalable for trading on RASDAQ, but in redity rardy trade at al.
Many of the origind 12 million shareholders have sold or transferred their shares, as evidenced by a
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shrinkage in the number of accounts a the regidries (excdluding the SIFs) to an edimated two to
four million shareholders in these origind companies. An officid edtimate of registry accounts (not
including SIFs) was done in 1999. Five million origind accounts remaned. Since then, there have
been many formd and informa tender offers plus a continued but dower liquidetion of MPP
postions.

There does not gopear to be any politicd resstance towards reducing the number of shares
traded on RASDAQ. The paliticians most directly involved in the MPP have dso dl moved onto

other endeavors.

Strategic  investors have indicated that the potenid legd problems and regulaory
compliance cods asxociated with investing in open companies, under the status quo has caused
them to reduce the vauations they associate with open companies® This has harmful implications,
both for foregn invesment, and aso for potentid privatization revenues obtaned by the date If
the reduction of shares traded on RASDAQ leads to the establishment of a trangparent and fair
mechanism for turning open companies into dosed ones, this is thus likdy to increese the vaue of
minority shareholder shares by providing mgority shareholders with an incentive to buy out the
positions of the minority shareholders.

Companies

The current structure of RASDAQ provides few benefits to companies. Smal companies
experience little benefit from RASDAQ trading. Their only prospects are from drategic investors, a
merger, or carrying on done. If they can do the latter, they do not care about trading until they need
to rase cgpitd a which time they can become public again. A subsequent decison for a public
financing is not prgudiced by not being traded on RASDAQ in 2002. Being publicly traded dso
impedes drategic investors and probably mergers. Being an open company brings with it the costs
and difficulties of sidying the rdevant disclosure requirements The trading of companies on
RASDAQ has not increased the ability of these companies to raise capitd - there have been very
few public offeringsin Romania. Nor has such a status increased liquidity in the marketplace.

The gatus quo dso does little for the larger companies. While there may be some liquidity
in a few companies shares, the generd lack of confidence in the market means that investors are
wary of investing in any companies on the market. If a reduction in the number of shares traded on
RASDAQ lead to an enhanced perception of the vdue of the shares remaining on the market, this
would benefit the larger companies remaining on the market.

Some companies may face higher costs in an environment with fewer but more regulated
companies on RASDAQ. For those companies which currently do not comply with the relevant

corporate governance and disclosure requirements, a move to a better regulated environment is
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likely to lead to more direct cods if they are required in the future to satisfy the rdevant regulations
or face Sgnificant pendties.

Broker-Dealers

On baance, a move to reduce the number of shares traded on RASDAQ, by removing those
shaes tha ae unwuitable for public trading, is likdy to have beneficid comsequences for broker-
deders. Mogt of their business is going to be in the securities that remain traded on RASDAQ, as
these are likely to be the actively traded ones, so removing the other securities will not significantly
ham broker-deder revenue sources. On the contrary, to the extent that enhancing the qudity of
shares traded on RASDAQ leads both to more trading in these shares, and to the potentid to attract
new companies to the maket, such a move is likdy to be pogtive for broker-deders If investor
confidence in the market increases, investors are likey both to inves more and to trade more
frequently. Such an outcome will be clearly beneficid to broker-dedlers.

It is important to note, however, that broker-deder profits are to some extent correlated with
the inefficiencies of markets. The wider that bid-ask spreads are, for example, the more profits that
broker-deders ae ale to meke It is therefore possble that if the removad of many illiquid
securities, leeds to a narrowing of average hid-ask soreads, they may lose some money. In many
circumstances, however when bid-ask soreads have declined, the volume of turnover has increased
a an even greater proportiond rate. Overal revenues may therefore not decline.

NSC

A reduction in the number of companies traded on RASDAQ would provide the NSC with
two key bendfits Firg, it would dlow the commission to focus its limited resources on supervising
the remaning companies for which regulaiory oversght is required. Companies that are suitable for
trading, which by condruction will be open companies should form the focus of atention for the
NSC. The current Situation in which the NSC is required to regulate over five thousand companies
isamply an impossble task for the commisson.

The second benefit for the NSC is that it is likdy that among the companies which are
removed from trading on RASDAQ, will be companies that market opportunists might have used to
caue mischief. The reputation risk in the market is therefore likdy to be reduced by effectively

taking many of the smaler companies off the market. The avoidance of such a risk will prove
beneficid both the NSC, and to the country aswhole.

APAPS

RASDAQ only has vdue to the privatization process if it brings liquidity to the shares
owned by APAPS, and dlows APAPS to obtain high bids for the blocks, which it wishes to sl.
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Currently, however, this is not the case. Removing those companies currently avalable for trading
on RASDAQ, in which there are few trades and little liquidity is therefore unlikdly to do any harm
to the privaizaion process. In fact, to the extent that removing stocks maekes it esser for these
companies to become closed, it is likdy to make it easer for the APAPS to bring in drategic
investors. As discussed above, mogt drategic investors prefer to invest in closed companies as they
find the corporate governance and disclosure requirements of being an open company burdensome.

If the APAPS was using the RASDAQ auctions as a frequent way of selling shares, there
could be revenue implications. However, in the period 2000—2001, the APAPS only conducted 126
auctions through RASDAQ and 66 of those were subsequently cancelled. For those shares owned
by APAPS tha remain being traded on RASDAQ, any transformation of the market that did
enhance liquidity would aso be beneficid for the privetisation process.

RASDAQ

Two key bendfits are likedly to accrue to RASDAQ by following a policy of removing the
many securities from its trading sysem that are unsuitable for trading. Frg, it will provide a sgnd
to investors that those companies remaining on RASDAQ ae of a rdativdy high qudity and ae
likdy to be liquid. This sgnd is likdy to be sdf-fulfilling, in that the more investors bdieve it, the
more they will trade thereby enhancing the liquidity of the shares remaining on RASDAQ.

Second, perceptions of the RASDAQ market may improve so that companies are willing to

lig on the exchange, as has not been the case in the past. Such lising will bring more products and
more revenues to RASDAQ.

Summary

An examination of the cogts and benefits of normdizing trading on RASDAQ maket by
reducing the number of shares traded on its system is on baance likely to benefit dl the key groups
of maket participants, incduding shareholders, companies, broke-dedlers, the NSC, the APAPS,
and RASDAQ itsdlf. There are two main reasons for this: first, the current structure of RASDAQ
ddivers few bendfits, 0 moving away from this dructure is unlikdy to cause dgnificant losses, and
second, a move to a new environment which is likdy to have a higher qudity market may bring

with it some vauable gains.

4.2 Criteria

Four criteria are centrd in deciding which shares are likdy to be suitable for trading on
RASDAQ, and they are pecisdy the criteria which indicate whether there is likely to be a market
for such shares. As noted above, these are the number of shareholders a company has, its market
capitdization and free floa, its profitability, and the extent to which it discloses rdevant financid
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information.

A decison as to the gppropriate levels a which each of these parameters should be st is a
judgmental exercise, and can only be undertaken by conddering the precise characteridics of the
securities on the RASDAQ market, with the data discussed in Section 3.3 above. The arguments
presented by Saverson and Strahota for assessing which issuers (i) have less than 100 shareholders
or (ii) less than 300 shareholders and less than the Romanian equivdent of $300,000 of market
cpitdization are, neverthdess, convincing. A security is unlikdy to be liquid with fewer than 100
shareholders, and a company with less than 0.01% of GDP is a rdativey smdl company, and agan
unlikely to warrant trading in the public market.

Saverson & Strahota dso dress the need for there to be sufficent publicly available
information about an issuer and its securities. As they note, such information is vitd for the price
discovery process to work, for rationd capitd dlocation decisons to be made and without it,
ingder deding and maket manipulaion ae likdy to undermine investor confidence in the
market?! They therefore argue that if a company does not disclose such information, it is not
auitable for public trading.

While it is dealy dedrable tha companies do disclose rdevant information in a timey
manner, and while Saverson & Strahota note that the implementation of the impogtion of this
criterion requires a judgmental gpproach, the Stuation in Romania may warrant an even more
nuanced approach than they suggest. The result of the MPP is tha there are many companies which
were forced to have a wide and dispersed shareholder base without their permission. To suspend
such companies from being traded if they do not disclose the relevant information, will Smply
pendise shareholders by expropriging their right to sdl, without providing any incentive for the
companies to act in a manner that benefits shareholders, and disclose the rdevant information.
Other pendties for non-disdosure, rather than being removed from RASDAQ, may therefore be
more gppropriate in the circumstances. It is vita to baance the need to ensure that the companies
that remain traded on RASDAQ saisfy as far as possible the disclosure requirements of the NSC,
while not overriding the right of MPP shareholders to sdll their shares.

4.3 Options

Although there is widespread agreement about the need to enhance trading on RASDAQ,
and the desrability of reducing the number of securities traded on RASDAQ, there § no consensus
about how this should be effected. A range of options that may be employed to bring about these
reults with much the same economic consequences ae identified and discussed here. These
include separding the rdevant shares into different tiers on RASDAQ, the suspenson of these
shares from trading on RASDAQ, the permanent remova of them from RASDAQ (“ddigting’),
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encouraging the transformation of open companies on RASDAQ into closed companies, trading
hats or delays, cease and desist orders, and lastly closing RASDAQ down.

Comments ae dso provided on two other issues rdevant to enhancing trading on
RASDAQ: the naure of any trandtion period that might be needed between the current
environment and any proposed new dructure and the posshility of edablishing a dedicated
investment fund for the shares that are unsuitable for trading on RASDAQ. The last pat of this
section contans a summay of the three drategies that ae thought most agppropriate in the
circumstances to achieve the desired god of enhancing trading on RASDAQ.

Tiering

One way of enhancing the trading on RASDAQ is for RASDAQ itsdf to create severd tiers
of trading on its market to sgnad to market paticipants the nature of the different shares on its
system. The highest tier could contain those securities mogt suitable for public trading, while the
lowest tier would contain the vast mgority of shares whose characteristics make them unsuitable
for public trading. A centra dement of this drategy is the need to brand very clearly the different

tiers of the market so that shareholders a large undersand eesily the differences in characterigtics
between the stocks in the different tiers.

This tiering drategy has severd drong bendfits. Fire, it is likdy to be adle to be
implemented farly rgpidly. Second, it is unlikdy to be adversdy affected by any regulation or law,
given that al RASDAQ securities would ill be traded on RASDAQ. The manner in which they
were presented to the public would, however, be different. Third, and has dready been noted,
RASDAQ itsdf is currently consdering the posshility of creating three tiers on its market to mirror
those on the BSE: one tier for the highest qudity and mogt liquid stocks, one for stocks that satisty
a range of minimd criteria, and one for dl other socks which may be traded on its sysem. Findly,
such a drategy would ensure that shareholders of dl securities would not fed disenfranchised by
not having a trading sysem on which they could sdl ther shares. The man disadvantage of the
tiering drategy, however, is precisdy that it perpetuates the fiction that most of the RASDAQ
shares are auitable for trading publicly, and does not change the corporate Staius of these shares
from open to closed.

This tieing drategy might dlow RASDAQ to deveop into a typica exchange which sdls
liging sarvices, much like the BSE. Although there is little willingness currently by the mgority of
companies to enter voluntarily into a liging agreement with RASDAQ, it is posshle tha a
revitdised RASDAQ might be able to attract forma listings in competition with the BSE. How
many would depend on severd factors, including whether companies bedieved that the method of
negotiation and trading on RASDAQ provided a good service to shareholders and investors, the
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relative cogts of liging on RASDAQ and the BSE, and whether the company had a sponsoring
broker who could convince it that it could make a better market on RASDAQ than on the BSE. As
noted above, liging would benefit not only the rdevant companies and ther shareholders, but dso
RASDAQ, which would receive listing fees.

Suspension

A policy of sugpending unsuitéble shares from trading on RASDAQ could ddiver the
desred objective of enhancing the trading on RASDAQ, ad has been recommended by Saverson

and Strahota.

Trading is typicdly suspended on an exchange in order to protect investors This normdly
happens when, in the judgement of the exchange, something appears to have gone wrong with the
company but further nvestigation is necessary before a decison is taken ether to remove its shares
from the exchang€'s trading system, or to dlow trading in the shares to be resumed. The trading
suspension has the effect of warning investors that the exchange has concerns about the activities of
the company, or about the suitability of it for continued trading by the public. A suspenson does
not normaly mean, however, tha it is impossble to buy and sdl shares. Transactions in shares of
companies that are suspended from trading often take place in the same way as trading in shares of
delised companies, namdy through private transactions between buyers and sdlers without an
intermediary.

Two posshle legd bases dlowing RASDAQ and its associaed inditutions to susperd
shares from the RASDAQ trading system may be employed:

1) The RASDAQ trading sysem has never entered into a listing agreement or other contract
with the companies that are of concern. Therefore, it can make rules directing its members that its
fadlities may not be used for trading shares of certain companies after a certain date. It gppears that
the authority the NSC has to gpprove this move by RASDAQ, or to take its own relevant actions,
can be found under articles 6 and 14(a) of Law 52/1994.

2) Section 2 (@) and (b) of SNCDD Rule 5 may dlow the Depository to remove the same
securities from itsligt of “digible securities’.

As discussed beow, the suspenson of shares has severd advantages over the drategy of
permanently taking shares off RASDAQ.

Permanent Removal (“Delisting”)

Rather than suspending shares from RASDAQ on a temporary bass, as described above, a
different gpproach could be to remove the rdevant shares permanently from RASDAQ (or as is
sometimes referred to as to “ddist” them). While the economic effect of these two strategies will be
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much the same, the legd implications may be different, and dso more uncertain with the permanent
remova drategy.

Exiging law and NSC practice offer rdatively little effective guidance on how companies
can be permanently removed from trading on RASDAQZ Two possble legd bases for
permanently removing shares from RASDAQ may be employed?*

1) Artide 21 of Law 55/1995 provides for an exemption from Artice 26 of Law 52/19%4
(NSC approva of a prospedtus) for shares of companies to be digtributed in the Mass Privatization.
This opened the way to public trading in Mass Privatization shares. However, Artice 21 of Law
55/1995 only dates that the shares obtained through the MPP may, but not should, be negotiated on
a securities market. Thus, the privatization law did not suggest that public trading of such shares
should be sustained permanently without further action by such companies. It is an NSC Ingtruction
that requires such shares to be traded on RASDAQ.25 The NSC should thus be abdle to issue an
Ingtruction reversing this paolicy.

2) The NSC may be dble to order that trading through broker-deders be suspended in shares
of any company that fals to comply with Chapter VI of Law 52/1994 in regard to requirements that
issuers make periodic and timdy disclosure.

For smilar reasons to those outlined by Saverson and Strahota, it is suggested here that the
suspension strategy would be preferable to attempting to remove permanently the relevant shares™
A suspension, as opposed to a permanent remova of a company’s shares, might make it easier for
RASDAQ to sanction the resumption of trading in a company’s shares. This would be desirable, for
example, if the company experienced an increase in its total assats or the number of shareholders it
had. Second, retaining these issuers in the NSC's Securities Regidration Office's database of listed
(public) issuers, as would hgppen with suspenson but not with permanent removd, might hep
preserve the NSC' s enforcement authority over the relevant companies.

Turning Open Companiesinto Closed Ones

The trandormation of many open companies that are currently available for trading on
RASDAQ into closed companies is one draiegy that could be employed to enhance trading on
RASDAQ. For the great mgority of companies on RASDAQ, a change to private or closed
company satus would be desirable. This change in gatus would mean that they could no longer be
traded on RASDAQ, would mean they did not have to comply with the burdensome requirements
of beng an open company and, as discussed above, would dso meke them more dtrective to
drategic investors to buy.

In order to encourage companies to become closed, the NSC could say it was going to
enforce vigoroudy open company rules, as an incentive to force those companies which are
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currently open, to change into closed companies.

If companies are going to be removed from RASDAQ, but reman legdly as open
companies for a while, some form of trangtion period and process will be required. One such
process could be to encourage the mgor shareholders of trandtiond companies to meke a public
offer for the remaining smdl blocks of shares in order to reduce the number of shareholders, and to
date that public trading in the shares will be stopping once the offering has been completed,
gopropricte publicity has been given, and a certain period has dapsed. The American Chamber of
Commerce (AMCHAM) has suggested, however, that existing Securities Law, and NSC
implementing regulations, may need to be amended to dlow this.?’

The current legd environment dso reportedly provides reatively little assgance to
companies that are unable to locate many of ther shareholders that became shareholders during the
mass privatization process or thereafter®® In this contet AMCHAM has suggested that
condderation be given:

to edablishing an authority to a8 in  tracng ownership,

consolidating dams and directly purchesng and consolidating stock
from disbursed owners, and

. to dlowing for the de-liging of companies with greater than the

minimum number of shareholders than is dlowed to become a

closed/unlisted company in the event a substantid percentage of smal

shaeholders do not ectivdy paticipate in the governance of the

Company or fail to respond to a public offer to sdll their shares®

Despite the merits of a drategy of changing open companies currently on RASDAQ to
closed ones it is vitd to dress that such a drategy is not necessary in order to enhance the trading
on RASDAQ, as the other options outlined above indicate. In addition, the drategy is likdy to
require legidative amendments which are both uncertain and difficult to obtain rapidly, however
desrable they may be. Regulators must dso be careful to assure that the closing process does not

create new shareholder abuses.
Delay or Halt of Trading

When an exchange is concerned that there has been a materid change in the circumstances
of a liged company, but insufficient information is avalable for investors to meke rationd purchase
and sde decisons, it may order a deay or hdt in the trading of the company’s securities This
period can provide a brief time for the company to prepare a press release and make the appropriate
timdy disclosure. The dday or hdt in tradng is to ensure that persons who have preferentid
information concerning a materid change in the affars of the company ae not ale to trade with
investors who are not aware of the materia change. Shortly after the information is disclosed, the
halt or ddlay istypicaly lifted and trading resumes.
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Given the typicdly short-term nature of such a hdt or deay, this drategy will not be
aufficient on an onrgoing basis to stop trading in a large number of securities on RASDAQ for a
long period. Furtheemare, a dday or hdt in trading is essentidly rdlevant for lised companies
which are required to disclose dl rdevant information as part of ther listing agreement. There are
no such agreements for the companies traded on RASDAQ.

Cease and Desist

If it is the judgment of a securities regulatory commisson that an issuer is no longer fit for
trading by the public, in some jurisdictions the regulatory commisson may issue a “Cease and
Dess” order. The effect of such an order is to make it an offence for any broker, or the issuer of the
shares or its agents, to do anything to facilitate the trandfer of the issuer's securities. Generdly
companies that aitract a “Cease and Desst” order have been dishonestly managed and nothing of
vaue remans. This, however, is not the Stuaion with dl the many companies that need to be taken
off RASDAQ, and therefore is not a viable strategy for the Romanian context.

Close RASDAQ

One draegy that could be pursued to reduce the number of companies trading on RASDAQ
is to advocate the closure of RASDAQ, and the trandfer of al appropriate companies to the BSE.
Doing so would lead to savings in resources, and dlow the Romanian capitd market to focus on
and promote a sngle market infragructure inditution. This would be smpler both for locd and
foreign market participants to assess and understand.

There ae however, three mgor disadvantages of pursuing this policy. Frd, it is
unequivocdly unacceptable a present to the ANSVM, RASDAQ, and the NSC. Any atempt to
pronote such a policy is therefore likdy to make maket participants focus their atention on a
range of organizationd and politicd manoeuvring which would only digract them from the
subgtantive issues in the Romanian capitd market that need to be addressed.

Second, notwithstanding any worries about fragmentetion, the experience of competition
between trading systems, both in Europe and in the US, has been unequivocdly beneficid. It has
leed to lower transaction cods, increased the efficency and qudity of trading sysems and
augmented liquidity. It has encouraged the use of better technology in trading, and has provided an
incentive for trading systems to enhance their product lines. Findly, it has dlowed different types
of trading systems to come into existence to satisfy the needs of disparate types of traders.

Third, and as argued by Saverson and Strahota, it would seek to impose on the market a
solution that is best determined by market participants themsdves.
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Transition Period

In dl the various options outlined above, it would be necessary to manage the trangtion
period from the current environment to the proposed new market dructure. One key dement of
such a trangtion would be to dlow the current MPP shareholders a specified period to take
whatever action they wanted to in the current environment before the new one began. Wide
publicity would need to be underteken to describe the proposed initigtive — be it tiering, temporary
uspenson, permanent suspenson  (or  “ddising’), or moving campanies from open to cdosed
daus. It may be that over this period, public bids by indders may have more success than in the
pas. Given the disadvantages of the current dtuation, and the anticipated benefits of the new
environment, it is unlikdy that there would be sgnificant public worry about any trangtion that was
proposed. Neverthdess, public concern about the trandtion would have to be dosdy monitored, a
full public education policy about the trangtion would be advissble, and contingency plans would
need to be made to cover potentidly difficult Stuations.

Dedicated I nvestment Trust

One way to seek to enhance trading on RASDAQ might be to encourage the credtion of a
closed end fund that would offer to exchange its shares on some economic bass for the shares of
those companies that are unsuitable for trading on RASDAQ. The cregtion of such a dedicated
investment trust fund might have certan benefits. It could leverage the pooled ownership interests
in the rdlevant companies, and seek to exert pressure on defunct companies to disclose, restructure,
renabilitate, and perhgpos regain their lising datus It might be better able to manage the
shaeholdings of the publicc and at a a shaeholder protection organization for overdl
improvements in corporate governance. If the shares in the fund were dlowed to trade - with a
progpectus, and be liged and properly regulated on a maket - it could provide an exit route to
shareholders. It might aso provide avehicle for divergfication on the part of smal shareholders.

There would, however, be many problems in setting up such a fund. It is difficult to see how
individua shareholders could fairly exchange ther shares for those of the dedicated fund without
some form of objective vauaion of the shares but this is precisdy a key problem in the current
environment. The complexity and cods of esablishing the fund should not be underesimated. Such
a fund would have to be regponsbly daffed, probably with the involvement of foreign turnaround
maregers, given loca concern aout domedtic invesment funds. It is likely to be difficult to operate
the fund profitably, given both tha mogt individud shareholders have portfolios which are worth
only a smdl amount (perhgps $30-$40), and that many of the smdl and inactive companies on
RASDAQ are likely to be worthless. There is in any event no need to promote such a fund, as it
should be economicdly vigble by itsdf, and the privaie sector in Romania has sufficient incentive
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to assess whether such a fund could be profitable or not.

Summary

Of the many drategies that could be undertaken to transform trading on RASDAQ, three
gopear to be the best. None of the policies are mutudly exclusve, and dl can be pursued a the
same time. In the short term, the most feasible policy is likely to be for RASDAQ to create some
tiers on its market to dgnd to market participants the nature of the different shares on its system.
The highest tier would contain those securities most suitable for public trading, while he lowest tier
would contain the vast mgority of shares whose characterigics make them unsuitable for public
trading. The second viable policy is to suspend from trading on RASDAQ those shares tha are
unsuiteble for trading. In the longer term, the third dtrategy, namely a move to change the status of
many of the companies on RASDAQ from open to closed, would ddiver the desired policy of
enhancing trading on RASDAQ. It would adso remove many inappropriate companies from
RASDAQ, and have the attendant effect of increesing their value to drategic investors. In dl three
drategies, it is vitd to baance the need to ensure that the companies that reman traded on
RASDAQ saidfy as far as possble the disclosure requirements of the NSC, while not overriding
theright of MPP shareholdersto sdll their shares.

5.0 Financial Viability of RASDAQ

An andyss of RASDAQ's financid results shows a company that has been remarkably
reslient in medting the chdlenges of sharply dropping business indicators.  From 1999 to 2001
operding revenue declined by 43% in dollar terms yet operating income before depreciation while
adso down was postive eech year. In addition, the company is quite liquid and is generdling a
Szesble amount of interest income. RASDAQ has coped quite wel with its well advertised
problems, partly through aggressive cogt cutting

Table 9 shows the financid results for the past three years. The firg three columns of data
show the results in current ROL, unadjusted for currency decline.  The second three columns show
the same figures adjusted for the average ROL/USD exchange rate snce most cost eements are
ultimately expressed in dollar teerms. The third set of three columns shows the various data items as
a percentage of operating revenues. This lagt form of anayss is cdled common size andyss ad is
useful for focusing on trends. Table 10 dso shows an abbreviated baance sheet for the past three
yearsin both lei and dollar terms.

For the three years, operating revenues remaned deady around the 11 hbillion ROL leve
while the exchange rate dropped dmost in hdf. The vaue of transactions declined in ROL terms

from 36 trillion ROL to 27 trillion. The maket has been through a very difficult operating

environment.
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Among the cogt items, labor codts have declined in red terms, but not as rgpidly as the drop
in revenue. Over the threeyear period, labor costs as a percent of operaing revenues have risen
from 30.58% to 45.95%. There probably is a limited degree of flexibility in reducing head count in
such a smdl enterprise. On a more postive Sde, service costs and depreciation costs were cut
shaply in 2001. As a percent of sdes, sarvice costs went from 43.99% in 1999 to 40.06% in 2001
To reduce costs, RASDAQ cut space rental costs by 80% in 2001 and has dso made sharp
reductions in communications cods by negotiating more effectivdly with suppliers.  Depreciation
cogs have come down as old equipment was written down and not replaced. This srategy cannot
be continued indefinitdly, but until busness activity improves the exising technology should
probably be adequate.

Operating P/IL in 2001 was a negative 4.17% of operating revenues, a pretty good result
conddering the 34% drop in the dollar based levd of transactions in the year. The market,
however, has a very liquid baance sheet generdting subgtantid invetment income.  On Table 10
we show that a year end 2001, liquid interest earning assets were 69% of totd assats.  Cepitd
asxts have been written down and not replaced and earnings have been invested short term.  This
drategy will not dlow RASDAQ to grow in the long term, but while revenues are declining, the

drategy alows the market to survive and preserve resources to invest under better conditions.

Our best measure of RASDAQ's ability to survive is the company’s Totd Cash How (Net
Financid Income plus Operating Cash How which is operating PIL with depreciation added back.)
This figure represents the cash generated by the business and is particularly useful when a company
does not have dgnificant invesment needs.  In 2001 this figure amounted to 242 hillion ROL or
$83449. Baring another mgor decline in trading volume or mgor capitd needs RASDAQ
gppears to have achieved aleve of operations and expense where it can survive indefinitely.

Sensitivity Analysis

While the current gStuation is sustaingble, we must dso condder RASDAQ's ability to
handle further changes in busness activity. One mgor assumption necessry for sengtivity
andysis in this dtuation is the degree to which costs are fixed versus varigble that is how much
cogs will fluctuate as activity changes. Given the large amount of cost cutting that has occurred
and the technicad aspect of the business, a good assumption wailld be that 90% of codts are fixed.
The other ten percent of codts will fluctuate with business conditions. Depreciation is not included
in this andyds dnce we ae looking a& the amount of cash flow from operations. With this
assumption, Operating Cah How would amount to $2,143 if busness drops ancther 10% and
negative $32,012 on a 20% drop in business In both cases, the Net Financid Income of $47,149
would cover the decline. Only with a 30% decline in business, does RASDAQ experience a net
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cash loss of $19,019.

On the other hand, gains in activity generate much larger cash flow. A 20% increase in
business would bring Tota Cash How to $151,760

Conclusion

RASDAQ is not in a good stuation with such low activity. Resources are congtrained and
must be watched very carefully. Expangon isnot an option.

However, the market is not in dire draits. It has managed its afairs wisdy and cut cods
effectivdly. The badance sheat is highly liquid and its only debts support current operations. Cash
flow is surprisngly podtive and sudtainable without an additiond maor drop in busness  Since
further cogt cutting will not be as productive as in the past, the market does need a business plan to
bring in more trading activity.

6.0 Conclusions

The MPP was a brave experiment. It has provided a 5 year opportunity for Romanians to
decide how to ded with ther patrimonid shares Shareholders paid nothing for these shares. If they
obtain littte money for them now or in the future, it is not a loss, or asurprise. In order to transform
trading on RASDAQ, however, it is now necessary to diminate the digraction and risk tha is
represented by most RASDAQ companies that have no interes in public trading or financing via
public markets, have too few shardolders, will not file timdy and complete financid Satements
and publicize maerid changes to shareholders, are too amdl to maiter; or are faling and going out
of busness RASDAQ's man previous role for smdl companies has been to facilitate the
corcentration of ownership. This has mostly been done. RASDAQ now needs to move on from
being a vehide to raiondise the initid holdings of MPP shareholders, to become a maket that
provides liquidity and can facilitate the railsing capita function for companies.

An examinaion of the cogs and benefits of normdizing trading on RASDAQ market by
reducing the number of shares traded on its system is on baance likey to benfit dl the key groups
of maket paticipants, including shareholders, companies, broker-dedlers, the NSC, the APAPS,
and RASDAQ itsdf. There are two main reasons for this: fird, the current structure of RASDAQ
delivers few bendfits so moving away from this dructure is unlikdy to cause sgnificant losses and
second, a move to a new environment which is likdy to have a higher quaity market may bring
with it some vauable gains.

Of the many drategies that could be undertaken to transform trading on RASDAQ, three
gopear to be the best. None of the policies are mutudly exclusve, and dl can be pursued a the
same time. In the short term, the most feasible policy is likely to be for RASDAQ to create some
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tiers on its market to dgnd to market participants the nature of the different shares on its system.
The highest tier would contain those securities most suitable for public trading, while the lowest tier
would contain the vast mgority of shares whose characterigics make them unsuitable for public
trading. The second viable policy is to suspend from trading on RASDAQ those shares thet are
unsuitable for trading. In the longer term, the third drategy, namely a move to change the datus of
many of the companies on RASDAQ from open to closed, would ddiver the desired policy of
enhancing trading on RASDAQ. It would dso remove many inapproprite companies from
RASDAQ, and have the attendant effect of increasing their value to drategic investors.
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Appendix 1.0 Acronyms

ANSVM Asociatia Nationda a Societetilor de Vaori Mobiliare (English equivdent = NASD)
APAPS Autoritatea de Privaizare S Adminisrare a Participarilor Statului (The Authority for
Privatization and Management of the State Ownership) (Previoudy SOF)

BSE Bucharest Stock Exchange (Romanian equivaent = BVB)

BVB Bursade Vdori Bucaresti (English equivdent = BSE)

CNVM ComisaNationdaaVaorilor Mobiliare (English equivdent = NSC)

COO Certificate of Ownership

EU European Union

GOR Government of Romania

IAS Internationa Accounting Standards

IFC International Finance Corporation

IPO Initid Public Offering

MBO Management Buy-Out

MEBO Management and Employees Buy-Out

MOF Ministry of Finance

MPP Mass Privatization Program

NSC Nationa Securities Commission (Romanian equivaent = CNVM)

oTC Over-the-Counter

POF Privatization Ownership Funds

RASDAQ  Romanian Asociation of Securities Deders Automated Quotation system

ROL Romanian Lei

RRA Regigrul Roman d Actionarilor (Romanian Shareholders Registry)

SIF Societate de Invedtitii Financiare (Financid Investment Company)

SOF State Ownership Fund

SME Small and Medium Enterprise

SNCDD Nationd Securities Clearing Corporation Settlement and Depository

SRL Societate cu Raspundere Limitata - Limited Liability Company (LTD)

UNOPC Uniunea Nationda a Organismdor de Plasament Colectiv (Nationa Association of
Investment Funds)
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Appendix 2.0 I nter viewees
Alexandru, Petra; Deputy Generd Manager, Bucharest Stock Exchange (BSE)

Anderson, Charles T. (CFA); Government Debt Issuance & Management Advisor, US Department
of the Treasury, Office of Technicd Assistance, Ministry of Finance

Andrel, Elena, Generd Manager, BCR Securities (Bank Broker Deder Subgdiary) and Member of
Board/RASDAQ

Andre, Smind C; NCH Advisors (Broadhurst), Generd Manager and Chairman, Association of
Broker Dealers (ANSVM)

Anghd, Dan; Director Generd, United Grains
Apostol, Camil; CEO, Central European Financid Services, SA.
Aghton, Vivien; Director, Foreign & Colonid Investment Fund

Barbulescu, Dan; Managing Director CH Romanian Investment Advisors Association, Bucharest
Equity Investment Group

Bucurenciu, Aura Director Marketing Operations, RRA, Romanian Shareholders Registry

Cantona, loan; Chairman of the Board/Regisco Shareholder Independent Registry, SA. and Deputy
Director/Minigtry of Industry and Resources

Chrigtache, Dragos, Chair man and CEO, SIRA Invest
Ciurezu, Tudor; Deputy Manager, Oltenia Financid Investment Company
Crigti, Sandu Necula; Investment Officer, Romanian American Enterprise Fund

DeAngdis, Michad A.; Government Securities Legd Advisor, Emerging Markets, US Department
of Treasury, Office of Technicad Assistance

Danescu, Dorin; Diretor Executiv, SIRA

Dimitriu, Irinag Expert, Authority for Privaization and Management of the State Ownership
(APAPS, formerly SOF)

Dimitriu, Matel; Associate, Centra European Financial Services, SA.

Dinu, Rau; Consultant, Parliament of GOR, Legidative Council

Dochia, Aurelian; OECD Consultant and Generd Director, BRD/SG Corporate Finance
Duminica, FHorin; Director of Services, RASDAQ

Dumitru, Anca; Director Genera, RASDAQ

Dunbar, David; Chief of Party, LGA Romania, Loca Government Assistance Program in Romania,
Funded by USAID

Donoaica, Chrigting; Assistant with Post Privatization Fund, sponsored by EBRD

Donoaica, Cogtin; former director of BVB training team, 1991-1995

Doeden, Jay S.; Senior Manager, KPMG Barents Group

Dolea, Florin; Managing Director, EFM, A Company of Alliance Group and Bank Austria Group

Duran, Anna; Executive Director, Nationd Securities Clearing Corporation Seftlement and
Depository (SNCDD)

Ewadd, John F, 111; Resident Advisor, KPMG Consulting, Nationa Bank of Romania
Farmache, Stere; Generad Manager, BSE
Flurescu, Nicolag; Genera Manager, EDA-ASA
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Fogter, Mark; Country Director, Financia Services Volunteer Corps (FSVC)
Godeanu, Sorin; Executive Manager, Regsco, SA Shareholder Independent Registry

Hayes, Jod D.; VicePresdent and Chief Investment Officer, RomanianAmerican Enterprise Fund,
Magjor Transactions Program

Hobson, Rondd B.; Senior Economigt, Commodity Futures Trading Commisson/Seminar for
Romanian Capitd Market

Hodeg, Crigtinalona; Investment Advisor, Bucharest Equity Research Group

llie, Mirceg; CEO 1997-1998, Romanian Shareholders Registry (RRA)

lonita, Angela; Vice President, EFM, A Company of Alliance Group and Bank Audtria Group
lordache, Gratiela; Executive Director, Shareholder Association of Romania

Jaba, Liviu, Dr.: Owner/Director, Microgectronica

Kusark, Gregory J; Senior Economig, Commodity Futures Trading Commisson, Divison of
Economic Andyss'Seminar for Romanian Capitd Market

Maracine, Denisa; Firans Buchareste SA

Miclaus, Paul-Gabrid; Commissioner, Romanian Nationa Securities Commission (CNVM)

Mihaescu, Teodor Horia; President and Asset Manager, SIF Muntenia, SA Asset
Management

Mihaila, Rodica; Head of Unit, Privatization on Capital Markets; APAPS

Neacsu, Dragos, Chairman and CEO; RCI, Raiffeisen Capital & Investment, SA

Necula, Elena; Head of Office; Directorate for Relations with Internationa Organizations, APAPS

Nitu, lonut; Director, Capita Securities, SA

Onitica, Gabridla; Generd Manager, Capitd Securities, SA

Oprescu, Sergiu; President of the Board of Directors, BSE; Vice President, Alpha Bank

Petersen, John; Division Director, Government Finance Group, A Divison of ARD

Pogonaru, Forin; President, Central Eurgoean Financia Services, SA.

Popescu, Virgil; former President, National Association of Securities Deders (ANSVM)

Popovidi, Irina Mihada Vice-President and Commissioner, CNVM

Provost, Dennis; CIDA Coordinator, Canadian Embassy

Sandu, Mihedla; Depatment Supervisor, Government of Romania Ministry for Smal and Medium
Enterprises and Cooperatives

Scott, William E.; Chief of Party, Romanian Agribusiness Development Activity
Serdan, Corndliu; Marketing Manager, Ascensorul, SA

Smion, Dragos, Chief Executive Officer, Quadrant Asset Management and UNOPC (Mutua Fund
Association — Union)

Sorin, Traian; Manager, Elcomp, SA

Stroica, Rodica; Depatment Supervisory, Government of Romania Ministry for Smal and Medium
Enterprises and Cooperatives

Stroica, Septimiu; Vice-President/Board, BSE, former Chairman/RASDAQ
Szd, Petre Pavel; Chairman of the Board & CEO, Muntenia Consult
Tanasoiu, Adriana, Deputy Manager, BSE
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Tincu, Danalondla Anca; Member of Board/RASDAQ

Toma, Congantin; Senator/Parliament of Romania, Presidente of the Capitadl Market Committee of
Senate Commission of Budget, Finance and Banking; and Owner/Romanian Businessman

Trepcea, Dan; Director, Financiad Advisory Services, Deloitte & Touche

Tudor, Razvan; Chief Marketing Dept., Maketing and PR Dept., Bursa Romana de Marfuri
(Commodities Exchange/BRM)

Turcu, Nicolae, Secretary to the GOR Legidative Council, President of the Section of Private Law
Vafam, Stefan; Presidente, IMSAT

Vitan, Roxana, Vice-Presdent and Portfolio Coordinator, Romaniat-American Enterprise  Fund
Maor, Mgor Transactions Program

Zamfirescu, Nicolas, Presdent, DZ Finance Broker Deder, former Partner, Deloitte & Touche
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Appendix 3.0 Figuresand Tables

Tablel

Annual Trading Value

1997 1998 1999 2000 2001
Annual trading value | 2,828,234| 3,723,108] 3,620,794 3,066,127 2,718,400
(mil. ROL)
Changein ROL (%) - 31.6% -2.7% -15.3% -11.3%
Annual trading value 386,099 419,296 242,225 144,472 93,700
(ths. USD)
Changein USD (%) - 8.6% -42.2% -40.4% -35.1%

Table 2
Annual Number of Tradesand shares Traded

1997 1998 1999 2000 2001
Number of trades 447.099 539.809 272.27€ 140.506 87.100
Change (%) - 20.7% -49.6% -48.4% -38.0%)
Number of shares 796,388| 1,353,002 2,133,810] 1,209,137 770,311
traded (ths)
Change (%) - 69.9% 57.7% -43.3% -36.3%

Table3
Number of Companies Availablefor Trading

1997 1998 1999 2000 2001
Number of companies 5,353 5,496 5,365 5,425 5,081
availablefor trading
Change (%) - 2.7% -2.4% 1.1% -6.3%

Note as a the end of the year
Financia Market Reform 30 Deloitte Touche Tohmatsu
Transformation of Tradina Febhriiary 2002



Table4

Distribution of Companies Delisted from RASDAQ

Administrative Delisted No. Natural Delisted No. Transferred toBSE No.
Withdrawn 364 | Closed business 132
Closed companies 104 | Suspended S\P Petrom 43
Delisted 2 | Merged 42
Bankrupt 10
Taken-over
Liquidated
Dissolved
Spin-off 1
Total 470 | Tota 237 | Tota 62
Total Delisted 769
Table5

Distribution of CompaniesD elisted per Year

1997 1998 1999 2000 2001
Number of companies 103 113 23 76 455
delisted
Change (%) - 9.7% -79.6% 230.4% 498.7%
Table6

Number of Companies Traded, Number of Companieswith no Trades, Number of Trades

No. of
No. of companies No. of companieswith no trades No. of companies with no tradeg No. of trades] PSS With
traded lessthan 12
trades
. . more 12
no bids less 12 bidslyear | no asks askelyear
[ 2001 2,739 1,780 094] 2,480 315 2,799 87,119 15%
2000 3,137 1,301 1135] 2,110 357 2471 140506 1605
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Table7

Annual Trading Valueand the Distribution of Companies Covering 50% Respectively
90% of the Trading Valuein 2000 and 2001

Trading value (USD)

No. of most active companies

(including the public

(without public offers

(covering 50 % of

(covering 90 % of

offers) trading value) trading value)
2001 93,730,645 53,353,149 13 194
2000 144,472,647 94,307,640 27 287
Table 8

Distribution of the Numbers of Companies with the Respective Amounts of
Shareholdersthey had at Year End 2001
(Companies with the Romanian Shareholders Registry)

No. of shareholders fewer than 100 ]101-500 [501-1000 mor e than 1000

No. of companies 1115 1047 400 537

% of total no. of companies* 21.9% 20.6% 7.9% 10.6%

* 5081 Rasdag companies as of Dec. 2001
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Appendix 4.0 Listing on the BSE
New BSE liging requirements were requested in 1999, gpproved by the NSC in 2000 and

became effective in 2001. They create four liging tiers. the fird and second (or basic) atempt to
comply with EU standards, while the other two are informa categories. The listing requirements are

asfollows.

For the firgt tier (of which there are 19 companies), a company must have: 1) minimum
share cgpitd or a market capitdization of 8,000,000 Euros 2) three years of busness activity; 3)
net profit for two of the past three years, 4) if have loss in 1 year of 3 years, must have profit prior
annum; 5) 15% of issues and outdanding shares must be held by a leest 1,800 shareholders, A
public float of 15% of the totd issue or a least 75,000 shareholders 6) report Financids in IAS; 7)
pay dividends within 60 days of shareholder approva; 8) a 2-year written business plan; and 9) 2
year poditive cash flow.

For the second (or basic) tier (of which there are 46 companies), a company must: 1) have a
minimum share cagpitd or a market capitaization of 2,000,000 Euros, 2) prepare and file an annud
report audited by extend independent auditors, 3) continue to meet liging and maintenance
requirements, 4) comply with NSC continuous disclosure requirements (financiad reports issued two
times per year), and 5) mantain securities in a demaeridized form that are fredy tradable. The
BSE permits some flexibility for a company to trangtion between the two top tiers. For instance,
two companies are sill working to raise their socia capital to BSE 1 tier requirements.

The third tier contains companies which have been ddigted but the shares of which are dill
traded on the BSE. There are 53 such companies. This informd tier requires no disclosure,
according to BSE rules, dthough the NSC requires disclosure twice esch year. Some of these
companies may move to RASDAQ.

The BSE announced one further lising tier “extra’ on 12/11/2001.® In this tier, companies
voluntarily agree to abide by some corporate governance recommendations prepared by the OECD.

Delisting procedures

The law requires that:

the securities lised on the Stock Exchange shdl be withdrawn from
lising upon the remova of ther regidration with the Securities
Regidration Office The Stock Exchange Committee may order
withdrawa from liging if it condders that an ordely maket of the
repective securities cannot longer be maintained or reedablished.
The decigon in respect of withdrawing from lising on the Stock
Exchange of shares offered publicly or of other securities conferring
rights on the issuer shall be made with the approva of NSC!

The Securities Regidration Office is authorized to remove the securities regidtration of a
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company under the following circumstances™ 1) Issuer's bankruptcy procedure 2) Totd
redemption of the outstanding securities made by the issuer; 3) Merger; 4) Judified issuer's request;
5) When the NSC bdlieves that there is an excessve concentration of the securities holding, leading
to a low public interest; 6) When a company becomes closed company.® 7) When the issuer fails
repegtedly to gpply the legidation and regulaions consdered essentid for investor protection.

Ddiging may take place & the BSE in the following circumgtances. 1) the company fails to
meet the minimum share cepitd requirement; 2) a the request of the Generd Shareholders
Mesting; 3) there is a merger, consolidation, successful tender, or corporate reorganization. 4) the
company fails to pay its regidry fees for two months or its maintenance fee to the exchange (which
is based on trading activity); 5) the bankruptcy procedure hes darted; 6) the company fals to
comply with the financid reporting requirements;, 7) the company becomes a closed company; 8) if
the issuer fals to meet the legidaive and regulatory conditions deemed essentid for investor
protection. **

The ddiging process is initisted when the Listing Committee reviews each company. The
Committee recommends candidate companies for ddigding to the Board of Governors, which votes
on each company. The NSC must then approve each ddisting. The NSC takes the decision to send
the company in the unliged, but traded, companies section. The NSC can dso decide upon the
company withdrawa with or without the BSE proposa.®® The rues do not, however, specify when
the NSC can take such a decison. Under the exiging and proposed securities law, the NSC
composss the lising and ddigting rules and procedures of the exchange. The BSE does send severd
warnings to a company prior to initiaing the ddigting process.

Since 7/2001, the BSE deliged 36 companies, and moved ther shares into the “unlisged” but
traded tier. 5 moved to RASDAQ, and 31 went to the unlisted tier. Of the 36 delisted companies, 22
were ddiged due to faling the minimum share cgpitd requirement or market capitdizetion, 9 faled
the peformance requirements (i.e had losses in 2 of the last 3 years), and the bdance of 5
companies falled both the cepitd and peformance requirements. Since 10/2001, the BSE board
prolonged the completion of the ddigting procedure, to dlow 7 of the 36 to dtempt to come into
compliance with the rlevant regulations. 6 of the 7 companies were able to do so, and were re-
admitted to liding. As of 1/1/2002, the Board planned to review this one outstanding company’s
compliance with BSE listing Standards.

After the “pilot” IAS program is completed in 2002, dl liged companies must report under
Romanian 1AS. No date has been specified for this compliance yet, however. This will impact many
BSE issuers. As EU requirements date that al companies listed on European exchanges must report
usng IAS by 2005, the NSC, and BSE, will need to determine how to manage these companies
compliance with this new financid requiremen.
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Appendix 5.0 RASDAQ Complex
Trading System

The Nationd Association of Broker-Deders is a “civil legd person” managed by a Board, a
Generd Manager, and daff. It gopoints the Board of RASDAQ market, which is an SRL that it
owns. ANSVM has 5 employees and expenses d about 10 billion ROL.

Trading terminds are used by dedes to enter quotations to reflect trading interest.
Negotiation is via termind or by phone. Trades are reported through the system. Montages of
current quotes (by stock) and of executed tredes are displayed on the trading termind. Trading
terminds are not connected to the shareholder regidries When a sde of shares is initiated, the
sling broker requistions the shares of the sdling dient to be changed from the client’'s name to
the SNCDD regigtration. At the SNCDD the shares are recorded in the broker’ s name.

The RASDAQ STRATUS trading system is quote-driven, endbling brokers to input and
negotiate orders on the screen ® Trading takes place from Monday to Friday, between 10.00-14.00.
Trading is limited to the members of ANSVM, who are supposed to have a minimum share capita
levdl. According to NSC Regulaion 1/2001 as of 52002, the leve is st a& ROL 2 hillion for
brokers, ROL 4 billion for deders and ROL 12 billion for underwriters. At the same time, the
brokers — as individuds, must be employed by a RASDAQ member and must be authorised as both
securities agent and broker.

After 1997's high volume of trading RASDAQ purchased a second more powerful
STRATUS sarver. This new server is currently used for daily trading, and its software was recently
updated by RASDAQ IT experts to adjust the system to include new rules expected to be approved
by the NSC in 2002. These new rules include trading in tiers, and bid/offer spread parameters, and
issues involving the role of RASDAQ as an SRO. The older server is now employed for testing and
training, and as the disaster recovery system.

Brokerage houses are dlowed to register as market makers for an unlimited number of listed
companies, ether for round lots (minimum 200 shares) or for odd lot trading (between 40 and 199
shares). Market makers are obliged to maintain quotations for a least 10 days for round lots and 30
daysfor odd lots, but are dlowed to change the bid and asked prices during the trading day.

Change in bid/ask quotations are dlowed within a minute after the concluson of a ded on a
security, however the new quotes must be reasonably linked to the security’s prevailing market
price. Hence, market makers firm quotes should be within a 10% range of the best bid/ask prices,
while for securities with a sngle market maker, firm quotes should be within a 20% range from the
last trade. Precticdly, there are Stuaions when market makers change their quotes consecutively
without making any dedlsin between.
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Brokerage houses not registered as market makers can only introduce “indicetive quotes’
for any securities, which can be modified or cancdled a any time during the trading sesson.
RASDAQ imposes the following redrictions on trading prices 1) if there are firm quotes for both
bid and ask pogtions, the trading price should be within the best bidlask range, 2) if there are firm
quotes only for the bid (ask) postion, the trading price should be within 20% range from the firm
quote; 3) if there are no firm quotes, the trading price should be within 20% from the lagt trading
price; however, a ded can be concluded a any price, if no trade has been done in that stock over the
previous two weeks. A market maker is alowed to buy or sal securities from or to a dient outsde
the best bid/ask range if the operation favoursthe client.

There are two methods of reaching a deal on Rasdag, namely the direct deal process and the
negotiated process. In the direct ded process, the ded is agreed before sending the offer through the
system, with the other party having to accept it “as is’. In the negotiated process, the orders are sent
through the sysem’'s computerised facility to the other party, which can accept, modify or reect
them within a specified period within the sesson. In order to enter the settlement process, dl orders
which are introduced in the system, must be confirmed by the other Sde. Block trades (over ROL
200m or & lesst 5000 shares with a nomina vaue of ROL 25000 or 125000 shares with a
nomina vaue of ROL 1,000) can be done a virtudly any price.

Governance and Regulatory Structure

RASDAQ market was formed as an SRL, it has a Board and Generd Manager and taff.
The Board is nominated by ANSVM. RASDAQ owns a computer communication system, which
was supplied by USAID in 1996. Fees for terminads and transactions are collected from broker-
deders. It has 10-15 employees and annua expenses of about 11 billion ROL.

Neither RASDAQ nor the ANSVM are formdly a “stock exchange’ under Romanian Law,
which defines a stock exchange as:

. an inditution with judicd pesondity, assuring for the public,
through the activity of the authorised intermediaries, agppropriate
sysems, mechanisms and procedures for the continuous, ordly,
transparent and equitable performance of the securities transactions
and representing the officid and organised market for the negotiation
of the securities acoepted for liding, offering to the savings invested
in them mord guaantees and finencdal security through  the
continuous assessment of the liquidity of the respective securities™

SRO datus weas initidly given to the ANSVM on a temporary basis in 1996, to be renewed
every year. In 9/1999, NSC retracted this status, due to the ANSVM'’s failure to meet its obligations
regarding market paticipants training, its lack of compliance with market regulations, and dso the
history of legal processes the ANSVM garted against NSC. ANSVM has a new board of directors
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and will request to receive its SRO status back again.

Clearing and Settlement

Clearing and settlement is run by the Societatea Nationda de Compensare Decontare s
Depozitare (SNCDD). SNCDD is a commerciad company with a Board and Generd Manager. It is
owvned by a number of finandd inditutions, and its Board is made up of 4 banks, 4 brokers and an
insurance company representative. Fees are charged for membership and transactions.

At the end of the trading day, the 3 day settlement cycle is commenced. All trades involving
two brokers are reported to and settled through the SNCDD. Both money and share deliveries are
netted. Usudly the purchaser keeps his shares regisered under the control of his broker and
registered in the name of SNCDD. The SNCDD makes a charge for reregigtering out in customer
name at the company’s regidry.

Registries

There ae deven “independent” regidries. Initidly, there was the BSE regisry (for
companies choosing to lig on the BSE), and only one Romanian Regigry of Shareholders (RRA)
dated in 1997 with 12 million regigered shareholders in nearly 6,000 companies By mid 1999
competing “independent” regidtries had been established and severd hundred companies choose to
move to RRA’s competitors. The mgor competitor, Regisco, won the job of holding the registry of
the SIFs some 45 million-shareholder pogtions in 15 million accounts. The other competitors are
gndler and are regiondly based. All except the BSE regisry are commercid companies with
separate Boards and staff. Charges are made to their corporate clients for maintaining the register of
shareholders and other services. Aggregate employees and annual expenses are not known.

Each traded company has engaged a regidry to manage its li of shareholders, gpart from
1,500 companies, which have not done s0. The regidries transdfer share postions on the eectronic
ingructions of RASDAQ broker-deders back office terminds or on the written indructions of
shareholders. Regidtries dso provide shareholder ligts to ther issuer dlients and may be engaged to
adminiger dividends and other entittements on behdf of the company. When a lig of shareholders
is requested by a company, that company’'s registry requests the SNCDD to require the broker-
deders to refer to ther client records to provide the registry with the names, addresses and number
of shares held by each of thar dients. This provides the company with a complete ligt of beneficid
owners.
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Appendix 7.0 Notes

1p. 19, Deloitte Touch Tohmatsw/USAID (2001).

2 See Baker & Johnson (1990), LSE (1999), N SE (1999), and Pagano, Rodll & Zechner
(12/2000).

3 See Foerster & Karolyi (1996) and Smith & Sofianos (1997).

* This section will be confirmed by legd counsd.

> Artidles 1.2()), 2.1-(2), 2.1.2., 2.4(1),(2), NSC Rule No. 6/1995.

® Minimum 60% of the shares offered are subscribed and fully paid.
" Article 2.4-(7) NSC Rule No. 6/1995.

8 Currently al the companies traded on RASDAQ need only obey Rule No. 2/1996 regarding
periodic and continuous disclosure.

° Article 3, NSC Ingtruction 2/2001.

0 Securities Law 52/1994, and Artidle 71, NSC Ingtruction No. 13/1996.
% Article 6:(2), NSC Instruction No. 13/1996.

2 Article 21, Law No. 55/1995.

B Artidle 2.4-(8), NSC Rule No. 6/1995, & Articles4. & 5., NSC Ingruction No. 2/2001, Article
10, NSC Indruction 13/1996.

¥source RASDAQ.
5 See RASDAQ website.
8 |Ingtruction No. 2/2001.

7 See an aticle by M. Botta, Chairman in Ziarul Financiar (2/11/2002), and aso a news article in
Romanian Business Journd.

B |t is notable in this context that 1,500 lawsLits have been launched (or are outstanding) by
minority shareholders, athough few of them have been successful.

¥ See American Chamber of Commercein Romania (1/2002), p. 19, Huitfeldt (10/2000), p. 5,
Saverson & Strahota (7/6/2001).

D American Chamber of Commerce in Romania (1/2001).

2l See p. 6, Saverson & Strahota (7/6/2001).

2 p. 5, Saverson & Strahota (6/7/2001).

% See American Chamber of Commerce in Romania (1/2002).

% Saverson & Strahota (6/7/2001) discuss other legal bases for the suspension of shares
% Artide 3, NSC Instruction 13/1996.

% Seep. 11, Saverson & Strahota (6/7/2002).

%" American Chamber of Commerce in Romania (1/2002).

% See American Chamber of Commerce in Romania (1/2002).

® American Chamber of Commerce in Romania (1/2001).

¥ At the OECD Conference, sponsored by USAID.

% Article 72, Securities Law 52/1994.

2 Articdle 10, NSC Ingtruction 13/1996, regarding registering securities, issuers and other
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inditutions.
3 Artide 2.4.4(8), NSC Rule No. 6/1995 regarding the public offer.
¥ CNVM regulation Art. 10 Instruction 13/1996.
® Artide 8, Rule No. 2/1999.
¥ This section is taken from Alpha Finance Romania (11/8/2000).
¥ Article 2.16, Securities and Stock Exchanges Act, Law No. 52 (7/7/1994).
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