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USAID SECURITIES MARKET DEVELOPMENT PROJECT 

I. EXECUTIVE SUMMARY 

This report provides details on the events and activities summarized below, as well as other 
events and activities regarding the USAlD Securities Market Development Project, as 
implemented by consultants for the Pragma Corporation (''the Pragma Team''), for the month 
of July, 1998: 

• TRADING CONTINUES TO BE CHARACTERIZED BY THE DO:MINANCE OF 
OFF-EXCHANGE ACTIVITY 

• PRAGMA TEAM OBTAINS COMMITMENT FROM NSC TO PROHIBIT, OR AT 
LEAST REDUCE, OFF-EXCHANGE TRADING. 

• KASE OPENS ITS OTC TRADING SYSTEM WITH PRAGMA TEAM ASSISTANCE 

• NUMBER OF COMPANIES LISTED ON KASE INCREASES SIGNIFICANTL Y 

• KAZAKHST ANI GOVERNMENT AGREES TO AMEND PENSION LAW, PRAGMA 
TEAM MEMBERS ASSIST IN DEVELOPING PROPOSALS FOR AMENDMENTS 

• PRAGMA TEAM MEMBERS COMPLETE FURTHER IMPROVEMENTS TO 
WEBSITE 

• NEW CHIEF OF PARTY APPOINTED 

ll. PROJECT DESCRIPTION 

The Pragma Team works with the National Securities Commission (''NSC''), the National 
Association of Broker-Dealers (''NABD''), the Kazakhstani Stock Exchange ("KASE"), and 
the Central Depository in developing Kazakhstan's securities market. The goals of the project 
include an improved legal/regulatory system, increased volume of trading of blue chip and 
non-blue chip companies, the development of a viable OTC system, and the establishment of 
the NABD as an effective self regulatory organization. To further these goals, the Pragma 
Team works under a Memorandum of Understanding ("MOU") between USAID and the 
NABD, as well as an MOU between USAID and KASE. 

ill. PROJECT UPDATE AND PROGRESS VERSUS BENCHMARKS IN TASK 
ORDER 

National Commission on Securities: 

Relevant Task: Work with Kazakhstan's NSC in order to augment the legalframeworkfor 
securities regulation. 

In the latter part of the month, after several negotiations with the NSC, the Pragma Team 
obtained a preliminary commitment from the NSC to prohibit off-exchange trading. Over the 
past several months, the volume of off-exchange trading has outweighed the volume of trading 
on KASE by greater than a ten-to-one margin. In addition to the obvious result of increasing 
the trading volume on KASE, the prohibition (or, at least, extreme reduction) of off-exchange 
trading will increase the transparency and liquidity of Kazakhstan's stock exchange, attract 
more investors, and reduce the spread that investors are currently paying. 

The Pragrna Team also began assisting the NSC in drafting regulations under the Law on Joint 
Stock Companies which was passed in early July. 
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With regard to IT assistance, the Pragma Team developed a second version of the daily 
reporting system for broker dealers, registrars, etc. (the second version contains various 
improvements regarding user-friendliness). The team also continued its efforts to assist the 
NSC in developing a database of issued licenses for securities professionals. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The NSC will have an Enforcement Division and possess The Department on Licensing and Surveillance 
both the legaVregulatory and operational capability to works within the NSC. This department 
discipline market participants for securities violations. performs activities analogous to an enforcement 

division. 

This department regularly performs inspections 
and has suspended and canceled licenses as the 
result of violations. 

The NSC will have developed both the internal and The NSC has the authority to issue regulations 
external procedures for rule-making and will possess the pursuant to the Law on the Securities Market and 
confidence necessary to develop the securities regulatory a Presidential Decree that established the NSC. 
structure through rules rather than legislation. 

The procedures for developing regulations have 
been established by the newly-enacted Law on 
Normative Acts. 

The KSC will have developed the regulatory structure for The NSC has developed several regulations 
investment funds. stemming from the Law on Investments (passed 

in March, 1997). More are being developed. 

The entire NSC prospectus emission review staff will have Consultants from the USAID Accounting Reform 
been trained in IAS and will be fully capable of Project trained the relevant NSC staffmembers 
understanding prospectuses and other documents that use in a three week course. The Pragma Team is 
IAS. assessing whether further training is necessary. 

Kazakhstan Stock Exchange: 

Relevant Task: Assist KASE in its development of operational procedures, internal 
regulations, and computer systems. 

Current Status: In addition to the above task, the AID mission requested that the Pragma 
Team assist in increasing the number of listings and the volume of trading on KASE. 

In mid-July, KASE opened its long-awaited aTC trading system. Four trades worth 13 
million tenge were executed on opening day. The opening attracted significant press attention. 
An article published in the local newspaper Panorama, noted the assistance that USAID had 
provided the Kazakhstani stock market. 

In connection, with the opening of the OTe trading system, companies formerly categorized 
as ''non-listed'' came under the new OTe category. There are thus now three categories for 
shares, A, B and OTC. See attachment 1 for details on listings 

Trades on KASE were light and continued to be dwarfed by off-exchange activity. See 
attachment 1 for details. See attachment 2 for rnonth-by-rnonth totals. 

With regard to assistance to KASE, Rick Dvorin provided its surveillance staffwith an 
oveniew of techniques for monitoring the OTe market. Further, Tim Smith clarified v.ith 

:3 
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Azat Nukushev (the President ofKASE) that USAID would provide it equipment in late 
August that would allow broker-dealers to remotely access KASE's trading system. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The ISMS trading system will have been integrated into After the Task Order was written, Kazakh 
KASE so that KASE can trade corporate securities. securities officials decided to develop their own 

system rather than adopt the ISMS. They 
completed this system and opened it in July, 
1998. 

The organizational and regulatory structure of KASE will KASE is a licensed legal entity with a 
be in place. functioning charter and internal regulatory 

boards, etc. 

A fully functioning OTe market system, able to A computerized, OTe trading system opened in 
accommodate a large volume of trading and applicable to July 1998. 
similar markets in other countries, will be in place and 
fully tested and functional. 

Information technology sta£t: who are part of the NABD, The IT staff: who are part ofKASE, are capable 
will be fully trained in the use and maintenance of the new of using and maintaining the OTe system. 
OTe system and be able to operate it without additional 
expatriate assistance. 

National Association ofBrokerlDealers: 

Relevant Task: Assist the NABD in the establishment of over-the-counter securities trading 
system and in the development of the NABD's ability to operate as a self-regulatory 
organization. 

Mr. Dvorin continued with his efforts to train the NABD regarding various regulatory matters. 
Several training sessions had to be rescheduled, however. Many of the training participants 
were called upon to accompany NSC staff on back-office inspection of brokers and dealers. 
With regard to future training efforts, Mr. Dvorin met with NSC officials to plan a listing and 
IPO conference as well as a seminar on back-office procedures and books and records 
requirements, both to be held in Almaty in mid-autumn.. 

As of the end of the month, the NSC stilI had yet to rule on the NABD application for 
approval as a self regulatory organization. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

NABD will be at least 75% financially self-sufficient and The NABD covers at least 75% of its expenses 
able to operate the OTe market system by itself, including through membership fees and seminar revenues. 
the funding ofIT personnel. The project pays for NABD seminar expenses 

(up to $500 against receipt), and has agreed to 
pay the first year's membership fee in an 
international association of broker -dealers. 

At least one Kazakhstani enterprise will have obtained Spurred partly by initiatives and seminars of the 
corporate finance assistance from the broker/dealer Pragma Team, broker-dealers are bringing 
community, and by the conclusion of the task order five numerous companies to the OTe on a regular 
firms will have obtained this assistance. basis, as well as working with various enterprises 

"~-" 
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I to determine means of obtaining financing. 

Central Depository: 

Relevant Task: Assist the Central Depository in its development of operational procedures, 
internal regulations, and computer systems. 

In connection with the passage of the new Law on Joint Stock Companies, :Mr. Dvorin and 
Pragma Team's local attorney drafted regulations on the interaction between the Central 
Depository and the registrars that will be authorized to hold shares of public companies under 
the new law. 

With regard to IT assistance to the Central Depository, Mr. Smith met with Bakhytzhan 
Kupushev (the President of the Central Depository) to discuss its plans and future needs. In 
particular,:Mr. Smith confirmed that clearance and settlement software that USAID had 
developed in Romania could work on the Central Depository's system and expressed hope 
that USAID could obtain this software for use in Kazakhstan. Subsequently, the AID mission 
informed the Pr<l::,oma Team that this software was available. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The organizational and regulatory structure of the Central The Central Depository is a licensed legal entity 
Depository will be in place. with a functioning charter and internal 

regulatory boards, etc. 

Corporate Finance Activities: 

Relevant Task: Assist the government in a "blue chip" privatization program. 

Current Status: Because Kazakhstan's blue chip privatization program was placed on hold, 
the Pragma Team hasfocused on increasing the number of listings of a broader range of 
companies. 

With adoption of new regulations by KASE, the companies formerly categorized as "pre­
listed" moved to the B board, and the "non-listed" companies were moved to the OTC 
market. 

To further stimulate listing efforts, the Pr~ama Team helped organize a listing seminar for over 
100 companies in mid-July. The official sponsor was the AImaty Regional Ak:im. Speakers 
included the Akim, NSC Commissioner Kulinov, the President ofKASE, and the President of 
the ABD. Several Pragma Team members also spoke, including Paul Carlson, Andrei Nadein, 
and Alexander Kozlenko. After the seminar, Pragma Team members began follow-up efforts 
with the attendees. 

Listing activities have begun picking up pace. With the assistance of the regional consultants a 
company located in northern Kazakhstan submitted an application for an A listing, and t\.vo 
other companies submitted applications for B listings. As of the end of the month, a company 
was awaiting :final approval for an A listing and another company was awaiting final approval 
for a B listing. 

As of the end of the month, the total number of Iistings had increased dramatically. See 
attachment 1 for details. Although this sharp increase was partly caused by the establishment 
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of the OTC category, further increases are expected as brokers increase their efforts to bring 
listing to KASE, most likely in early autumn. 

Two of the more notable companies to be listed on the OTC with the help of the Pragma 
Team consultants was the Almaty candy factory Rakhat and the Pavlodar Refinery. Rakhat is 
one of Kazakhstan's largest producers of candies with a fully paid-in authorized capital of US 
$7.7m. The Pavlodar Refinery, located in northern ~ is considered one of the most 
modern refineries in the former Soviet UniOIL 

The Pragma Team also explored further ways by which Kazakhstan's State Privatization 
Committee ("SPC") could increase its use of the stock market as a means offurthering 
privatization. Among the issues under discussion is an SPC mandate for having companies 
under its control to list their shares on the exchange. 

Web Site Activities: 

The Pragma Team improved the web site. It now includes the following features: 

• Infonnation on trades on KASE 

• Statistics on visits to the web site 

• Profiles of various large Kazakhstani companies 

Other Events and Activities: 

Upon a special request from the AID mission the Pragma Team began working closely with 
the USAID Pension Reform Project on submitting changes to the Law on Pension Provisions. 
One of the primary foci of the Pragma Team was clarification of the ownership rights of the 
beneficiaries to assets held by the pension funds. 

Daniel Fitzpatrick was named Team Leader in late July. 

IV. PROJECT STAFFING 

The following personnel were engaged in project activities this month: 

Paul Carlson, Senior Investment Advisor 

Richard Dvorin, Senior Capital Markets Advisor 

Daniel Fitzpatrick, Team Leader 

Timothy Smith, Senior Capital Markets Advisor 
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Attachment I 

Securities Market Development Project 
Activity Ana1ysis 
30 July, 1998 

Listing Morutor: 

Exch JSC's Issues Pipeline 
Listed Listed 

A 3 4 1 
B 11 21 35 
OTe 15 24 2 
Total 29 49 38 

Comments: In July the pre-list issues moved up to the B board and 
the N list issues were assigned to the OTe market. There were four 
new companies listed on the GTC market representing six new issues. 
There are also three companies with applications pending at the 
exchange for A and B listings . 
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Attachmenl II 

S~curilies Markel DcvclopmenWrojecl 

18 August 1998 

1998 Comparative Slock Market Trading statistics 

Off Excl)angc KASE 
Month I "I 

Trades! Shares "I Tengo Amount Trades Shares 10llge 
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USAID SECURITIES MARKET DEVELOPMENT PROJECT 

Montly Report for August 1998 

I. EXECUTIVE SUMMARY 

This report provides details on the events and activities summarized below, as well as other 
events and activities regarding the USAID Securities Market Development Project, as 
implemented by consultants for the Pragma Corporation ("the Pragma Team" or "Team"), for 
the month of August, 1998: 

• KASE and ABD reduce stock exchange fees for second tier brokers to encourage greater 
use of trading systems. 

• NSC, after receiving input from Pragma Team decides against recommending restrictions 
on capital flows. 

• Pragma Team begins process of preparing state-owned shares of companies to be listed on 
the stock exchange. 

• Pragma Team submits proposals for changes to the pension law. 

II. PROJECT DESCRIPTION 

The Pragma Team works with the National Securities Commission ("NSC"), the Association 
of Broker-Dealers ("ABD"), the Kazakhstani Stock Exchange (''KASE''), and the Central 
Depository in developing Kazakhstan's securities market. The goals of the project include an 
improved legal/regulatory system, increased volume of trading of blue chip and non-blue chip 
companies, the development ofa viable aTe system, and the establishment of the ABD as an 
effective self regulatory organization. To further these goals, the Pragma Team works under a 
Memorandum of Understanding (''MOU'') between USAID and the ABD, as well as an MOU 
between USAID and KASE. 

ill. PROJECT UPDATE AND PROGRESS VERSUS BENCHMARKS IN TASK 
ORDER 

National Commission on Securities: 

Relevant Task: Work with Kazakhstan's NSC in order to augment the legalframeworkfor 
securities regulation. 

The Pragma Team continued to work on the issue of excessive off-exchange trading (see last 
month's report for a description of the off-exchange issue). A key factual question pursued by 
the Team was the extent to which brokers were trading with each other off-exchange. If such 
is the case, the need for restrictions regarding this matter would become even more 
compelling. 

Further, the Team assisted the NSC in developing 

-an instruction that would regulate the procedures for state registration and issuance of 
bonds; 

-an instruction that would modify the rules for state registration of corporate shares; 

-a regulation that would modify the rules for registrars in maintaining lists of 
shareholders. 
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The Team also assisted the NSC's Licensing and Surveillance Department with the processing 
of daily and monthly reports of market professionals and determining whether market 
professionals were maintaining the capitalleveIs required by NSC regulations. Further, the 
Team continued its monthly assistance to the NSC with regard to registration of share issues. 

With regard to IT assistance, the Pragma Team finalized a second version of the daily 
reporting system for broker dealers, registrars, etc. The installation and launch of the system 
awaits a decision on how the NSC will share this information with the ABD. 

The Team began work on developing an internal computer network for the NSC. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The NSC will have an Enforcement Division and possess The Department on Licensing and Surveillance 
both the legal/regulatory and operational capability to works within the NSC. This department 
discipline market participants for securities violations. performs activities analogous to an enforcement 

division. 

This department regularly performs inspections 
and has suspended and canceled licenses as the 
result of violations. 

The NSC will have developed both the internal and The NSC has the authority to issue regulations 
external procedures for rule-making and will possess the pursuant to the Law on the Securities Market and 
confidence necessary to develop the securities regulatory a Presidential Decree that established the NSC. 
structure through rules rather than legislation. 

The procedures for developing regulations have 
been established by the newly-enacted Law on 
Normative Acts. 

The NSC will have developed the regulatory structure for The NSC has developed several regulations 
investment funds. stemming from the Law on Investments (passed 

in March, 1997). More are being developed. 

The entire NSC prospectus emission review staff will have Consultants from the USAID Accounting Reform 
been trained in lAS and will be fully capable of Project trained the relevant NSC staffmembers 
understanding prospectuses and other documents that use in a three week course. The Pragma Team is 
lAS. assessing whether further training is necessary. 

Kazakhstan Stock Exchange: 

Relevant Task: Assist KASE in its development of operational procedures, internal 
regulations, and computer systems. 

Current Status: In addition to the above task, the AID mission requested that the Pragma 
Team assist in increasing the number of listings and the volume of trading on KASE. 

In August, trading both on-exchange and off-exchange was light. This was not unexpected, 
given that many market professionals take their vacations during this period. Ahhough off­
exchange trades continued to dwarf those made on-exchange, the differences in volume 
appears to be decreasing. See attachment 1 for details and for month-by-month totals. 

In order to spur on-exchange trading, KASE resolved to allow broker-dealers who are not 
members ofKASE, to utilize the OTC trading system through March 31,1999 without paying 
the requisite entrance fee (fees for initial access are $4,000 plus a $150 per month service fee). 
Given that many ofthese broker-dealers are the ones that are amassing shares from workers, 
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they will hopefully use KASE to trade these shares with other brokers now that these fees no 
longer apply. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The ISMS trading system will have been integrated into After the Task Order was written, Kazakh 
KASE so that KASE can trade corporate securities. securities officials decided to develop their own 

system rather than adopt the ISMS. They 
completed this system and opened it in July, 
]998. 

The organizational and regulatory structure ofKASE will KASE is a licensed legal entity with a 
be in place. functioning charter and internal regulatory 

boards, etc. 

A fully functioning aTe market system, able to A computerized, aTe trading system opened in 
accommodate a large volume of trading and applicable to July 1998. 
similar markets in other countries, will be in place and 
fully tested and functional. 

Information technology staB: who are part of the ABD, will The IT staff, who are part ofKASE, are capable 
be fully trained in the use and maintenance of the new of using and maintaining the aTe system. 
aTe system and be able to operate it without additional 
expatriate assistance. 

National Association ofBrokerlDealers: 

Relevant Task: Assist the ABD in the establishment of over-the-counter securities trading 
system and in the development of the ABD's ability to operate as a self-regulatory 
organization. 

Rick Dvorin, the Senior Capital Markets Advisor, completed a training course on market 
surveillance, before leaving on vacation. The ABD surveillance officer continued to 
accompany NSC officials on their inspections ofbroker-dea1er offices. 

As of the end of the month, the NSC still had yet to rule on the ABD application for approval 
as a self regulatory organization. 

Paul Carlson, the Senior Investment Advisor, met with several broker-dealers in order to 
prepare for and promote the seminar and consulting to be performed by Bob Thiel, who is 
expected to arrive in early September. Mr. Thiel's work will focus on how broker-dealers can 
develop and maintain a base of customers willing to invest in securities. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

ABD will be at least 75% financially self-sufficient and The ABD covers at least 75% of its expenses 
able to operate the aTe market system by itself, including through membership fees and seminar revenues. 
the funding of IT personnel. The project pays for ABD seminar expenses (up 

to $500 against receipt), and has agreed to pay 
the first year's membership fee in an 
international association of broker-dealers. 

At least one Kazakhstani enterprise will have obtained Spurred partly by initiatives and seminars of the 
corporate finance assistance from the broker/dealer Pragma Team, broker-dealers are bringing 
community, and by the conclusion of the task order five numerous companies to the aTe on a regular I~ 
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firms will have obtained this assistance. 

Central Depository: 

basis, as well as working with various enterprises 
to determine means of obtaining financing. 

Relevant Task: Assist the Central Depository in its development of operational procedures, 
internal regulations, and computer systems. 

Discussions with the Central Depository regarding its possible, future utilization of the trading 
software developed by USAID in Romania continue. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The organizational and regulatory structure of the Central The Central Depository is a licensed legal entity 
Depository will be in place. with a functioning charter and internal 

regulatory boards, etc. 

Corporate Finance Activities: 

Relevant Task: Assist the government in a "blue chip" privatization program. 

Current Status: Because Kazakhstan's blue chip privatization program was placed on hold 
by the Government, the Pragma Team hasfocused on increasing the number of listings of a 
broader range of companies. 

As a result ofthe listing seminar in July (see last month's report for details) and the efforts of 
the regional consultants (who contacted more than 100 companies) the Team bas developed a 
list of22 serious candidates for listing applications. This list had been reduced somewhat due 
to several companies choosing to reregister as closed corporations under the new Law on 
Joint Stock Companies. The applications oftwo companies are currently being processed by 
KASE. 

As of the end of the month, 35 companies (sixty share issues) were listed on the Kazakhstan 
stock exchange (see Appendix IT for details). A full listing ofKazakhstani companies on the 
exchange are now be available on the Team's web site, www.kazecon.kz. 

In a further reduction of barriers to listing companies, KASE reduced the time period for 
reviewing applications for OTC status from :five days to one. 

One notable new listing was that of JSC Bayan Sulu (on the B Board), one of the leading 
confectionery manufacturers in Kazakhstan. 

Work began to prepare for listing seminars similar to the one performed in July. These will 
take place in Karaganda, Pavlodar, Ust-Kamenogorsk, and Astana 

Efforts that began last month in connection with listing companies held by Kazakhstan's State 
Privatization Committee ("SPC'') have already begun to bear fruit. Early in the month, the 
Team, in a series of written exchanges between it and the SPC, outlined the conditions in 
which it would assist the SPC in privatizing through the stock market. The Team then 
received a list of close to 100 companies that the SPC had initially intended to privatize 
through the OTC. The Team has begun reviewing these companies to make sure they are 
appropriate for OTC privatization and to determine whether their required documentation is in 
order. The Team, however, expects that a close review ofthese companies will reveal that 
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many are either essentially bankrupt or hopelessly unprofitable. It is expected that one or two 
dozen companies from this group will eventually get listed on the stock exchange. 

In further work to facilitate relations between broker-dealers and companies, Paul Carlson, the 
Senior Market Advisor, worked with three investment banks on how they might assist 
companies obtain capital and wrote up a set of guidelines for selecting a broker. These 
guidelines were distnouted to the Team's regional consultants for further distnoution onto 
companies on an as-needed basis. 

Early in September, Mr. Carlson will be traveling to Astana to meet with SPC officials 
regarding the next steps in this initiative. 

Finally, in terms oflT assistance, the Team began working on a system that would allow real 
time broadcasting of trades over the internet through the Team's website. 

Web Site Activities: 

The Pragma Team added a several new laws to the website in English and Russian and added 
a list of companies that are traded on KASE. It also began collecting references to articles on 
Kazakhstani legislation in both languages. 

The number of sessions on Pragma Wes-site totaled 7,379. Note: a session is counted when a 
user opens a specific section of the web site. It is a good measure for calculating the intensity 
of the use of the site. 

The Team also began exploring how the web site can eventually become a selffunding entity. 

Other Events and Activities: 

Working under a special request from the AID Mission, the Pragma Team submitted to the USAID 
Pension Reform Project its proposed changes to the Law on Pension Provisions. The Pragma Team 
focused on clarification of the ownership rights of the beneficiaries to assets held by the pension funds. 

During the month, the Team received a request from the NSC with regards to whether and 
how other emerging market countries restricted the rights of foreign investors to repatriate 
capital The request stemmed from efforts ofKazakhstani officials to develop a policy 
response to the financial crisis facing Russia. 

After coordinating with USAID and IMF officials, as well as several contractors, the Pragma 
Team was able to put together two responses to the NSC that emphasized the need for sound 
regulation in the financial sector, rather than restrictions on capital flows, as the best defense 
against a financial crisis. See Attachments 3 and 4. Of particular help in this effort were staff 
members of the back office ofthe Pragma Corporation, who performed a significant amount 
of research over a summer weekend to provide economic and policy materials to the Pragma 
Team on a timely basis. 

IV. PROJECT STAFFING: 

The following personnel were engaged in project activities this month: 

Paul Carlson, Senior Investment Advisor 

Richard Dvorin, Senior Capital Markets Advisor 

Daniel Fitzpatrick, Team Leader 

Timothy Smith, Senior Capital Markets Advisor 11 



-------------------
1996 Comparative Stock Market Trading Statistics 

Off E)lchange KASE 
Month I Tenge 

Trades Shares lerage Amount Trades Shares A t 
moun 

"A" I' "8" ! "OTC! Tatill "A" '1'· "B" 1 "orc" i Talal ~A" "SU "OTC'" Tolal . . 1_- I. __ 1 

~~=: ==t;~~t=,:ti~j~t==:~i~t~r::"~~~t==l::""~j:~~t=:=::I:~::~~j=~:=!==iili=~=~:":==t====.=t:==::~:::·:::i.t~~fl~ 
July 3225l 3672961 272474 131 3 i 0 i 6 I !I 1000f) i 01 8 170! 18 770 100000:>01 CI 13 984 0001 230114000 .............. - .... -····· .. ····1···· .. · .. · .. ··-· .. · .. ··1····· ...... · ................................... _. "1"--' · .... ···1··· .. ··_ .. ··_ .. · ........ -.. . ... -.......... {" ........ -·· .... 1· .. · .... · ....... ~ ................................ ·· .. · .. · .. ··:1· ............... _. · ...... ·1 ............... -..... ·4-............................... .. 
~~~(~.. .. .... ~J~.~ I'- ........ ~.~~ ~·?·~l· .......... ~ .. ~~.~!.~.~~.~ ........ ~ ...... + ..... ~ ............. ·~ .. ·-·t ........ ·· .. ·~ .. ·~~·~·~·~ .. I·· .. ~·~ .. ·9.~~~l· .. ·· ·~·~ .... ··I· .. · .. ~~ .. ~·?~· · .... ·! .. ~~·~ .. ~~~i· -.... ~ .. ::.~. ~.?~l ...... ~ .. ~.~~ .. ~~ L .......... ~.~ .~.~.~ .. !~ 

~~" ~:=:==I=:":-===l::~:==~= "~:==I==·=I==~r~==:::=::~l~"="=!=:::=f:=~=:=~:=f=~~::~=.~::::::=j==:=::==::~~: 
Tolal 14155 592632) 2 03e !l3' 9361 401 8.7 0401 66 65H~1 

>-pot. .... 
1:1 
n 
::T' 
9 
II) 

::s .... 
1-1 

/s-

.... 
VI 
~ 
!D , 
II) 
OJ 

.... 
II) 

eJ 

a 
--.] 
~ 
Ul 

'LI 

B 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

19:53 

Attachment II 

Securities Market Devduymellt Prqject 
Activity Analysis 
J 1 August, 1998 

Listing Monitor: 

Exch JSC's Issues Pipeline 
Listed LisTed 

4 3 4 I 
B 12 23 15 
OTC 20 ,3 6 
Total 35 I 60 22 

In August, there were two new listings OIl the B board from one 
company ;md njne new urc ti.stings represeming five auditional 
cOLllpanies. Total listin.gs rose iTom 49 to 60 during the month and 
companies rust:: uy six to 35. There arc two pending B board 
companies which we expect the KASE council to act on soon. There 
are also three to four companies That we believe all::: very likely to 
complete their applications for the B board in Septemher. 

"10.7...,5 r;:i03 

/6 
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THE PRAGMA CORPORATION 
Kuzu/c.slun, Almary 480091 

58 Nauryzbai Satyr 51., Office 49 
Telephone: (3272) 393885, 393322 

Fax: (3272) 39 33 78 

t-1O.7-15 [;10-1 

THE PRACMA CORPORATION 
480091, Ka3axcmall, AlzMamvl 

Yll. HaypbZ36au Eamblpa 58, 1(OM. 49 
Tc.~e4>o1i: (3272) 393885, 3933 22 

tPa1<c: (3272) 3933 78 

&-7sil allr sue on the World Wide Web, 
17fe Si'C",.iliK Mrr,,/;pt ",,,I P,ivnriralinn in Kg"'glqran. at 

hrrp://II.·-.J'N.}(uucon.lr.z. 

To: Mr. NiylJ.ZOv 
From: Daniel fitzpatrick 
Date: 12.08.98 

Dcar Mr. Niyazov t 

for th~ last week the USAID Securities Market Development Project has been attemptine, to collect 
information in response to the reque$t in your letter to me dated August 7, 1998. Further, ~everal oLl)er 
USAID projccts and the USAID mi$sion itself have been attempting to gather the information you 
requested. 

Aftcr much scm-ching, it is our conclusion th<lt there does not exist an up-to.date comparative analysis of 
the legislation on restrictions on the rights of investors tv withdraw capital in cOllntri~~ that have been 
affected by the global financial crisis. 

There an: thus two alternatives. The first would be to perfonn individual research on t:'~'lr.h country and 
then assemble a comparative analysi.s. This task, however, is outside the scope of expp.r1ise of our project. 
and even ifit were within our scope, would take weeks and perhaps months to accompli!:h. 

The second alternative (which we chose) is to collect the annual ratings on C'Jlpital flOVlS and foreign 
investment regulations for varioU!: countries. These ratings are established by the Heritage Foundation. a 
research group based in Washington DC. According to their system, a rarine of 1 or 2 indicate that the 
rcstrictions on c:lpito.l flows and foreign investment are minimal. Countrie:!: with a score of approximately 
3 have Some rcstrictions in this area. Countries with· a score close to 4 have Significant restrictions. 
Countries with a. score of 5 employ the most oppressive restriCflons on capital flows and foreign 
investment. 

The Jist of countries and their correspondent ratings are attached. Whe:re possihle, we have provided you 
with information on the performance of the particular country's stock mrtrket !'ince the beginning of 1998. 
We can supply you with the onginal English language docume.nts, ifyOll nf'.cci them. 

I hope Lhis mntcrio.l is helpful. Please note that over the next s?veral days we will send you additional 
infoT.ln~tion if it becomes available. If you have any qucstion$, plea~e feel free to call. 

Sincerely, 

Daniel FitZpa(rick lEST AVAILABLE COpy 
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Country Rating on Restrictions on 
Capital Flows and Foreign 
Investment 
Country 

Type in checked Type in rating (I will givc you 
countries latt!r) 
Areentina 2 
Brazil 3 
Vit::lnam 4 

Hong Kong 1 
India 3 
rnd(me.'\i~ 2 
Kazakston 4 
China 3 
Korea, South 

.., .. 
Malaysia 3 
Mexico 2 ... _-_._- . - . ... 
Poland 2 
Slovak Re.public 3 
Thailand 2 
Turkey 2 
Phi lippines 3 
Czech Republic 2 
Chile 2 
South Africa 2 

Rating 

1-2 - No re::,trictious or Minor restrictions 
;;;; Some restrictions 
- SignificQnt restrictions 
- Mo:st restricti vt:: 

1-10.7-15 [;1135 

Performance of Stock 
Market (in dollar terms) 
since 
January 1, 1998. 

.. 

·1~,6% 

-7,9% 
nla 

-30,4% - - ..... ,. ... 
-21,0% 
.53,2% 

nJa 
+10,6% 
+14,9% 
-39.9% 
-30,7% .. _--_ . 
+9.1% 

nla 

-19,7% 
·)2.0% 
-23,1% 
+7,4% 
-21,1% 
-13,6% 

~fST AVAILABLE COpy 

I~ 
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1-10.7-15 

REQUJ:sr FOR TRANSLATlON; 

Dear Mr. Niyazov. 

In my letter [0 you chat accullIjJanied the comparative informacion on capital flows and foreign 
invesunent. I seated thal mcmbers of the USAID Mission were looking into a response to your 
request. Over the pasl ~cvt:ral days, I have: been speaking on this matter with Dr. Lewis 
Tatem. an economist wUlking for the USAID Mission. As:l result of these talks I wanted to , 
provide you some supplementary informacion on restrictions on currency and investment flows 
and to what extent such cuntrols arc: likely to insulate Kazakhstan from the effects of the Asian 
crisis. 

I will make my thought:; on thh issue clear from the beginning: The Asian crisis has atfF:c:red 
almost every ul:vdojJed and developing economy, regardless of their economic anti fi 4\('".a I 
policies. The lcal question is to what extent v<1rious policies will have on how;! c-.ountr}' 
comes uuough the !:risis. And. of these policies, which ones are the moSt important. After 
s~ea}..ing with Dr. Tatcm and others. it is my opinion that the imposITion of capital controls 
would not help Kazakhsmn withstand the Asian crisis. Rather, sound economic policy, and 
well functioning finanei:ll markets and institutions are the key instrument, for doing this. 

Generally. countries that restrict [he flow of capital do so because riley wam ro limit the 
influence of international capital movementS on domestic interest rare.';, inflation and exchange 
rates. An increase in [he level of investment by foreigners--a ca.pHal inflow. can cause 
currency appreciation. Conversely. an increase in payments on foreien deb[--a capiral outflow­
-can result in currency depreciation. Thus, if Kazak.hstan wishes to keep irs currency from 
following (he downward p:Lth of those taken by the Asian criSIS, ir needs to avoid sudden n~l 
capital outflows. Sudden c:lpit3! outflows can oceur when thp.r~ i4\ a loss of investor 
confidencc--as in the Asian crisis. 

The abscnce of capital comrols was not the root cauSP. of rbe currency crises withill the Asian 
economics. Rather, in those economies there were·lIn~m;t.ainable government polil:ies and 
private sector practices in financial markecs that ,HTrar.ted significant short lerm foreign 
invC3tmcm. When investors perceived that tbosp. policies and praclices were 110 longer 
sustainable, significant capital outflows took plal"'.e. What one can infer frum lhe: Asian 
experience is that sustainable economic pollcip_s, ~ollnd financial markets. a well regulated 
banking sector, prudent lending practices and ar.c:t'~"~ to timely informaliun are critical to avoid 
such crises. These are the policies that Kazakhsr;!n should be focusing 00. 

If you have any questions. please feel free to c~11. 

Sincerely, 

Daniel FitzpJ.trick 

~-~.sf AVAILABLE COpy 

[;106 
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tJSAID Sl:CUltJTIES ~'ARK£T 
DEVF.T.OPMF.NT PROJECT 

Kazaksran. Almary 480091 
58 Naury;:bai Barr St .. OffiCe 49 

Telephone: (3272) 393322 
Fa:r.: (3272) 39 if 84 

Dote: 

6.HII1~30t:lY 

.oJH~Jna (%)~runaTP\IIKa 

18.08.98 

'%t"'" 
'lilli' 

"10.7-15 (;1137 

npOEIIT USA[D no P A3BflTHlO 
I'blHKA IIEHHE.IX J;YMAr 

480091, f(asw.r:muH, .AJzMambl 
y.n. Hayp0l.36au EomVlpa 58, KOM. 49 

TeJlP.fpnu· (3172) .39 33 22 
f1JC/1i.c: (3272) JY 33 X4 

8 ~oeM nl1CbMe K BaM, conp060)l(ll,aBW~M CptiRHlIITeJ1!sHble ,Il3lo1Hble no ~OH)f(Ct-lHI() Xanl'!Ta.na I'! 

IiI~OCTpaIolJ.l~IM \o1~eeCTH411~M. ,R ynOM~Hyn. -"0 COTPY.£lH\IIJ<H M!.1cc~~ lJSAJD pa60T31OT loIaJl OTseTOM lIa 

Saw sonpoe R Te4e~lAe J.leCKOJ1t.KI1X npowcJlwlo1x tlHe~ J'I pa;;sl 08ap~eart no 3TOMY sonpoc:y c ,aOKTOPOM 

J1b!OIiIC;OM T3TeM, 3KOHOMIIICTOM. pa50T31O~\II'" e M\IIcc~1-t USAID. no pe3ynbTaTaM 3TIolX oOCY"<lleHVI~, s:I 
XOTe.n 6bl npe.o,OCTCl81111 b BaM HeKOiOPYIO .aonon"'lfITenb~ylO \.1\oo1¢OPM34~1O no orpaHI1'iel'l~~M A6111)t(eH..,l-I 
lCanIllT .. .na 1'1 ~HeCCT\II411S:; ~ no 'TOWlY. B Ka~u~ CTene~", TaKO~ KOHTflont:. Mor 6bl ~30Jllflpoe:Hb KO:3~XCTaH OT 

e03.ae~r::TFilflSl A31of3TCKoro KPV13I11C:l. 

fl npo,Rc,"uo ceol1 cooGp(3)t(eH~ll no 3TOMY Bonpor.y c caMoro H:illS .. .na: A3113TCI(\-1i1 Kplll:3I1C :saTpoliyn 

nO"'T~ BCG pa39111TIJIC ~ pa3e~Ba!OUJ,l1eCl1 3 I\.OHO M\II 1('" , He3ae~c~MO OT ",x 3Kn~OMI,NecKoj;4 III ¢Io1CI<~nt.Hoi:1 
nOnlo1TII1KIII Bon poe a TOM, e K3K0i:4 CTcnCII~ pS3nVl'lHa1! nOnVlTYlK(:I tim-iSleT Ha TO. KaK CTpaHa npOxol\L4T 

"lepe:l KPVl:3I11C, A TalOKe. IC;:jICIIU?, aCnel(Tbl 3'10r:1 no.nt-lTIo1JGo1 IIoll16onee 6aJ!Oo!bl. nocne 06CYJll,U,t::MIII~ C .QOKTOPOM 

T:neM III APyrlilMI"I, }\ l1onarafO. 41'0 sseLleHlo1e ICOHT~Ons:l ~aA KanIllTa.nOM He nOMOJl(CT J{a3aXCTaHY 

npOTl-IeOCTO~Tl .. A~~aTcKoMy KpIllJYlCy. KrIK)'le8bIM~ ~HCTpYMeH'TaM'" An~ 3Toro. cw:opee • .SIS.nSlIOTCA 

p~~yM,",aSl 3l(OI-(OM~4aCKafl no.nlll TII1 1\0 , Xopowo pa60TalOUJ,loIe ¢VlHC:lHCOBble pblHKIo1 101 L1HCTloITyTbl 

8 14eflOM, CTpal'fbl. OlpC:lHW~l1ealOUll-le .a8\of)l(eH~e JC:1nlllT3na, .c,e.nclloT ::;TO. nocKonbl<)' )f{Cn8IOT 

orpal-flilY"'Tb enlo1RIIYlC Me>K.lJ,yHapo.c,Horo .o,elll)KeHYI~ KamlTa.na Ha BHYTpeHH~p. npOU8t-fTlo4ble CT3BKlfI. 
"'Hcpns:lI{V!1(I 101 o5MeHHbli:1IC)'PC. Yeenw~Clllllc ypoeH~ II1HOCTpaHHblx 1'IH~eCT~U\o1~ - np ... rOK Kan!l1Tan;:!, MO)K9T 

tlbC::!tjaTb peeanbSaUII'\IO eamOThl. VI l-Ia060pOT, yeenwleH1'IC DIJlnnai no VlHocTpaHHoMY AOJUY - onOK 

l(an~Te.na. MO;lKeT npill~ecn1 K .£leSanbBaUIo·m e3mOThl. TaKt.lM 06pc30M, &cnlA K33::lxcrafl xo-.eT y6epelo4b 
CBOIO Bamory OT na~CH\o1" no ")'TV! A3V1aTCKOf<J KPII1J\o1ca, eMY cne.oyeT 1It:mp.rClTb BHel3n~t.IX l.IIoo'CTblX 

O'T'iOKOA l(';:lnLolTan3. BHeS3nHtole orrOI(\II l(anlo1TSn8 MOryr npOYlC;l:U,I.l\l1Tb. eetl ... LIIHBecropbl Teps:lIOT 

ytH::PSHHOCTb - KaK nplo1 A:U4ClTCJ(OM ICpLol3l11ce. 

OTcyrcTef.4e J<OIITPO.n" Ha,ll Kan1'lTaJ10M HI:: Gblno OCHOSHO~ np~'"I"'Holit R;;:l",OTt-ioro ICplo1lIl\C .. 8 A311!3TCIG4X 

3I(OHOM)I!I('~X. Cl(opee. npL-l41'1H3MIII e :lTI1X 3I(OHoM~J(aX 6blJ1io1 Ht:J10C;J1e.o,08aTenbHCl~ nOtllo1T\o1Ka III np~l(Tlo1l(a B 

"lClCTHOM CeKTOpe cPlilHaHr.oeoro Pbll-lJC3, ICOTOPblG nplo1SIlCI<.I11'1 3HSYl1TenbHbie "paTXOCpO"lHblE! HHOCTpaHHble 

11116eCTHt4~H. Kor,LlC:l ~HeeCTOPbl noyysCTBosanl.1, 1.11"0 3TIII nOflLIITIIIKa 104 np3Kn1KO 6o.nt..wc He i16J1}1/OTCFI 

CTd6~l1i:oHbIMI-\. npO~30Wef\ 3Ha'i~Tent:lHbIVi UTTOI( l(an~Tana. A:maTcKliIi;! onblT nOl(:33bIS:leT, <.eT0 

nor.ne,nosaTent>H2~ ~I(OHOMIII4eC'(Gl;; no.nI-lT~xa. I(penlG'le q,l'IHcHC08ble PbIHK..,. a TalOKe xopowo 
peryJ1\olpyeMbl~ t5aHJ(OF!r.J(IiI~ cel(Top. OCTOPO)lO.!::JR KPeJl\llTH8$1 npaXTI'IKa ~ lJ..ocryn K ont:p(;ll IiII:!!oiOIir 

~HCPopMa4\11\1 ~efl~IOTC~ I(p~TVll.teC!(~M~ .anj; npp.,I\OTBpa 14eHloIS:; no.o.o6HblX KPIo13Io1COO. 3'10 Ta nOnHTlotl(a, 

KO'1OPOH ,aon>KeH npillAep~~eaTbc~ Kiil3i;1xc..-raH. 

zo 
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US AID SECURITIES MARKET DEVELOPMENT PROJECT 

Monthly Report for September 1998 

I. EXECUTIVE SUMMARY 

This report provides details on the events and activities summarized below, as well as other 
events and activities regarding the USAID Securities Market Development Project, as 
implemented by consultants for the Pragma Corporation ("the Pragma Team" or "Team"), for 
the month of September 1998. 

• TRADING VOLUME ON AND OFF-EXCHANGE DROPS DRAMATICALLY AS 
INVESTORS REACT TO RUSSIAN FINANCIAL CRISIS. 

• STANDARD & POORS DOWNGRADES KAZAKHSTAN'S CREDIT RATING. 

• FRONT OFFICE SPECIALIST FROM PRAGMA TEAM PROVIDES INSIGHTS TO 
KAZAKHST ANI BROKER-DEALERS ON FINDING CUSTOMERS AS WELL AS 
SELLING AND MARKETING SECURITIES. 

• AFTER RECEIVING INPUT FROM PRAGMA TEAM, NATIONAL SECURITIES 
COMMISSION ISSUES DECREE REQUIRING ALL BROKER-TO-BROKER 
TRADES ON THE EXCHANGE. 

• PRAGMA TEAM'S LISTING SEMINAR IN KARAGANDA ATTRACTS OVER 100 
GOVERNMENT OFFICIALS AND BUSINESSMEN. 

• HAL YK SAVINGS BANK AND THE SHIMKENT REFINERY MOVE UP FROM 
LOWER TIERS TO THE A LIST AT KASE. 

• PRAGMA TEAM DRAFTS AND POSTS ON ITS WEB SITE "TEN REASONS WHY 
KAZAKHSTAN IS NOT RUSSIA". 

II. PROJECT DESCRIPTION 

The Pragma Team works with the National Securities Commission (''NSC''), the Association 
of Broker-Dealers ("ABD"), the Kazakhstani Stock Exchange ("KASE"), and the Central 
Depository in developing Kazakhstan's securities market. The goals of the project include an 
improved legallreguIatory system, increased volume of trading of blue chip and non-blue chip 
companies, the development ofa viable OTC system, and the establishment of the ABD as an 
effective self regulatory organization. To further these goals, the Pragma Team works under a 
Memorandum ofDnderstanding ("MOD") between USAID and the ABD, as well as an MOD 
between USAID and KASE. 

Ill. PROJECT UPDATE AND PROGRESS VERSUS BENCHMARKS IN TASK 
ORDER 

National Commission on Securities: 

Relevant Task: Work with Kazakhstan's NSC in order to augment the legalframeworkfor 
securities regulation. 

The Pragma Team continued to work on the issue of excessive off-exchange trading by 
participating in the NSC's drafting of a regulation that would prohibit such trading. In 
connection with this effort. the NSC met with the members ofKASE and the ABD to discuss 
such a prohibition. Members of the Pragma Team took part in this meeting and subsequently 
urged broker-dealers to connnent on the proposed regulatory scheme. As the result of these 
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efforts the NSC issued a decree that required broker to broker trades to be executed on the 
exchange. This decree, which supplements the rule already adopted by the broker dealers, was 
awaiting approval at the Ministry of Justice as of the end ofthe month. 

The Pragma Team arranged a meeting between USAID Capital Markets Officer Rick Gurley, 
NSC Commissioner Umit Kulinov, and Senior Capital Markets Advisor Rick Dvorin to 
discuss a possible memorandum of understanding between USAID and the NSC. A 
subsequent meeting will be held on this matter with all the commissioners in October. 

Further, the Team assisted the NSC in developing a regulation on issuance and placement of 
shares of investment funds. Two other regulations, one on bond issues and one on share 
issues, that the Pragma Team assisted the NSC in developing, are under consideration by 
various departments within the NSC. Paul Carlson, the Senior Investment Advisor, advised 
the NSC on issues regarding regulation of investment funds. 

The Team also assisted the NSC's Licensing and Surveillance Department with the processing 
of daily and monthly reports of market professionals and determining whether market 
professionals were maintaining the capital levels required by NSC regulations. Further, the 
Team continued its monthly assistance to the NSC with regard to registration of share issues. 

In connection with an effort that is likely to encourage market trading and liquidity, the 
Pragma Team formally commented on draft regulations that would establish market making on 
the exchange. 

The Team began work on a reporting system for pension fund investment managers with 
regard to their trading activity. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The NSC will have an Enforcement Division and possess The Department on Licensing and SurveiIlance 
both the legal/regUlatory and operational capability to works within the NSC. This department 
discipline market participants for securities violations. perfonns activities analogous to an enforcement 

division. 

This department regularly perfonns inspections 
and has suspended and canceled licenses as the 
result of violations. 

The Pragma Team continues to assist the NSC in 
monitoring activities of the broker-dealers. 

The NSC will have developed both the internal and The NSC has the authority to issue regulations 
external procedures for rule making and will possess the pursuant to the Law on the Securities Market and 
confidence necessary to develop the securities regulatory a Presidential Decree that established the NSC. 
structure through rules rather than legislation. 

The procedures for developing regulations have 
been established by the newly enacted Law on 
Normative Acts. 

The Pragma Team continues to assist the NSC 
on issuing regulations on a case-by-case basis. 

The NSC will have developed the regulatory structure for The NSC has developed several regulations 
invesunent funds. stemming from the Law on Investments (passed 

in March 1997). 

The Team assisted the NSC in developing-a 
regtllation on issuance and placement of shares 
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of investment funds. 

The entire NSC prospectus emission review staff will have Consultants from the USAID Accounting Refonn 
been trained in lAS and will be fully capable of Project trained the relevant NSC staff members 
understanding prospectuses and other documents that use in a three week course. 
lAS. The Pragma Team is assessing whether further 

training is necessary. 

Kazakhstan Stock Exchange: 

Relevant Task: Assist KASE in its development of operational procedures, internal 
regulations, and computer systems. 

Current Status: In addition to the above task, the AID mission requested that the Pragma 
Team assist in increasing the number of listings and the volume of trading on KASE. 

In September, the dollar volume of trading, both on-exchange and off-exchange, dropped 
significantly. On-exchange trading was offby 72 percent from the previous month. Off­
exchange trading was offby 59 percent (see Attachment 1 for details and month-by-month 
totals). These decreases are indicative of the affect of the Russian financial crisis on investor 
activities in Kazakhstan. 

Although, to a certain extent, the effects of the Russian crisis cannot be controlled, the Team 
is nevertheless moving forward in establishing a market/regulatory environment that \\ ill foster 
trading in securities. In accordance with the MOU with KASE, the Team purchased and 
delivered to KASE telecommunications equipment that would allow broker-dealers the 
capability to access the trading system remotely. Further, the Team assisted KASE in its 
development ofa scheme for market makers, which, hopefully, will improve the liquidity of 
many of the securities currently listed on KASE. Finally, the Team assisted KASE in 
exploring the listing of corporate bonds and Eurobonds on the exchange. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The ISMS trading system will have been integrated into After the Task Order was written, Kazakhstani 
KASE so that KASE can trade corporate securities. securities officials decided to develop their own 

system rather than adopt the ISMS. They 
completed this system and opened it in July 
1998. 

The Pragma Team procured and delivered 
equipment that will allow the broker dealers to 
access the trading system from off-site locations. 

The organizational and regulatory structure ofKASE will KASE is a licensed legal entity with a 
be in place. functioning charter and internal regulatory 

boards, etc. 

The Pragma Team assisted KASE with regard to 
market maker regulations. 

A fully functioning OTC market system, able to A computerized, OTC trading system opened in 
accommodate a large volume of trading and applicable to July]998. 
similar markets in other countries, will be in place and 

The Pragma Team further procured and 
fully tested and functional. 

delivered equipment that will allow the broker 
dealers to access the trading system from off-site 
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locations. 

Infonnation technology staff, who are part ofthe ABO, will The IT staff, who are part ofKASE, are capable 
be fully trained in the use and maintenance of the new of using and maintaining the aTe system. 
aTe system and be able to operate it without additional 
expatriate assistance. 

National Association of Broker-Dealers: 

Relevant Task: Assist the ABD in the establishment of over-the-counter securities trading 
system and in the development of the ABD's ability to operate as a self-regulatory 
organization. 

Bob Thie4 a short-term consultant on sales and marketing practices, conducted two seminars 
on this topic. Mr. Thiel's seminars emphasized sales to foreign institutions and individual 
investors in difficult times. Mr. Thiel then followed up with on-site visits and consultations 
with six of Kazakhstan's largest broker-dealers. As a final measure, Mr. Thiel agreed to have 
a taped version ofhis seminar made. This tape was dubbed over in Russian and will be made 
available to broker-dealers on an as-needed basis. For a detailed report of Mr. Thiel's 
activities and recommendations, see Attachment 2. For a copy of the presentation made to the 
broker dealers, see Attachment 3. 

Reacting to the Russian crisis and its effects on trading in Kazakhstan, the ABD agreed to 
establish a working group (with the Pragma Team's participation). The task of the group will 
be to develop measures for maintaining and expanding business despite the challenges the 
crisis has posed. 

The Pragma Team also assisted the ABD in preparing to take over the role the NSC has 
currently played with regard to reporting of trading activity by market participants. The 
changeover is expected to occur in October or early November. 

Finally, the NSC's recognition of the ABD as a self-regulatory organization is but a few 
formalities from fruition. The only hold up appears to be caused by the ABD reregistering its 
name as an association (previously it was called the NABD). When this change is processed, 
the NSC will be able to formally recognize the ABD as a self-regulatory organization and give 
some or all SRO responsibilities to the ABD. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

ABO will be at least 75% financially self-sufficient and The ABO covers at least 75% of its expenses 
able to operate the aTe market system by itself, including through membership fees and seminar revenues. 
the funding of IT personnel. The project pays for ABD seminar expenses (up 

to $500 against receipt), and has agreed to pay 
the first year's membership fee in an 
international association of broker-dealers. 

The Pragma Team is holding off on payment of 
the membership fee pending a clarification of 
when it is actually due. 

At least one Kazakhstani enterprise wilI have obtained Several broker dealers have developed good leads 
corporate finance assistance from the broker/dealer for secondary offerings. However, they are 
community, and by the conclusion of the task order five holding off on this effort until the market crisis 
finns will have obtained this assistance. passes. 
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Central Depository: 

Relevant Task: Assist the Central Depository in its development of operational procedures, 
internal regulations, and computer systems. 

The Government of Kazakhstan and the Central Depository have decided to forego a loan 
from the World Bank for new software and hardware. This development increases the 
likelihood that the Central Depository will install software from US AID Projects in either 
Romania or Kyrgyzstan. 

In connection with the potential introduction of trading of Eurobonds on KASE, the Central 
Depository, with assistance from the Pragma Team, is considering the various issues that the 
use of such instruments raises. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The organizational and regulatory structure of the Central The Central Depository is a licensed legal entity 
Depository will be in place. with a functioning charter and internal 

regulatory boards, etc. 

The Pragma Team is assisting the Central 
Depository with issues raised by the 
introduction of Eurobonds to KASE. 

Corporate Finance Activities and Privatization through KASE: 

Relevant Task: Assist the government in a "blue chip" privatization program. 

Current Status: Because Kazakhstan's blue chip privatization program was placed on hold by 
the Government, the Pragma Team has focused on increasing the number of listings of a 
broader range of companies. 

The Pragma Team organized and conducted a listing seminar in Karaganda. Over 70 
companies were represented by approximately 100 people. Over 30 representatives of the 
media and the local government attended as well. After the seminar, the Pragma Team 
presented an abbreviated version of the seminar to other members of the local government and 
the local state privatization committee. Two companies have already begun listing efforts as a 
result ofthe seminar. 

With regard to ongoing listing efforts (as opposed to initiating new ones) two companies 
jumped to the A List: Halyk Savings Bank (one ofthe largest banks in Kazakhstan) moved up 
from the OTC List, and the Shimkent Refinery (one of only three refineries in the country) 
moved up from the B List. 

• .<\5 of the end of the month, 35 companies (sixty share issues) were listed on the Kazakhstan 
stock exchange. Four of these companies were listed with the assistance of the Team (see 
Attachment 3 for details) A full listing ofKazakhstani companies on the exchange is now 
available on the Team's web site, www.kazecon.kz. 

Preliminary work continued on supplementing the data on companies held by Kazakhstan's 
Department of State Property and Privatization for purposes of determining their marketability 
on KASE. The Team gathered and processed missing information with regard to 81 
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privatization candidates that had been on CASE (the former stock exchange) previously. 
From this list, it is expected that approximately 8-10 companies will be attractive to portfolio 
investors. 

Paul Carlson, the Senior Investment Advisor met with two broker / dealers separately about 
the efforts of each in facilitating secondary or initial offerings on the exchange. Although both 
broker-dealers are moving forward, they do not expect that the offerings will be made until the 
current crisis has abated. 

Finally, although the Team holds little hope for blue chip privatization on the Kazakhstani 
market before the end ofthe year, it nevertheless continued to push for this issue on various 
levels. For instance, in connection with a meeting of the Council of Foreign 
Investors/Advisors, the Team lobbied members of this group, specifically ABN-AMRO and 
Baker McKenzie, on the need for blue chip privatization. The Team followed up its phone 
calls to these companies with a letter setting forth the reasons for privatizing the blue chips on 
KASE sooner rather than later. For a copy ofthis document, see Attachment 4. 

Web Site and Market Promotion Activities: 

The Pragma Team added several new features to its web site for purposes of promoting 
Kazakhstan's securities market. First, and perhaps most importantly, the Team developed a 
document entitled "Ten Reasons Why Kazakhstan is Not Russia". The document, which cites 
to numerous macroeconomic and political evidence, was written and posted to dispel the 
notions offoreign investors that Kazakhstan's economic situation mirrors that ofthe Russian 
Federation. For a copy of this document, see Attachment 5. 

The second document compiles references to analyses ofKazakhstani commercial legislation 
that have been published or otherwise prepared by local and expatriate attorneys working in 
Kazakhstan. For a copy of this document, see Attachment 6. 

The Team also continued in its efforts to determine how the web site can eventually become a 
self funding entity. 

Other Events and Activities: 

On a special request from the AID Mission, Daniel Fitzpatrick put together a briefing paper on 
the recently enacted Joint Stock Company Law. A variation ofthis paper was included in the 
materials that will be distributed at the meeting of the US-Kazakhstan Joint Commission, 
headed by Vice President Al Gore and Prime Minister Balgimbaev in November. See 
Attachment 7. 

IV. PROJECT STAFFING 

The following personnel were engaged in project activities this month: 

Paul Carlson, Senior Investment Advisor 

Richard Dvorin, Senior Capital Markets Advisor 

Daniel Fitzpatrick, Team Leader 

Timothy Smith, Senior Capital Markets Advisor 
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