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USAID 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 October 1998. 

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

III STANDARD & POORS DOWNGRADES KAZAKHSTAN'S CREDIT RATING. 

II FRONT OFFICE SPECIALIST FROM PRAGMA TEAM PROVIDES INSIGHTS TO 
KAZAKHSTAN! BROKER-DEALERS ON FINDING CUSTOMERS AS WELL AS 
SELLING AND MARKETING SECURITIES. 

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

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

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

III 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 legal/regulatory 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 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 

A. National Commission on Securities: 

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

The NSC's efforts to reduce offexchange trading hit a milestone. The Ministry of Justice 
approved and registered an NSC decree that prohibits broker-dealers to trade with each other 
anywhere but on KASE. This decree resulted in no small part from the efforts of the Pragma 
Team to bring this issue to the forefront of policy concerns with the NSC, KASE and the 
broker-dealers. 



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

This decree is both a first step towards and a partial resolution of the off~exchange trading 
phenomenon. With this decree the broker~dealers main off-exchange trading is reduced to 
deals with workers and deals with large foreign investors. Trade with the former group is 
expected to taper off as the inventory of shares held by workers declines. Trade with the latter 
group is still an issue. In a Pragma-arranged interview with Bob Singletary, an official from 
one ofthe larger brokers noted that the processing offoreign investor trades through the 
exchange would hamper their business considerably. 

RICK, A FEW CHOICE WORDS IN RESPONSE ... ? 

In response to a request for assistance on a question regarding how to regulate the 
investments of banks in bonds and equities. the Pragma Team developed, under a short 
deadline, some pointed advice on this issue. See Attachments lA and B. With regard to other 
legislative drafting issues the The Team provided the NSC with comments and advice: 

e on capital controls (see Attachment 2); 

e on the treatment of reverse split consolidations of shares, suggesting instead that 
shareholders receive cash payment from the issuers instead offractional shares; 

1\1 on the role and compensation of independent directors; 

@ on NSC options with bringing an enforcement case against a non-payer of dividends (see 
Attachment 3); and 

e on the legal rights ofa nominee holder of shares (see Attachment 4). 

Confirm tb.at the NSC got this info 
On October 9, the NSC requested a meeting with Rick Dvorin (the acting head of the Pragma 
Team) and Rick Gurley and Bob Singletary of US AID. At the meeting a range of issues arose 
including future USAID assistance to the NSC, and the recent efforts of the Government of 
Kazakhstan to privatize shares through the exchange (see discussion in Section III -_ below 
regarding the latter issue). 

In a separate meeting with Commissioner Umit Kulinov, the Pragma Team discussed their 
ideas regarding the possibility of expanding KASE's SRO activities in response to the 
dissolution of the ABD as a functioning entity (see more discussion on this issue in Section 
III-~. 

JAMILLA 

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 Pragma Team continues to assist the NSC in 

3 
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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 severa] regulations 
investment funds. stemming from the Law on Investments (passed 

in March 1997). 

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

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 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 October, trading both on and off-exchange once again plunged, this time from already low 
numbers in September. On-exchange trading was off by _ percent from the previous 
month. Off-exchange trading was offby _ percent (see Attachment -- for details and month
by-month totals). These decreases further underline the affect ofthe Russian financial crisis on 
investor activities in Kazakhstan. 

Despite this drop, KASE is demonstrating resilience with regard to find attractive instruments 
for trade in its system. In late October, KASE initiated trading of Kazakhstani Euronotes on 
the exchange. These instruments have proven rather attractive to private Kazakhstani pension 
funds. 

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 will foster 
trading in securities. The Pragma Team commented on KASE's draft regulation for market
making activities and completed its installation of telecommunications equipment that would 
allow for remote access to the KASE system. 

The Team also met with Damir Karesaev, VP, to introduce the notion ofKASE becoming a 
fully functioning SRO, in light ofthe recent demise of the ABD (see Section Irr-~. Mr. 
Kareseov was receptive to the idea. The Pragma Team began developing a plan for 
implementing this expansion of responsibility. 
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With regard to listings on KASE, Temir Bank joined KASE's "A" board list. Pragma's 
consultants significantly contributed to this effort. (EVIDENCE). Due to late filings of 
emission reports, the NSC suspended the registration of three companies that were listed on 
KASE. Following up on this action, KASE delisted these three companies from the OTe 
trading. CONFIRM THAT NONE WERE PRAGMA ASSISTED COMPANIES 

Finally, according to the MOU between USAID and KASE, the latter was to have 
implemented a settlement guarantee fund, or obtained insurance by September 30, 1998. 
KASE failed to meet this deadline. With no meaningful amount of trading on KASE, it is 
currently impossible to determine an insurance premium. See Attachment _ for a summary of 
the parties' progress on the KASE-USAID MOU. 

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Statns 

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 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 

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 
locations. 

Information technology staff, 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 ofBroker~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. 

The Team began the month closely working with the ABD with regard to their efforts to 
become fully authorized as an SRO and in their efforts to lobby the government to improve the 
conditions for trading on the market. With regard to the latter, the Team assisted the ADD in 
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a ''white paper" analysis of the securities market in Kazakhstan and what might be done to 
improve the current situation. 

However, as the dismal trade numbers became more and more apparent, and broker-dealers 
began losing trading revenues that had previously kept them afloat, the ABD decided that 
continued operation was no longer possible. In a general meeting of the ABD, the President 
Gabit Tolldmbaev resigned, and the members voted to "suspend" activities ofthe ABD,just 
keeping its legal identity. The members Damir Karesaev (the VP ofKASE) as acting ABD 
President. The primary reason for this move was to seek means of cutting costs. With 
incomes from trading dropping the membership dues of$150 or $100 per month (depending 
on class lor class IT broker/dealer status) had become burdensome. As many as fifteen 
member had fallen behind in their payments. 

Initially, the members instructed the new President to come up with a plan for the ABD going 
forward at a reduced activity level. Instead, the Council of the ABD the next day voted to 
"put the ABD into hibernation", just keeping its legal status, with no staff, and placing the 
ABD's furniture and fixtures into storage (at a member's office). 

In response to these rapidly developing events the staff ofPragma immediately started 
designing plans to have the KASE hire a trained staff person (and perhaps an additional 
person) from the ABD to act as the Compliance/Regulation Department chief, and for the 
KASE to become a fully functioning SRO. 

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 OTC market system by itself, including through membership fees and seminar revenues. 
the funding oflT 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 will 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 
firms will have obtained this assistance. passes. 

Central Depository: 

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

Extent of Progress Toward Relevant Benchmarks in Task Order: 

Relevant Benchmark Status 

The organizational and regulatory structure ofthe Central The Central Depository is a licensed legal entity 
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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 of the 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. 

As 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 
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 ofthis 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 of this document, see Attachment 4. 

Web Site and Market Promotion Activities: 
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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 of this paper was included in the 
materials that will be distributed at the meeting of the US-Kazakhstan Joint Commission, 
headed by Vice President AI 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 



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

USAID SECURITIES MARKET DEVELOPMENT PROJECT 

Monthly Report for October 1998 

List of Attachments 

Attachment 1: Trading Statistics (dollar and tenge volume on and off-exchange). 

Attachment 2: Report of Bob Thiel. 

Attachment 3: Presentation of Bob Thiel. 

Attachment 4: Letter to ABN-AMRO Bank regarding blue chip privatization. 

Attachment 5: Web site article on Ten Reasons Why Kazakhstan's Economic Situation Differs 
from Russia's. 

Attachment 6: Web site list of articles on Kazakhstani legislation. 
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October Report - Attachment I 

Request for Tmnslation: 

Dear Mr. Joldasbeko\". 

I tried to reach you carlier regarding your request for the opinion of our project rcgarding the amendmcnts 
to UlC La\\ on Banks and Baakmg. Specifically you had asked \\ helher banks should be allo\\ ed to 
purchase corporatc bonds. Aflcr consulting WitJl Mr. D\'onn. as wcll as with foreign adnsors to UlC 
National Bank of Kazakhstan. it is our conclusion that banks should be allowed to buy these bonds. 

Ho\\·c\,cr. the right of:l b:lI1k [0 buy bonds Issued b~ any panlcular compan:- should be IUlllh:U Ek.::tu~.:" 

bond is essenually e\'jdclIcc of ali obligation to repa) a debt. it should be specificd ill the amcndments 10 

t1le law that the right to buy bonds from any particular company should bc IlIIllted b:- lcglslation of the 
National Bank of Kaza.khstall rcgarding IilllltS ollielldillg to any panIcular borrowcr (which IS currently 
1O'};, ofthc bank's cquity) 

1 hope you found tlus brief rcsponsc helpful We ca.n draft actual alllendmcllls to thc L;m on Banks and 
Banking actmtics if.\ ou so requcst. 

Sincerely, 

Daniel Fitzpatrick 

JO 
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October Report - Attachment 2 

Request for Translatinn 

Denr Mr. NiyazO\·. 

In accordance wllh Ill\' letter of October 20th to you. J h,1\'c sct forth bclow Illy responses to the thrce 
questIons you posed t~ mc rcgardJllg reguiatlOiI of capnal flO\I s acro~s borders. 

Bcfore bcginning that illSCllssion. howevcr. I must note that it has COIllC to my attention this week thai there 
is n mutually a!!reed poliC'> bet\\cen tlus proJcct and tlle NSC regardmg the processing of reCJuests. As I 
uJlc!cr~t:lI1d It. all reqlle<;tc; for lIlfNIll:JllClll or other :lSSISlancc muSI he .Ipprcl\ cd In on..:: of Ill..:: 
commissioners or tllC cham nan. We 1\ ill be following this poliC) ",ith reg.lfd 10 future requests 

Bcfore I respond to your questions. it is important to rcstate \\ hat I hal'e said in pre\ IOUS mcmoranda l\lost 
expcrts on tllC subJcct of capllal controls concludc that thc~ producc fCII bencfits. and hayc m;lIJ~ 
dr:m backs. Hlstor:- supports thiS As rccenll~ stated III the Econonl1st. "Latln America' s controls 111 thc 
1980's did IItlJc to kecp foreigllmolle~ at home but a lot to delcr forcign lllYCstlllcnt" Such controls also 
increase tlle potentwl for comlpllon. 1\ hich would II ark agalllst thc Presldcnt" s campaif!ll to reduce Ihis 
problem. As summed up reccntl) by the Go\'cmor of the Central Bank of the PllllIppJIlcs. "controls are 
U1unanageable ~U1d ycr:-' susceptible to graft and corruption." 

Further in tlle context of the CUITcn! crisis. capital controls arc cvcn less bcncficwl For the most pan. all 
the speculative capnal has Icf1. To usc an of1en-quotcd saying from nJral Amcnca. 1\ h: bothcr tr:- lllg to 
close tlle fann gate aftcr all !lIe allllllals havc cscapcd') LikcWlsc 11l KaL.;lkhstan. llllPOSltlOl1 of C:lPlt;l1 
controls will IIOt impro\'c the sitU:Hioll and \I·ili. llIstcad. make im'estars tlullk 1\\ icc beforc rctllnllllg 011 
Us promotIOnal lll:l1cnnls. K;IZkolllTllCrt7 Sccurities. emphasizcs th:){ KaJ:akhstanl1l1rOSCS 110 rcstrIctlClns on 
capital reratnatlon II docs tlu5 hec;JlIse 11 knows that 1!I\'estors ",jllnot come Illroll,!!h thc "cntrance doar.'· 
unless tlle} arc confident that the "exit door" is full} open \\'hcnel'er thc: \\ ;Jnt [(1 leal C. 

Furtller. many of these points baye been stated in an article in a recent issue of thc Econollllst I am hanng 
that article translated and will be getting It to you by the end of this week. 

Now as to your questions: 

I. What kind of indirect protection measures of the stock market could initiall} promote reduction of 
speculative capital? 

There are few sorts of measures for doing this, primarily because It is impossible to dIstinguish in the stock 
market between tlle speculators and tlle long-term investors. Thus. the only way to reduce speCUlative 
capital is to reduce all capital. Such efforts would hinder tile efforts of tlle GO\'emment of Kazakhstan to 
lure investors back to tlle country in tlle wake of t.he Russian financial crisis. 

Instead. as outlined in previolls discussions witll you on this. the best way to indircctly protect the stock is 
to pursue sound fiscal poliCies. to encourage transparency, and to promote prudent lending practices by 
lending institutions, 

Another factor distinguishing "speculative" capital from "investment" capital relates to tlle transparcncy 
and mformation available about an issuer and tile markets where it is traded. The "darker" tlle 
transparency, tile more speculative the investment. Without having updated and accurate infonnatiol1. 
essentially, all investment is actually speculative in nature. Therefore. what is best for markets and 
investors is reliable and timely infonnation. upon which more mfonlled deCISIOns can be made. 

2 What regulmionlJ1echanisms are the most efficient ones for restriction of repatriation of non-rcsidents' 
capnal during criSIS? 

Economists and policy makers agree tlmt tlle worst type of restrictions are those that restrict capital from 
leaving. This is because if investors want to leave, tlley will figure Ollt a way to do, regardless of the 

II 



I 
I 
I 
I 
I 
I 

I 
I 
I 
I 
I 
~ I" 

I 
I 
I 
I 
I 
I 

restrictions placed on them. To impose such provisions is to create a very damaging perceptIOn that 
Kazak]lstan is willing to change the mles on foreign investors after they hm'e come into the country. As a 
result I cannot recommend as "most efficient" ally method of restriction of repatnatlolJ. becausc they are 
all inefficient. 

3. Is it necessary for Kazakhstan to Challge tlIe current legis 1m ion on regulation of activities of non
residents on the local financi;)l market? 

No. As not cd above. one of the more mtrnctive aspects about KazaIJIS[(1Il. III a \\ orld COIllPClllli-! for foreign 
invesunenL is that forcign lm'estors can lca\"c \\ hen they want to. TillS is extrcmcly imponanl. bcc:llJsc. as 
noted by a high official in Delllsche Bank' s emerging markets department ··the fear of being trapped is all
consuming for foreign investors". If investors fear tl1<1t tlle)" calUlot leave. they Simply will not come. 

I hope the above discussion helpful to ~ ou. Pleasc contact me ifYOll have an~ questIOns. 

Sincerely, 

Daniel Fitzpatrick 
Director 

JZ--
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MEMORANDUM 
October Report - Attachment 3 

TO; 
FROM: 

Rick Dvorin 
Natalia Pirozhkova, Oksana Kompanicts 
October 7, 1998 DATE: 

RE; Failure to Pay Dh'idcnds 

Both old provisions of the EP Law l (see subpoint 2) of point J of imicJe 62) and 
prcwisions of the current L:lw ()n .Joint Sl(J('k lompanies fhercin.:lfter rcfcm.'d 10 :!~ lh(' 

JSC Law) dated hom July 10. \SlC}g (see subroint 2) of point \ ofAnickl-i) estJ.l'bh 

the right of any shareholder to receive dividends, 

The right to receive di,'idends may be abridged only in a limited number of instancl's 
explicitly provided by law. Those instances may he described as follO\ys: 

1. The old provisions of the EP Law required that dividends should be pa: able: 
in almost all situations with the following exceptions: 

1) if the chaner capital is not fully paid in; or 
2) if the pa) ment of dividends would result in reduction of the ch .. lrter 

capital. 
II. Under the pro"isions of the newly adopted JSC Law a compan) shall be 

prohibited from paying dividends to shareholders on common shares in llll' 

subsequent year. provided that: 
1) the company has a negative equit) capital; or 
2) the company has indications of inability to payor insolvency: or 
3) the above stated indications shall appear after authorization Jnd 

payment of dividends (see point 1 of i,\rtiele 20). 
iYloreover, general shareholder meeting or the Board of Directors, within the 
scope of authorities granted by the Law and the chaner, may find it 
inexpedient to pay dividends on common shares upon review of the results of 
this or that period (see point 3 of Artiele 19 of ]SC Law). 

Those are few exceptions of the general rule which establishes the right of a 
shareholder to receive dividends. Should a company fail to pay dividends to its 
shareholders, the latter may exercise the right to file petitions both with government 
agencies (authorized to review such petitions) (see subpoint 6) of point 1 of Anicle 14 
of the JSC Law) and with the court (see Article 9 of the RK Civil Code and repealed 
subpoint 4) of point 1 of Article 62 of the EP Law). 

It also should be noted that under the new JSC Law preferred shares (versus to 
common shares) grant their holders some additional rights in the case of failure of the 
company to pay dividends thereon. 

1 Pursuant to Section 4 of the Law On Amending Some Statutory Acts Related to Join! S/()ck 
Company Issues dated from July 10, 1998, Chapter 3 ("Joint Stock Companies") was 
removed from the Presidential Decree having the Authority of Law On Econol7l1c 
Partnerships (hereinafter referred to as the EP Law) dated from May 2, 1995 and therefore 
lost its le~al effect. 
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Point 5 of Article 19 of the new JSC Law requires that the procedure for paying 
dividends on preferred shares and the minimum amount thereof should be established 
in the prospectus (the JSC Law is silent whether the same requirement applies to 
common shares as well"). In addition to that, the new JSC Law gives holders of 
preferred shares a somewhat unique right. Point 3 of Article 24 provides that unpaid 
dividends must be accumulated and become payable within the next deadline 
established for paying dividends as stipulated in the prospectus. If the dividends on 
non-voting preferred shares are not paid within 3 months Jfter the est:lhlished 
payment date. then upon elapse of that deadline the holder of a preferred share sln!l 
acquire that right to vote at a general shareholder meeting which right disappears upon 
payment off of the overdue dividends. 

NSC is regulatory agency authorized by law to carry out government regulation of the 
securities market by (among other things) registering issues of emissive securitIes und 
overseeing the observance by issuers of tern1S and performance of obligations 
provided in the Terms for Issuing Securities (see Article lOaf the RK Law 011 
Securilies). 

Should an issuer commit an act in violation of legislatively established requirements. 
the NSC may react as follows: 

1) deny the registration of issues of securities: 
2) suspend or invalidate the issues of securities. 

Grounds for and consequences of suspension and invalidation of an issue of securities 
are governed by Articles 20 and 21 of the Law On Securities Market. 

In our opinion the problem of non-payment of dividends is in most cases caused by 
lack of well-established regulatory mechanisms which could be employed by the NSC 
in order to impose the penalties and sanctions which are already established. 
Moreover, the existing penalties and sanctions are 'administrative' in nature and they 
do not contribute to the solution of the non-payment problem. 

2 Model Terms oflssue of Securities do contain provisions governing the requirements and 
procedures for paying dividends on common shares, which means that in the case of failure 
to comply with the established procedures and requirements the consequences are identIcal w 
those which occur in the case of failure to pay dividends on preferred shares (see information 
bellow), 
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~ October Repor·t - Attachment 4 

MEMORANDUM 
TO: Rick Dvorin 
FROM: Natalia Pirozhkova. Oksana Kompaniets 
SUBJECT: Nominee's holding rights 
DATE: October 28, 1998 

In accordance with part 17 of Anicle 2 of the Law of the Republic of Kazakhstan 
On Sc.:curities ,\Jarke! "(1 nominal holder" sh~ll mc~n a pruf-::'::'ivn..ll pJru..:ip..illi 
who/which performs transactions with securities on his/her/its own behalf and the 
securities owner's expense in fa\'our of and under a contract with the latter. 

The following persons may act as nominal holders: 
a) Central depository; 
b) custodian; 
c) broker/dealer who has the licence for conducting registration of transactions with 

securities issued by NSC (see An. 4 of the Law On Registration of Transactions \\'ith 
Securities ) . 

The functions of nominal holders can be described as follows: 
a) registration of clients' transactions with securities and encumbrances attachcJ tu 

securities; 
b) confirmJtion of the clients' rights to securities: 
c) ensuring the availability of clients' securities and possibility for performll1g 

transactions with these securities; 
d) acting as a payment agent; 
e) providing clients ,"vith information concerning securities transferred to nominal 

holding; 
f) other functions in accordance with the contract on securities nominal holding (see Art. 

5 of the Law On Registration of Transactions with Securities) 
Article 3 of the Law On Registration of Transactions with Securities specifically 

deals with nominal holding issues. Point 1 of the Article provides that "the transfer of 
securities under nominal holding shall not entail the transfer of the ownership right 
attached to these securities to the nominal holder. Securities owned by the clients of any 
nominal holder or being nominally held by this holder shall be exempt from any claims of 
the nominal holder's creditors". 

Thus, under the Kazakhstani law, a nominal holder is not the owner of the 
securities he holds; he may exercise any of the rights attached to the securities only 
upon receipt of a specific authorisation from the owner (see ). 

Data on any nominal holder shall be subject to inclusion into the register of 
securities ~olders, Inclusion of the name of the nominal holder into the register or re
registration of securities onto the nominal holder's name shall not entail the transfer of 
the ownership right to this holder. 

The following normative acts govern the activities performed by a nomin~l 
holder: 
1) Law of the RK on Registration of Transactions with Securities dated March 5, 1997, 
2) Law ofthe RK on Securities Market dated March 5,1997. 
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3) NSC Regulation Governing BrokerlDealer Activities at Securities Market dated 

October 16, 1997. 

4) Regulation Governing Maintenance of the Register of Securities' holders dated July 

29, 1996. 

5) Regulation Governing Custodian's Activities on Securities Market dated .Tuh· .29. 

1996. 

6) Regulation on Central Depository dated June 29 1996. 
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98 Comparative Stock Market Trading Statistics 

nth 
Off Exchange 

! 
Trades i 

i 
: 

\ 

Shares Tenge Amount 

($ Amount) 

%~ 

from prevlou 
monlh 

i 

"A" ~ 
1 

Trades 

"8" 1 OTC j Total ; ~--

! "A" ! 
! 

KASE 

Shares 
Tenge 

($ Amount) 
Amount 

"B u I OTC Total "A n "B tl "OTC" ~ Total 

2,463i 724,871! 997,994,987 .., 4 . ! : 930 , , : 1,583,000 
..•................. ; ............................. ; ....•........... "" ........ , ... , ...........•....................... j .............. ! ............... } ..................................... ! .................... ! ...................... ! ......................................................... ! ........................... ·····f········ ................... ! .......................... . 

1 1 $ 13,306,599 1 i 1 !! 1 l!! $ 21,106 

%~ 

rrOm previou 
month 

3,2831 897,9311 378,851,862 1 1 1 13 1 1 1 7,413 ! ! i 5815495 
............................ ; ............................ ;.............. . ., ... " ............................................ j ............... .; .............. ;. ...................................... j .••••.•..•••••••••..•• j ..................... i························· ·· ... ·.·· ...................... ·i ................. · ........... _ .~....... ...... ............ i ............. I ....... ~.. • ••• • ••••••••••••••• , •• 

~ 1 $ 5,051,358 -62% I I 1 I!! ! \ \ $ 77,539 267% 

265% 
3,2251 367,286! 272,474,131 3 1 0 1 5 1 8 10,0001 01 8,770 j 18,770 10,OOQ,000i 01 13,884,0001 23.884,000 

............................ ~ ............................ 'i" ......................................................... ·· ...... ·······i···· · .. · .... ··i· .... ··· .. ··· .. i· .. · .. · .. ...... . .................... ! .......... ·· .. ·· .. ···i·· .. · .... ···· .... · .. ··j· .. · .. · .. · ............ . ................. ••·· .... ···t .... · .... · .. ··· .... · .... ···· .. ·t· .. · .. ·· ................... ! ................ ,...... ..... .. .............. . 
j ! $ 3,632,988 18% 1 ill ! 1 $ 133.333 1 OJ ($ 185 120) 1 $ 318,453 13% 

's\* 3,2071 199,603! 150,270,615 ............................ 1· .. · .. · .................. · .... 1"'$ .... · .. · .. '2;0"03:'608' 
-45% 

-59% 

3 ! 0 ~ 2 I 5 5,177 1 O~ 40 . 5,217 414,1601 Of 3.688,oooi 4.102.260 
··· .... ···· .... i .. ······· .. ····i .. ···· .... ·· .. ·i··· ........ · .. ·.. .. ................... ! ...................... ~ ...................... ~ ........................................................ ! ............................. ···r· .... · .. ···· .... ··· ...... ··· ~............... .................... . ............... . 

! i i 1 i i $ 5,177\ 0i$ 46,100 1$ 51,277 -73% 

238; 13,729i 5,827,786 ........................... ; .......................... /"'$ ........... · .... :;·1,947· 
-91% 

1 1 0 ~ 1 l 2 850 I oj 8,065 f 8,915 68,0001 01 1,645,2601 1.713,260 .......... · .. T .. · .......... r ............ 1'" ................................. ·1 ·· .... ····· ........ T .. · .. · .. ·· ........ · ! ......................... $ .............. 840 .. 1 .... ··· .. ................. ~r$· · .. ·20:311 ! ·S .. ·· ...... '21: 151' '''~~~'%'' 

........................... i · .. ··· .. ···· .. · .. ·· ...... ·· .. ·1 .. · ...... ····· ............................................... · .. · ........ ····,· .... · .. ··· .. ··I· .. ·· .. ·· ...... t··· .. ····· ....... · ...... ·· ............ 1·· .. ·· .... ··· ........ 1 .. ··· .......... ··· .. ·-1-.... ······· .................... ·· .... · .. ···· .. ·· .. · .. ··I .... · ...... · .. · ........ ··· .. ··· .. t· ·· ........ ···· .. · ...... · .. ·1········ .. ··· .... ··· .. · .... ·· .... ··· ................. . 

14,798 9,579,224 2,101,791,326 47 

$ 27,963,599 

Average Exchange Rate April Through August Is Assumed 75 lenge per US Dollar 

,Average Exchange Rate In September Is Assumed 80 lenge per US Dollar 

e Average Exchange Rate In September Is Assumed 81 Tenge per US Dollar 

96,172 72,470,071 

$ 961153 
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VClUDer Keport - Attachment 6 

l\lonitoring ofImplementation of the Memorandum of Understanding hetween the 
USAID and the KASE 

Rick Ovorin, Pragma Corporation 

NOTE: Late in October 1998, the ABO Council voted to essentially disband the 
ABO, with the entity just keeping its legal status as a shell. Pragma took this 

opportunity to shift full SRO responsibiIit) to the KA.SE, with a trained staff for the 
Compliance and Regulation Department. Th(' plan to expand the K.A~E·, SHO 

status is currently being implemented and in the process of being formalized. 

1. KASE 

What shall be done rnWl has been done 
1. Increase the number of New lIsting rules were 
"A" and "B" listings. plus approved by the K..A.SE 
pre-listing, by 2 per General Meeting as of 
month. Modify "A" listing May 25 requiring one year 
requirements. audit by one of Big Six for 

"A" listing, and one year 
audJt by either 
international auditor or a 
local one for "B" listings. 
Alraun Bank has filed 
documents for "B" board 
listing on 15 
June ... directed and aided 
by Pragma's regional 
consultant. Another 2 
issues have filed for listing 
their common and 
preferred shares for "B" 
board trading ... directed 
and aided by Pragma's 
regional consultants. 
However, 2 new listings 
were due for June, but this 
deadline was missed, just 
barely. Still, strong efforts 
are being made to bring 
listings. As of 12 August 
1998, a new company, 
"Bayan-Sulu", entered "B" 
board, which was the only 
listing. Therefore, the 
KASE has violated the 
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As of 31 October 1998 
(Changes in BOLD) 

I What IS lefllo be done 
I BesIdes efforts being taken 

by the K..A.SE and its 
members, Pragma's 
regional consultants have 
been working on bringing 
new listings over to the 

I KASE: 20+ issuers are 
currently in this process. 
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MOD agreement for 
August. There were 3 
issues ( 2 companies') in 
September which were 
moved up to the "A" board 
from the "B" board and the 
OTC. Narodny Bank 
moved up to the "A" hoard 
on 16 September, along 
with 
ShymknetNeftiOrgSintez. 
On 8 October, Temir Bank 
joined the "A" board list, 
with the help ofPragma's 
consultants. 

2. To have 10 issues on the As of 8 June. there are 9 KASE and their members 
"A" and "B" board by 30 issues on the "A" and "B" must continue to seek new 
June, and 30 issues by 31 board. One more issue was listings and potential IPOs. 
December. needed by 30 June, but this 

\\!as missed. The NSC 
approved listing 
requirements 0]113 July. 
As of 15 July, the current 
list of "A" and "B" listings 
include 3 issuers (4 issues) 
0:: the HA" board ~nd 11 
issuers (21 issues) on the 
"B" board. As of 18 
September, there are 16 
issuers, and 28 issues in 
"A" and "'B" boards. 
Trailing volume in 
September was 3 trades on 
the "A" board (none on the 
"B"), 5177 shares, £5,177 
(414,160 T). As of31 
October, there were 6 
"A" issuers; 9 issues .•. 11 
"B" issuers; 20 issues. 
Trading volume in 
October in "A" shares 
was 1 trade, 850 shares, 
for 68,OOOT ($840); no 
"B" shares traded. 

3. a) To transfer all issues a) According to the new Ensure OTe system 
on the "N" board to OTC. KASE rules and operational by 30 June. 

R1Ck Dvorin Document4 11/18/983:56 PM 
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b) To have OTe market 
operational by 30 June. 

b) 

I 
I 
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regulations, all Issues 
from "N" board 
(currently 11 issuers; 
18 issues) will he 
transferred to the OTC, 
when aTe operational. 
The aTe system (first 
stage) 15 completed and 
being tested. aTe 
training for 
broker/dealers began 
15 June 1998. 1n the 
meantime, all members 
have access to the 
OTC system, if not 
remote, then on the 
floor of the KASE. 
Week of22 June, bugs 
of system were 
removed, to prepare 
for start of trading. 
KA.SE general meeting 
was held on 13 July, 
approving opening of 
OTC trading system on 
15 July. There \vere 
13 issuers (21 issues) 
on the OTC. The first 
day of trading, 15 July, 
saw 4 trades in 3 
issues, for a total 
amount of 13 million 
Tenge ($170,000). For 
September, aTe 
trading volume was 2 
trades, 40 shares, 
$46,100 (3,688,000 T). 
. Equipment was 
delivered to the RASE 
fer installation on 16 
September. Testing 
and installation are still 
being implemented. 
Installation of the 
remote access 
telecommunication 

Also there is a need to give 
all broker/dealers equal 
access to OTC, but this is a 
technical 
telecommunications 
problem, which needs 
money for upgrades and 
better tclecom. I1C!\\ crLs m I 
the RK Pragma is 
working on the 
\\ \\w.kazecon.kz web site, 
to make it accessible for 
broker/dealers to enter 
quotes and use it for 
trading on the OTC 
system. Additionally, 
Pragma has suggested to 
the K..<\.SE that a "floor 
broker" system be utilized 
for remote broker/dealers 
to call to quote andlor 
make trades. 
Telecommunications 
equipment was delivered 
to the Pragma offices the 
week. of '7 S~pt(;mbcr, f01' 
installation to provide all 
broker/dealers with remote 
access. Installation to be 
initiated by Tim Smith, 
upon his return to Almaty 
during the week of 14 
September. 
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equipment has been 
completed at KASE 
in October. As of 31 
October, there were 
16 issuers, 28 issues 
listed OTe; due to 
late filings of emission 
statements. the !'iSe 
de-registered 3 OTe 
issuers. and the 
KASE de-listed these. 
Trading volume on 
OTe for October was 
1 trade, 8,065 shared, 
1.645.260 T (S20.311). 

4. To market membership KASE provides issuer 
on the KASE and to mfom1ation to its members 
provide marketing on the regular basis. In 
materials to members addition, a bulletin board 

has been created on the 
KASE to present to 
brokers and dealers new 
companies that potentially 
can be traded on the 
organized market. Also, 
KASE pro\'ide R~utcrs 
News to its members. 
Recently, DB (Deutsche 
Bank) Securities, headed 
by ex-NSC Chairman 
Marchenko, joined the 
KASE and the ABD. 

5. To promulgate a rule, by According to the Draft 
30 June, prohibiting all KASE "Code of Ethics", 
KASE members from all KASE members will be 
participating in "gray prohibited from trading 
market" (involving trades KASE-listed securities off-
of <1 00 shares from exchange. Also, KASE 
customers); members approved a rule that all 
subject to sanctions for member-to-member 
violations. trading shall be done on 

the KASE. On 13 July, the 
Code of Ethics was passed, 
requiring only member-to-
member trading on the 
KASE. The issues of all 
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Now, there is only one 
company on this bulletin 
board, Astana-Bank, 
brought over the KASE by 
Pragma's regional 
consultants. The work \\,111 

I continue to provide more 
information on not yet 
listed companies. The 
NSe is considering the 
requirement of all 
broker/dealers to become 
members of an SRO, i.e., 
the KASE or the ABD. 

KASE members must 
approve and sign this Draft 
"Code of Ethics", which 
has the effect of any other 
KASE rule. Pragma has 
issued a discussion paper 
for the prohibition of off-
exchange trading, and will 
discuss this with the NSC 
Commissioner and the 
other commissioners on 31 

I July. The NSC is getting 
together with KASE, 
ABD, and CD to discuss 
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customer orders and block 
orders being required to be 
executed on the KASE 
was deferred for more 
discussion. The NSC has 
drafted a set of 
mechanisms designed to 

I prOhIbIt brokers from 
"gray market" trading. 
The NSC regulation 
prohibiting BID to BID 
trading off KASE has 
been adopted in October. 

6. To fom1 groups and The .t>ubitration and 
committees of members as Listings Committees have 
follows: been established. 
- Trading committee Othef\vise, the Exchange 
- Listing committee Council perfonns 
- Marketing committee functions of other 
- Disciplinary committee committees. Gabit T. has 

proposed that a Joint 
ABD/K..A..SE .t>ubitration 
Committee be established, 
rather than separate 
arbitration committees. 
It \\ <1':; agreed that a joint 
KASE/ ABD/CD 
Arbitration Committee be 
established. 

7. To develop a settlement Alternatives have been 
guarantee fund or obtain studied as follows: a) a 
insurance, feasibility pool of state-owned 
studies due 30 June; fund securities; b) insurance 
initiated or insurance in with a local insurance 
place by 30 September company backed up by 
1998. Lloyd re-insurance. Study 

was delivered to Pragma 
on 1 July. The local 
insurance company needs 
historical trading statistics, 
and defaults, in order to 
give quotes. The KASE is 
hopeful that the new Joint 
Stock Company Law and 
other regulations will help 
cause a dramatic increase 
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its proposals regarding the 
mechanism of requiring 
broker/dealers to trade on 
K.J\SE. not off-exchanf!e. 
Discussions currently 
being held with the NSC. 
The professional 
participants must adopt 
regulations or rules 
prohibiting off-exchan ge 
trading. 

As tradIng activIty 
increases on the KASE, 
other committees will be 
created to accomplish 
indicated tasks. (The ABD 
Committees overlap those 
of the KASE Committees, 
wIth broker/dealers being 
members of both 
organizations ... what we 
are seeing is a fusion of 
the ABD and the KASE) 

KASE must continue to 
seek insurance or the 
implementation of a 
guarantee fund. Pragma 
must continue to urge the 
KASE in obtaining the 
insurance or guarantee 
fund, and help where we 
can. 



I 
I 
I 
I 
I 
I 
I .. 
I 
I 
I 
I 
I 
{'-

I 
} 

I 
I 
I 
I 
I 
I 

II. USAID 

What shall he done 

1. Assistance in the fonn 
of empioying 
personnel for the 
design and 
programmmg of the 
new trading systems, 
fOi beth floor based 
and remote (i.e., over
the-counter) access 
capabilities. Technical 
assistance for bringing 
listings. 

of trading (and listings) on 
the KASE, in order to 
provide meaningful 
statistics. KASE has NOT 
met this deadline. There is 
stiII (effectively) no 
trading on the Kf\SE. 
Also, based on ~ quote for 
insurance to settle 
"unpaidfor" trades, the 
premium was around 
S 15,OOO ... which the KASE 
does not have. 

U'hat has been done 
3 program developers and 
2 system analysts of the 
KA.sE have signed work 
agreements with Pragma; 
Pragma has made the first 
installment of payments. 
These programmers have 
already completed the first 
phase of OTC system 
development. 
Pragma's regional 
consultants continue to 
work with issuers and 
broker/dealers in bringing 
listings to KASE. Trading 
system opened on 15 July, 
with 4 trades for 13 
million Tenge. Pragma has 
implemented the second 
installment of payments to 
the programmers in July. 
The third and final 
installment of payment to 
the KASE programmers 
was made in August. The 
remote access 
telecommunication 
equipment was installed 
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TYhat is left to be done 
Regional consultants to 
continue their \VorL.to see 
results of a continuous 
flow oflistings. 
Programmers to continue 
to develop and upgrade 
trading system. rWeek of 
22 June bugs were taken 
out of system to be ready 
for start of trading week of 
29 June.] Delivery of 
remote access equipment 
to the KASE took place on 
16 September, with 
installation of 
telecommuni cati ons 
equipment for remote 
access to take place. The 
KASE staff completed 
testing this equipment. 
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at KASE in October. 

2. To assist In the A plan is being developed 

development of to create a communication 

exchange floor-based network in the Min. Of 

trading systems and of Justice building which will 

a remote access OTC provide professional 

trading system. l1SAID participants with the 

will provide technical remote access capJbilities. 

and hardware support USAID continues to 
provide technical support. 
Remote access 
telecommunications 
equipment is now installed 
at the KASE. 

., 
Professional training to A training trip to Moscow j. 

the KASE personnel was organized for KASE 

and its membership in persOlmel in April 1998, 

developing all aspects and a trip to the Istanbul 

of its regulatory, Stock Exchange was 

market monitoring, organized for the K. .. \SE 

oversight and management in May 1998. 

enforcement functions. Pragma's advisers consult 
the KASE on a regular 
basis, and have provided 
drafts of normative 
regulatory documents. 
Pragma has given 
additional surveillance 
training to the KASE staff 

4. To support the KASE 
Pragma has drafted and 

toward the ultimate goal 
commented on rules and 

of migration of 
drafted and commented on 

transactions from the 
regulatory documents of 

"gray market" to the 
the KASE and NSC, which 

KASE. 
require all securities trades 
to be conducted on the 
regulated and transparent 
listed and OTC markets. 
KASE members voted to 
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USAID must dellver 
hardware (monitors. 
modems. etc.) as listings 
actually increase on the 
KASE. Pragma has 
purchased and delivered 
telccommUn!Calior.s 1 

equipment to complete the 
network for all BIDs to 
access the trading system 
on a remote basis. 
Equipment deli\'ered to 
KASE 16 September. \\'lth 
installation by end 
September. 
Continue the trammg and 
educational 
efforts ... although many 
regulatory responsibilities 
for all broker/dealers and 
their securities acti\'ities 
will be taken over by the 
ABD upon receiving SRO 
license. Currently, 
Pragma (Tim Smith) is 
planning a trip to 
Romania, to gain access 
to the CD software. As 
mentioned in the NOTE 
above, Pragma is 
currently developing and 
implementing a plan for 
the KASE to take on 
fully functional SRO 
capabilities. 
Continue to draft 
appropriate documents and 
to monitor their approval. 
Pragma drafted a memo 
for the NSC to adopt a 
regulation prohibiting all 
off-exchange trading. This 
memo must be discussed 
and the regulation must be 
drafted. Pragma had 
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approve the Code of 
Ethics, which prohibits 
membeNo-member off-
exchange trading. The 
issues of requiring all 
customer trading and block 
trades on the exchange 
must still he dIscussed. As 
of the end of August, NSC 
has started drafting 
proposals and mechanisms 
of having all customer 
trading and block-trades 
done on the KASE. either 
in the fonn of transactions, 
or registration of 
I transactions done off-

exchange. 

5. To provide professional 
Pragma holds training 
seminars on a regular basis 

training for the for all broker/dealers. and 
Exchange's members; staffs of the K/\.SE, .tillD, 
this will continue if and NSC. Additionally, 
KASE's deadlines are Pragma has started 
met. interviewing the chief 

ex~cutive ofbrokcr,'dealers 
to gain insight into their 
individual finn's business 
and needs. On 15 
September, Bob Thiel 
presented a sales and 
marketing training seminar 
(approx. 25 in attendance) 
for broker/dealers, with 
follow-up individual 
broker/dealer meetings 
held. More meetings were 
held during the week of21 
September, with a follow-
up seminar held by Bob on 
24 September. 

6. USAID will permit 
Pragma has KASE 
infonnation on the web 

KASE to post page, including technical 
information about the info. about the KASE, and 
KASE on USAID's trading infonnation. 
capital markets web 
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discussions with the 
Chainnan and 
commissioners of the NSC 
on 31 July re: prohibition 
of off-exchange trading. 
Discussions are currently 
taking place \'I-'ith the 
!'lSC and the 
broker/dealers (and 
Pragma) re: off-exchange 
trading. Pragma has 
delivered a letter to the 
NSC stating the necessity 
of prohibiting off-
exchange trading. 

Continue group trainll1g 
and educational seminars. 
Continue interviews of 
individual broker/dealers. 

This information should be 
up-to-date, and possibly to 
include issuer information. 
Trade information should 
be included and posted at 
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page; K.A.SE 30 June 
deadlines to be met. 

Pragma has posted a 
"contest" on USAlD's web 
site, for the broker/dealers 
who bring the most listings 
to the KASE in a month; 
winners will be given the 
opportunity to provide 
their firn,'s profile on the 
web site. 
According to the number 
of new listings brought by 
brokers to the KASE, KBS 
Securities won July 
contest: this company 
brought 6 new issues over 
the Ki\SE. In August, 
there were no winners, as 
no broker/dealer brought 
new listings to the KASE. 
September saw no net 
additional listings, with 2 
issues upgraded to the "A" 
board from the lower "B" 
and OTe, with the aid of 
Pragma's regional 
consultants. 
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least daily. The first 
month of the contest will 
end on 31 July, with the 
number oflistings 
attributed to BIDs tallied 
the following week, and 
the winners to be posted 
on the web site. 
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Monitoring of the Implementation of the Memorandum of Understanding hetween 
the USAID and ABD 

Rick Dvorin, Pragma Corporation 

NOTE: AS OF LATE OCTOBER. THE COUNCIL OF THE ABD VOTED TO 
ESSENTIALLY DISBAND THE ABD. AS THIS DOCUMEr\T IS AN l\10U 

BET'VEEN THE ABD AND VSAID. THIS WILL BE THE LAST CPDATE!!! 

PRAGl\1A, MEANWHILE. IS IN THE PROCESS OF Il\IPLEME:\'TING A PLAN 
TO SHIFT THE FULLY FUNCTIONING SRO CAPABILITIES TO THE KASE. 

I. ABD 

H7wz shall be done rf'7wI has been done 
1. To strive to meet the With Pragma's help, ABD 

standards of the has developed rules and 
Intemational regulations in accordance 
Federation of with FIBV standards. 
Securities Markets .ABD has just hired (during 
("'FIBV"'). week of 8 June) a staff 

person to oversee 
surveillance, compliance, 
and enforcement. Training 
has started, with the hiring 
of the ABD compliance 
officer, and a fOl111al 
training program has been 
implemented. The ABD, 
to help with compliance 
and surveillance, hired 
another staff person. On 
Monday, 29 June, the 
General Meeting of the 
ABD approved the draft 
documents and rules. 
During the week of 21 
September, the ABD 
Council formed a working 
group to adopt documents 
and implement actions for 
a thriving securities market 
in the current world crises 
environment. The first 
meeting of the workgroup 
was held on 2 October, to 
determine the issues to be 
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As of 31 October 1998 
(Changes in BOLD) 

What is szilllO be dOlle 
These rules are to be 
approved by the NSC. 
They have been re-filed, 
and are expected to be 
approved soon by the 
NSC. Pragma wi II 
continue its mtensl ve 
training of the .'\ED staff, 
in regulatory and SRO 
matters. Rules of the ABD 
have been submitted and 
approved by the ?\SC, 
however, the ABD still 
needs signatures of all 
members on their 
registration documents. 
This registration document 
is to be received by the 
ABD during the week of 5 
October, at which time the 
ABD will deliver it for 
registration, with final 
approval expected 
around 20 October. The 
NSC will then have 
everything needed to 
issue the SRO license. 
The signed document 
was received and 
delivered for 
registration, stiIllooking 
for delivery to the NSC 



I' 
I 
I 
I 
I 
I 
I~. 

I 
I 
I 
I 
I 
I) 
I 
I 
I 
I 
I 
I 

I 

addressed. Pragma was on 
hand and gave advice and 
recommendations. This 
workgroup has had 2 
subsequent meetings, and 
has discussed the initial 
draft report to be 
distributed to the !'ZSC, 
the broker/dealers, and 
to various state agencies 
(e.g., tax authority), in 
addition to the media. 
Pragma is actively 
advising as to content 
and format, but the 
report is that of the ABD. 
The draft report was sent 
to USAID. 

2. To develop an The OTC trad.ing system is 
OTe trading developed. and is currently 
system, which will being tested. 
compliment the Demonstration and 
floor-based stock training for broker/dealers 
exchange trading started 15 June. The OTC 
system. market will be operated by 

the USE and regulated 
by ABD. Bugs were 
removed from the trading 
system during the week of 
22 June. System opened 
for trading on 15 July, 
with 4 trades in 3 issues 
totaling 13 million Tenge. 
Currently, ifremote access 
is not available, then floor 
access is an option. 
Pragma agreed to provide 
KASE with 
telecommunication 
equipment for remote 
access trading. This will 
hopefully be accomplished 
by end of August. August 
OTe trading figures are 4 
trades; 80 shares; 6 million 
Tenge. During the week of 
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during the week of 19 
October. 

There shall be improved 
remote access capabilities 
of the stock exchange and. 
accordingly, ofbroL:ers 
and dealers. Access must 
be available to all 
broker/dealers at the same 
time, and the quality of 
telecommunication lines 
must be improved. The 
telecommunications must 
now be installed by KASE 
for broker/dealer remote 
access capabilities. KASE 
has this equipment and is 
in the process of testing 
and completing 
installation. 



I 
I 
I 
I 
I 
I 
I~·· O' I 

I 
I 
I 
I 
I 

I 
I 
I 
I 
I 

7 September, 
telecommunications 
equipment was delivered 
to the offices ofPragma, 
for installation at the 
KASE. During the week 
of 14 September, this 

! equipment was delivered I 
to the KASE, for 
installation to allow all 
broker/dealers remote 
access. September OTe 
trading figures are 2 OTe 
trades; 40 shares; S46,1 00 
(3,688,000T). The 
equipment has been 
installed during the week 
of 12 October. October 
OTe trading figures are 
1 trade, 8.065 shares, 
1,645,260 Tenge 
(£20.311). Off-exchange 
trading figures are 
equally dismal, at 238 
trades, 13, 729 shares, 
5,827,786 Tenge 
($71,947). 

3. To effectively All the brokers and dealers The General Meeting of 
eliminate "gray are required to report all the ABD must pass this 
market" trading, by their trading activities to rule, and the MOD must 
prohibiting all the NSC. In addition, be signed by the ABD and 
ABD members members of ABD will be NSC before 30 June. THIS 
from participating prohibited from off- 30 JUNE DEADLINE 
in the "gray exchange trading in WILL NOT BE MET, but 
market, and by securities listed on the attempts are being made in 
promulgating a rule KASE, and the ABD has earnest. It is still possible 
with this drafted an MOD with the that the NSC will adopt a 
prohibition, by 30 NSe which states all regulation or an instruction 
June. trades must be done on the to prohibit off-exchange 

listed or OTC market. The trading. Pragma has 
MOD was signed by both drafted a discussion paper 
parties on 13 July, regarding this prohibition, 
however, the provision for and wiII discuss with NSC 
the prohibition of off- Chairman and other 
exchange trading was Commissioners on 31 july. 
removed. The NSC agreed Pragma has discussed off-
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that off-exchange trading 
shall be prohibited and 
begins looking for ways to 
accomplish this task. The 
NSC is currently in 
discussions with the 
broker/dealers regarding 
the drafting of the 
regulation for off-
exchange trading. 

4. The number of The OTe trading system 
issues that are should begin no later than 
listed should 30 June; at which time the 
increase every "N" board listings, which 
month, with 1 0 currently number 18, will 
issues listed by 30 be transferred to the OTe. 
June 1998, and 40 Pragma's regional 
issues listed by 31 consultants are lining up 
December 1998. companies for listing, 

which includes another 10 
for OTe currently. OTC 
trading system opened on 
15 July, with 13 issuers 
(21 issues, common and 
preferred) listed on the 
OTe. As of 11 
September, there are 19 
issuers and 31 issues 
(common and preferred) 
listed on the OTe. There 
are 26 issues listed "A" 
and "B" board. August 
saw no issues added to the 
OTC, which means that 
the ABD violated the 
MOD standard. 
September saw 1 issue 
transferred from the GTe 
to the "A" board. On 8 
October, Temir Bank 
joined the "A" board list, 
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Exchange tradmg with the 
NSe during the week of 7 
September, and is 
preparing a formal 
response and analysis. 
Pragma is drafting a 
letter to the NSC 
commissioners, which 
will ask for points to be 
included in an 
MOU/protocol between 
the NSC and the SMDP, 
including adoption of a 
regulation to prohibit 
off-exchange trading. 
All professional 
participants, including 
Pragma's regional 
consultants, must strive 
toward getting more 
listings. Broker/dealers 
have approached Pragma 
to panicipate in various 
"road shows" for issuers to 
list, and for investors to 
invest. Details received, 
and Pragma will 
participate. Narodny Bank 
is expected to move from 
OTC to "A" board shortly. 
Narodny Bank and 
ShymknetN efti OrgSintez 
have joined the "A" board 
on 16 September. 
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due to the efforts of 
Pragma's consultants. 

5. To market An MOU agreement. 
membership in the being drafted between 
ABD so as to assemble ABD and NSC, will 
a broad group of provide that all brokers 
professional brokers and dealers will have to 
and deaJers from the become members of .LIJ3D, 
Republic of when the ABD receives 
Kazakhstan. SRO license. In addition, 

companies will only 
receive broker's licenses 
provided that ABD first 
reviews their applications. 
. The ABDINSC MOU 
was revised, and signed on 
13 July, however the NSC 
removed the requirement 
for all broker/dealers to 
join the SRO/ABD. A new 
member, RG. Securities, 
joined the lillD. DB 
Securities, headed by ex-
NSC Chairman 
Marchenko, joined the 
ABD and the KASE. 

6. To develop a The ABD has informally 
settlement guarantee looked into obtaining 
fund or obtain insurance. Also, within 
insurance coverage to the MOU between the 
minimize losses. A ABD and the NSC, the 
feasibility study is to ABD will require itself to 
be completed by 30 meet this guarantee fund 
September, and the or insurance requirement. 
fund or insurance is to Pragma received the 
be in place by 31 KASE feasibility study on 
December 1998. insurance on 1 July, which 

covers ABD members. 

I. USAID 

What shall be done What has been done 
1. To support the Pragma has continued to 

secondary market provide technical 
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The ABD must be hcensed 
as an SRO. Also. the NSC 
is still considering the 
requirement for all 
broker/dealers to become 
members of the .WD JS an 
SRO. It IS Pragma's 
recommendation that this 
is adopted. The NSC 
drafted a regulation that 
requires all 
broker/dealers to be 
members of an SRO (i.e., 
the KASE or the ABD). 
The ABD has the desire to 
add Mr. Marchenko of DB 
Securities (Deutsche 
Bank) to their Council. 
The ABD General 
Meeting did yote to 
include Mr. Marchenko 
onto the Council, but the 
Council in a fit of irony, 
voted to disband the 
ABD. 
Trading will have to 
increase substantially for 
any kind of insurance to be 
viable. Otherwise, a 
guarantee fund will have 
to be contributed to by all 
broker/dealers, which will 
be another expense item 
for them. A joint plan, 
with the KASE, might 
have to be agreed upon. 

What is still to be done 
Technical assistance will 
have to be continued, for 

31 
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OTC-trading for listing assistance for the 
and trading. development of the OTC 

trading system. Pragma 
has made 
recommendations for the 
OTe trading system and 

I trading screen for 
improvements. On 22 
June, the OTC Committee 
met, to try to encourage all 
broker/dealers to quote on 
the OTC trading system, to 
trade on the system, and 
for each broker/dealer to 
bring at least 1 OTe 
listing. Furthennore, on 
24 June, Mr. Bektasov, the 
Chairman of!he NSC, 
blasted the broker/dealers 
for not doing much, and 
stressed their 
responsibilities to bring 
listings to the organized 
markets.. On 1 July, a 
preliminary meeting was 
held, \\"it11 broker/dealers, 
the KASE, the ABD, 
Pragma, and the NSC 
present, to act as a sort of 
brain-stonning session, 
with 3 fonnal plans 
submitted, regarding a 
mUlti-purpose listing, lPO, 
issuer, investor, 
broker/dealer conference 
to be held in the fall. With 
the Pragma's assistance, 
"Bayan-Sulu" company 
was listed on the KASE 
"B" board in August. 

2. To assist the ABD in USAID provided a training 
meeting the FIBV trip for ABD management 
standards. to Moscow in Apri11998, 

and sponsored ABD 
president's participating in 
the foundation meeting of 

Rick Dvorin Document3 11/18/983:51 PM 

further developments of 
the system, and possible 
hard or software to be 
provided to upgrade 
telecommunications 
connections and 
accessibility. Listing and 
IPO Conference scheduled 
for October, but may be 
postponed until November. 
USAID is also scheduling 
and coordination a Central 
Asian investment 
conference to be held in 
Almaty in Mid November. 
This conference has been 
postponed untiJ early 
spring 1999, due to an 
abundance of like 
conferences being held 
N ovemberlDecember 
1998. 

A surveillance/ 
compliance officer was 
hired on 10 June, with 
training already initiated, 
to concentrate on 
regulatory aspects of ABD 
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the Union of Associations 
of Professional 
Participants in May 1998. 
Pragma's advisers drafted 
ABD rules and regulations 
in accordance with FIBV 
standards, awaiting NSC's 
approval. Committees 
were fomled in ABD to be 
responsible for legal 
aspects, monitoring and 
supervisory aspects, 
training practices, and 
informational services. A 
formal training plan has 
been implemented. 
Pragma has been 
conducting training 
sessions for the ABD staff, 
2-3 times per week, 2 
hours per session. The 
training session was 
completed in August. 

3. To support the ABD, Pragma has drafted and 
the NSC, and the securities commented on rules and 
market of the RK. toward drafted and commented on 
the ultimate goal of 
facilitating migration of 
transactions from the "gray 
market". 

regulatory documents of 
the KASE and NSC, which 
require all securities trades 
to be conducted on the 
regulated and transparent 
listed and OTC markets. 
On July 31, possible 
prohibition of off
exchange trading was 
discussed with the NSC 
Chairman and other 
Commissioners, and an 
agreementvvasreached 
that off-exchange trades 
should be prohibited. The 
NSC has drafted a set of 
actions to eliminate "gray 
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actlvnies. Pragma to 
continue to provide intense 
training for the compliance 
staff of the ABD. ]\JSC 
must approve all 
documents. Due to ABD 
staff and members in 
Turkey, no training ci:lsses 
\.vere held during thlS 
week. With the 
encouragement of the 
NSC, the ABD has 
drafted rules for 
members to report all 
off-exchange trades to 
the ABD for surveillance. 
Additionally, the ABD 
has drafted a rule for 
members to make 
application to the ABD 
for inclusion in the 
primary dealing of T
Bills; the ABD would 
then make 
recommendations to the 
Min. Finance for this. 
Continue to draft 
appropriate documents and 
to monitor their approval. 
Pragma to discuss possible 
prohibition of off
exchange trading with 
NSC Chairman and other 
Commissioners on 31 July. 
During the week of 7 
September, the NSC held a 
meeting with the ABD 
Council, discussing among 
other things, the total 
prohibition of off
exchange trading. The 
members of the ABD will 
draft their responses and 
alternative measures for 
further discussion vvith the 
NSC. Pragma to analyze 
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market", and ABD, KASE, 
and CD are supposed to 
work closely together in 
discussing and 
implementing such 
actions. A proposal was 
infonnally discussed 
amongst members to adopt 
a "market maker" system 
to the OTC market on 
September 17. 

4. To provide USAID on a regular basis 
professional training for sponsors ABD-held 
the Association's members seminars for all 
in all relevant and broker/dealers by 
necessary areas. allocating up to $500 per 

seminar and 20 seminars 
by year-end. To date, the 
ABD has held training 
seminars on schedule. 
Many of these have been 
led by Pragma staff. On 11 
June, a broker/dealer 
training presentation was 
given on listings and OTC 
trading, led by Pragma. 
Pragma accomplished a 
training course for 
supervisory and inspection 
staff of the ABD .. Bob 
Thiel who arrived on 8 
September 1998 will run 
the seminar. Seminar was 
held on 15 September, 
with more than 20 in 
attendance. Individual 
broker/dealer meetings 
followed ... this week, Bob 
conducted 6 meetings. Bob 
conducted the seminar in 
Almaty on 24 September, 
with 14 personnel of 
broker dealers in 
attendance. 
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and present a fonnal 
response. Unfortunately, 
the ABD members did 
Dot respond to the NSC 
proposal. However, 
Pragma is drafting a 
letter to the NSC, which 
will include the necessiry 
of prohibiting off-
exchange trading. 

Continue group training 
and educational seminars. 
Pragma to continue 
interviews with individual 
broker/dealer finns to gain 
insight into their finn's 
business and needs. 
Pragma planning a fall 
seminar on books and 
records, back office 
procedures, to be jointly 
conducted with the NSC. 
A training trip is currently 
being planned to Romania. 
Pragma is planning a 
training seminar for 
brokers sales personnel 
and managers. Additional 
broker/dealer sales and 
marketing meetings will be 
held by Bob Thiel the 
week of21 September, 
with another follow-up 
seminar. There are 
currently plans for a 
seminar for ABD members 
on T -Bills and Eurobonds. 
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Open Joint Stock Company «Temirbank» 
80 Shevchenko Street, Almaty, 480091 Republic of Kazakhstan 

INVESTMENT MEMORANDUM 

Content: 

1. Introdllction 

Genera! iJ{(ormatioll II. 
III. 
n°. 
v. 
VI. 
VII. 
HI!. 
IX 
X. 

Basic i"dices (!f(wancia! actil'lties 
Technical equipment 
Banking products and services 
Accounting 
Managemem aJld orgalllzatioll 
Structure of capital, share market 
ManagemeJlt C?f(lIlanciai risks 
Prospective development 

1. Introduction 

Address 

Auditor 

Registrar Holder 

Total number of employees 

Assets 

Equity capital 

Charter capital 

Common Registered Shares 

Shareholders 

Managing Board Chairperson 

Managing Assistants of the 
Board Chairperson 

80 Shevchenko Street, Almaty, 480091 Republic of 
Kazakhstan 

Price Waterhouse International Company 

L.L.P. Kazregister 

821 

T4.I billion 

Tl.3 billion 

Tl billion 

990,000 shares, par value - TI,OOO 

27,100 physical and legal persons 

Saodat TASHPULATOVA 

Andrei BUTUKHANOV 
Serikzhan RAMAZANOV 
Berik SARIN 
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Issuer Stock Listing 

ItAn 

'KazkommertsBank" (Almaty) Common 
'NefteBank" (Aktau) Common 

, - - - --.----- ~--- --- ,---- -_._----

, --- - -~------- --- ------- --~- --

UKTMK" Common 
-" _. - , ------ ----------UKTMK" Preferred 

ShymkentNefteOrgsintez" Common 
--~---- -.- - -----.----, ----
--- ----- -------- ,-----

'" .. -.-. -- .------ "" -" ----3hymkentNefteOrgsintei' Preferred 
._. __ ._-- .--- -- -- -- ---
---- --._----. -----"_._-- - ----

3mir Bank 
--- ---- -_.---,-~rnir 8ank 

--- .--------- ----._----

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

31yk Savings 8ank 
- -. --.-------- ----------

3zakh Telecom" 
---- - - - -

lzakhTelecom" 

\.'-l 
~ 

-- _.- ----- --

-- - . -- .. - . 

Common 
' - , ----Preferred 
----._---- - ,----

---- -----, 

Common 
---"- ----- ------

"8" 

Common 
- --- --- ------

--- --.. --
Preferred 

Date 
Comments 

16 October 1997 

15 April 1998 The Pragma's regional consultant met with the company's management to .------- - --_ .. ,,--- ','-'-

---discuss lisling possibilities, He renderd consultations with regard to the ---- --- " .. _--- .. -." ... 

listing rules and procedures and helped to prepare the listing application, 16 October 1997 
- - ----" --- --

, ---

16 October 1997 

16 October 1997 included into Pre lis-

I 
" .. -- -- ." -.-" - - -

---
ling; 7 January 1998 Moved to "8"; 

-" -- ." - - .. -." - , ,-' 

-- - , .-.-
'16 September 1998 Moved to "A" 

1E5"October 199fincluded into Prelis- - - --
- ".-- - - - - - , 

- -- - -- -~ 

ting; 7 January 1998 Moved to "8"; 
- -- . "" ---. -" - ,-

, --
16 September 1998 Moved to "A" 

8 October 1998 Dias Sarsenov, Pragma's regional consultant for Almaty, has worked with the I 
-- - - - - __ A____ _____ _ _. 

bank from decision-making to the actual listing of the bank's shares, including-

8 October 1998 
--._- ----- -- - -- .- - - ---------- - --- -

conSUltations he renderd with regard to the listing objectives and advantages, -- .-- -.- -- -- - --- -... - -
and help in preparing documents and filing the application, 

30 July 1998 Included Into OTC; 

-- -
16 September 1998 Moved to "A" 

28 October 1997 Included into Prelis-

ling; 10 December 1997 Moved to "8" 

28 October 1997 Included into Prelis-
- - -- - ---.--- ---- -----'----

Page 1 



- - - -"lariba-Bank" 

"Bayan-Sulu" (Uralsk) 
- -- --- - - --

--- ---

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

'Aidabulsky Distillery" 
-----.------ ----

Afdabujsky Oistiiiery"--- ---

- ----- -------

Altyn Den" 
- .-- --- ---
I'>.ltyn Den" 

!l..luminum of Kazkahstan" 
------.- ---~ -- ----------
\Iuminum of Kazkahstan" 

\l<tobeMunaiGaz" 
- - -_. . .. - - . --
\klobeMunaiGaz" 

larly" 
. ----- -

larly" 

NK Kazkhrom" 
- --- ---. - - - -

NK Kazkhrom" 

langystauMunaigaz 
- - - - -- -. - -_.---

langystauMunaigaz 

eftekhimBank" 
. - - ---- ----

eftekhimBank" 

yrausky Refinery" 

yrausky Refinery" 

\.,J 
~ 

----

--

-.-~ 

--

- -Common 

Common 
--- -- - ----

- -- ---

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

Common 
------ -----

---.------
Preferred 

Common 
------- ----
Preferred 

Common 
----._-
Preferred 

Common 
--- - ~ -- --
Preferred 

Common 
---- -~--

Preferred 

Common 
--- ~ - ----

Preferred 

Common 

Preferred 

Common 
------ ---

Preferred 

"OTC" 

Common 
-~~-. 

Preferred 

~~o ~lber"MovR'''8'' ~ - , 
\4,., 

, - - - - - - -
7 January 1998 

12 August 1998 The Pragrna's consultant for Uralsk region Oskar Makhmudov discussed with 
--- - -- ~-- - -.- - -

the company's management advantages of trading equity on the organized 
-- - - - ~ - -

market. He provided training, consultations, and help in preparing documents 
-- ----- . __ ._- -------- ---- --- - - - - - -_.- -- --- - --

for listing_ 

Moved from Prelisting on 15 July 
-- --- ---

1998 

Moved from-Preiisting on15 July 
-- --- - - --- -- ---

- - -- ---
1998 

---~--- i 

Moved from Prelisting on 15 July 
--- -~ - ----- -" --

1998 
I 

Moved from Prelisting on 15 July I 

1 

- ---- ---- ---- -- .~ -- -- ---I 
1998 I 

I 

Moved from Prelisting on 15 July I 

: .- -- - - - - --- .--
1998 

Moved from Prelisting on 15 July 

- ----- -- -- - - - - --- . -- . 
1998 

Moved from Prelisting on 15 July 
---~---~--~-- --------- - -- - --- -- - - --------

1998 

Moved from Prelisting on 15 July 
- - - - ---------- -- --- - -~ . - ----
1998 

Moved from Prelisting on 15 July 
-- -- - - --

1998 

16 January 1998 
- - - --

16 January 1998 
~ M 

-nLIC L. 



--iSh.mke." _ _ IC .. n 
'Shymkentrivo;;- ---- ------ Preferred - ~~ru_98_ -23 February 1998 
Bank Kaspiisky" Common 27 May 1998 
Bank Kaspjjsk}'" --' -- --'---' .-- 1 Preferred I' -. ---127 May 1998 -------. -.,. -
EmbaMunaiGaz" Common 16 January 1 998 - --------- ------

- ----- ~ -- • - - - .- -+ ~----.-

::mbaMunaiGaz" Preferred 16 January 1998 
::talon" (Almaty) Common 27 April 1998 
(uslanaiAsbest" Common 26 March 1998 

.. ----- ----~-.-

CuslanaiAsbest" Preferred 26 March 1998 --------------

---. ------, -----

:orporation Kazakhmys" Common 14 May 1998 
orporaiion-Kazakhm>;s" I ~refer~ed 14 May 1998 

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

-_. 

t-Kamenogorsk Bakery Common 27 May 1998 
I-Kamenogorsk Bakery----- Preferred 

----I .---00.-00 -- ----27 May 1998 
- -~-----. -------------

_________________ •• ___ I _ 

-" ---------- ---

;JProjekt" (Almaty) Common 15 July 1998 
I _ _ ___ __ -~ __________ - -_ -

htarminsky Cement Company ICommon 15 July 1998 
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Pragma's consultsnt for Kuslanai region Vladimir Shabalin contacted the 
company with Ihe purpose of describing advantages of raising capital 
through the stock market on 17 February 1998 He presented listing rules -

.--and procedures to the company's management along with the explanation 
of these. 

On 19 November, a meeting of the KASE Exchange Council 
took place, at which upgrading Kazakhmys up to "B" Board 
was discussed. The meeting revealed that "Kazakhmys" has not paid 
dividends declared in 1997, altilOugh the documents submitted to the KASE 
for "B" listing stated it did. The meeting decided to check the information 
of "Kazakhmys" for its accuracy, and meanwhile to leave Kazakhmys in OTC. 
Bakhyt Ualieva, Pragma's regional consultant for Ust-Kamenogorsk region 
contacted the company on 19 March 1998. She discussed with the 
company's management a possibility for the company to pursue listing of its 
shares; she also provided listing documents and procedures to the company. 
As a follow up to the meeting, managers of the company attended a listing 
semlllar held by Pragma/USAID on 28 April 198 
Pragrna's regional consultant for Almaly Dias Sarsenov provided necessary 
documents and conSUltations to the company's management 
Pragma helped the company prepare all tile listing related documents 

-



_____ .. --- •• _.nn_ 
Pavlodar Oil Refinery 

:Javlodar Oil Refinery 

---------

Rakhat" (Almaty) 

.----1.--- -~-.--.- - -i"\':,.) 
Common 15 July 1998 

Preferred 15 July 1998 
-.-----. -- -

- ---- ,-- ------, ----------

Common 24 July 1998 

- - - - - - - - -Also, Pragma ren( red consultations with regard to the listing procedures. 
As of the end of July 1998, "Pavlodar Oil Refinery" stocks were suspended 
from trades due to legal disputes between "CCl Oi/" (strategic manager) 
and the RK Government. This should mean that until the dispute is settled, 
no trades in these stocks (common/preferred) may be executed. --- --- --
Pragma's regional consultant for Almaty Dias Sarsenov provided to the 

-1----1---1----
company the entire range of listing consultations and training.----- ---- -IIbinsky Metallurgical Plant ICommon 30 July 1998 IPragma's regional consultant for Ust-Kamenogorsk region Bakhyt Ualieva 

... --- -- ---------------- -.. -'--- I . -. IIbinsky Metallurgical Plant Preferred 30 July 1998 Irendered consultations to the company regarding listing rules and procedures 
---------1--------

Also, she helped in preparing of the company for KASE listing. ---------I 
-- -- --- . 00--

.--------- ---------------, ary-Arka Polymetal Common 30 July 1998 Pragma's consultant worked with the company in preparing necessary 
arY-Arka Polymeial IPreierrec( 1- 130Juiy1998--- ---'Idocuments for KASE listing-, as well as in training the company for listing~-argarine Plant (Karaganda) I Common I /30 July 1998 I Pragma's consultant worked with the company in preparing necessary argarine Piant(Karaganda-) --IPreferrecn 130 July1998 ---- Idocuments for KASE listing, as well as in training the company for jisting.--(tubinsk Chrom Compound Plant ICommon 30 July 1998 Pragma's consultant worked with the company in preparing necessary 
- . ---------------------------. -----1- -------.. -,tubinsk Chrom Compound Plant Preferred '30jiJIy-1998-- -'- -Idocuments for KASE listing, as well as in training the company for listing. 

\;J 
~ 

--.~-------~----------------------------~---------. -.- - - -- -
--~------ -- --- ----- ----

Note1: Pragma submitted listing rules and procedures to all of the companies listed above. 
Note 2: As of 15 October 1998, three stocks were delisted from OTC per the NSC's demand: "Asyl-Su" (common), "Kaztsynk (common), 

- __ 
-

••• ___ • __ A ____ _ "Prikaspijskoe Construction Management" (common/preferred). The reason is that these companies failed to submit their emission 
- - - . - - - - . - ----- ---- ----~- -- - -.- . reports in a timely manner, and, as a result, the NSC recognized their issues invalid. Now the above mentioned companies will have to go through the emlSslonregistration procedures all over again. 

Page 4 
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Vpdated November 2, 1998 

Offering Block Shares ofKazakhstani Joint Stock Companies on the KASE 

Proposal: 

u.s. Government should formally request that the Government of Kazakhstan offer for sale State 
owned blocks of shares ofattraclive Kazakhstani Joint Stock Companies of the "second tier-' on the 
KASE. 

Should this proposal be accepted, USAID should move ahead quickly to support this effort and 
monitor its implementation. Continued support should be conditioned on progress to be measured 
by a specific number of companies over a specified time period. 

Backrrround: 

USAlD/CAR contemplated pulling out support for capital market development in Kazakhstan in 
November 1996. However, the program was revived when Mr. Grigori Marchenko was appointed 
Chairman of the National Securities Commission. As one of the conditions for accepting this 
position, Mr. Marchenko received a commitment from the President and Prime Minister that "blue 
chip" companies would be privatized and listed on the stock exchange in order to jump start the 
capital market. In support of Mr. Marchenko' s plan, in December, 1996, The GOK issued two 
decrees with the states objective being, "to facilitate further development of the privatization by 
means of a stock market, promotion of new model Kazakhstan Stock Exchange, and start-up of 
securities market in general." However, by November I 997, no "blue chip" companies had been 
listed on the KASE, and Mr. Marchenko resigned his position in protest. Today, the possibility of 
"Blue Chip" stocks being offered on the K..A..SE seems remote. To add insult to injury, the Ministry 
of Finance (MOF) plans to offer two "Blue Chip" companies through GDRs and ADRs on European 
Stock and American Stock Exchanges. Two other "blue chip" companies will be sold through private 
placement. These sales offer no benefit to Kazakhstan's Capital Market. 

Block Shares 

During the voucher and later cash auction phases of the mass privatization effort, the GOK sold 
shares in over 1700 companies. However, the State still holds blocks of shares in most of these 
companies with a majority share in many of them. It is these shares which are presently being sold 
off through auctions at a rapid pace to meet GOK revenue demands. 

Many of the largest companies were held out of mass privatization for private placement and tender 
sales on a case by case basis. Block shares of these companies are also now being sold to generate 
revenues for the government. 

Thus, it is the block residual shares, in many cases representing controlling interest, of the companies 
auctioned during the mass privatization, as well as block shares of the larger companies being sold 
through private placement which should be sold through the KASE. 
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Meanwhile, with the current, global economic crises hurting markets world wide, trading at the stock 
exchange has dwindled from an already low level. Kazakhstan's Capital Markets need a jump start 
far more today than when Mr. Marchenko was appointed NSC Chairman in 1996. Offering State 
Owned Block shares of quality Kazakhstani JSC's of the "second tier" on the KASE and a portion 
of the "blue chip" companies, which are already being sold, could provide that jump start. 

Recent Developments: 

When it became evident that blue chip companies would not be offered on KASE, the Capital Market 
Development Project began working with the MOF's Department of State Property and Privatization 

(DSPP) with the aim of privatizing some good quality, profitable. second tier companies by offering 
block shares on the KASE. Earlier this year, DSPP provided USAlD with a list of 87 companies, 

which we were to evaluate as candidates for privatization through public offerings. USAlD's review 
revealed that most of these companies were bankrupt or already had had their state shares sold 
through local auctions. The resulting, smaller group is now being offered on the exchange at a firm 
price, by the DSPP's broker. No sales have occurred recently. 

After some delay caused by management changeover, the DSPP has shown some interest in moving 
forward in privatization on the stock exchange. The DSPP proposed the formation of a working 
group to prepare proposals on selling state owned blocks of shares of Kazakhstani JSCs of the 
"second tier" on the KASE. The NSC followed up on this proposal and developed a working group 
consisting of officials from the NSC, KASE, the Association ofBrokerlDealers, and USA1D. 

On Friday, Oct. 9, the Chairman of the NSC, Mr. Bektasov, requested a meeting with the USAID 
Capital Market Officer and Pragma's Chief of Party. Three others Commissioners were present: 
Mr. Kulinov, Ms. Shalgimbayev, and Mr. Joldasbekov. They expressed concern that the Ministry 
of Finance and the DSPP would sell off all the remaining block shares of state owned companies in 
their registry, before there is a chance to offer any of them on the KASE. They asked if the U.S. 
Government (presumably the Ambassador), would write a letter to the Prime Minister requesting that 
the GOK stop selling companies through auctions and use a more open, transparent approach, i.e. 
offering them through the stock exchange. 

At that meeting, we suggested that the NSC might get better results if, together with the KASE, 
BrokerlDealer Association, broker/dealers, the Central Depository and other concerned entities wrote 
directly to the Prime Minister themselves. Rather than writing a letter, the NSC began working with 
the DSPP to government decree that would establish a methodology for privatizing state shares 
through the stock exchange. 

In the meantime, based on the efforts of the working group, the NSC proposed a list of fifty 
companies that should be privatized on the stock exchange. In follow up letters, the DSPP responded 
with letters indicating that, for various reasons, only 10 of these companies were appropriate for 
privatization through the stock exchange. 

On Monday, November 2, 1998, in a meeting with Pragma contractors, Commissioner 10ldaskbekov 
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announced that the DSPP was submitting a regulation to the Prime Minister on the rules for selling 
shares through the exchange. The regulations would establish a working commission (most likely the 
one that is in fact working now) that would establish procedures, coHect information, identify 
companies, and make recommendations to the DSPP. loldasbekov explained that this regulation was 
necessary to give the DSPP political cover for them stopping local auctions of specific companies in 
order to allow sufficient time to prepare shares for listing on KASE. 

Mr. loldoshekov expressed general satisfaction with the regulation. He noted. however. that it does 
leave much to the working commission and the DSPP following its proposals. As a result, 
implementation will be key to whether it is successful. 

Conclusion: 

USAID should fulfill the NSC's request for high level U.S. support on this important issue . 

Kazakhstan's Capital Markets needs to offer some State Properties on the Kazakhstan Stock 
Exchange. It is particular important during this slow economic period. The companies are being sold 
to raise revenue. They are not being held for better economic times and a better price. Offering them 
on the Stock Exchange would not only offers greater transparency, but would show the 
government's support of the Capital Markets. It would give BrokerlDealers experience needed 
experience in initial public offerings, give the Central Depository shares to hold, the exchange trades 
to clear and settle, and, most importantly, it would give focus, momentum, direction and purpose to 
the nascent Capital Markets institutions. 

USAID should urge that the regulation discussed above be adopted. Further, and far more 
importantly, it should clarify that proper implementation of the regulation is crucial to the 
development of the stock market. The corruption., politicization. and lack of information have 
plagued privatization in Kazakhstan. There is little reason to believe that such obstacles will 
disappear. USAID should suggest tangible benclunarks for evaluating whether the Kazakhstani 
government is willing to privatize companies through the stock exchange. 

Of course, the best way to measure implementation is by the number of companies fully privatized 
through this method. Unfortunately, it is extremely hard to predict the number of companies in the 
state's inventory that would lend itself to successful privatization through the exchange. Estimates 
from the NSC and the DSPP have been between 100 and 200 companies. A number within this range 
might be helpful as an objective benchmark in measuring progress during the latter part of 1998 and 
the first half of 1999. USAID support for capital markets development could be based on whether 
these numbers are reached or at least a good faith effort is made to do so. Good faith efforts could 
be measured by the extent the DSPP provides information to the working commission and the extent 
it follows the commission's proposals regarding the process of privatizing these shares. 
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The Pragma Corporation 
USAID Securities Market Development Project 

Monthly Report 
(for the period ending November 30, 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 November 1998. 

• TEAM SUBMITS PROTOCOL OF MUTUAL COOPERATION TO NSC; OBTAINS 
POSITIVE RESPONSE. 

• TEAM ASSISTS DEPARTMENT OF STATE PROPERTY AND PRIVATIZATION IN 
ITS EFFORTS TO ACCELERATE PRIVATIZATION THROUGH THE STOCK 
EXCHANGE. 

• SHARES OF COPPER CO~1PANY PRIVATIZED THROUGH EXCHANGE IN A 
TRANSACTION VALUED AT OVER 6.3 MILLlON US DOLLARS. 

• KAZAKHST AN STOCK EXCHANGE AND BROKER-DEALERS GEAR UP FOR 
PRIV ATIZlNG STATE SHARES. 

• TEAM ASSISTS IN PUBLISIDNG RECENT DEVELOPMENTS WITH REGARD TO 
TENDERS FOR PLACING SHARES OF BLUE CHIP COIvlP ANJES. 

• TEAM MAKES CONTACT WITH OVER 160 COMP ANTES THROUGH SEMINARS 
IN FOUR REGIONS. 

• TEAM ASSISTS KASE IN TAKING ON FULL SRO RESPONSIBlLITIES AFTER 
DISSOLUTION OF ASSOCIATION OF BROKER-DEALERS. 

ll. PROJECT DESCRIPTION 

The Pragma Team works with the National Securities Commission (''NSC''), the Kazakhstan 
Stock Exchange ("KASE"), and the Central Depository in developing Kazakhstan's securities 
market. To further these goals, the Pragma Team works under a Memorandum of 
Understanding ("MOt]") between USAID and KASE. A previous MOU between USAID and 
the Association of Broker-Dealers was rendered moot by the latter's dissolution in October 
1998. 

In November 1998, recognizing the changes in circumstances since the Task Order was 
written, Rick Gurley, the COTR for the AID Mission, signed off on an Action Plan that set 
forth the priorities of the Project through March 1999. The priorities of the Project for this 
period are noted in the boxes below. 
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Ill. PROJECT UPDATE AND PROGRESS VERSUS ACTIVITlES IN THE ACTION 

PLAN 

The project update for this monthly report will correspond to the activities set forth in the 
action plan described above. 

Task 1 Continued Assistance to the NSC 

Defined Activity 

1. Draft regulations. 

2. Assist in 
establishing 
enforcement power of 
NSC. 

Progress Made During the Month 

After obtaining USAID approvaL the Team submitted to the NSC a draft "Protocol on 
Mutually Beneficial Cooperation". The Protocol envisIOned significant assIstance to the 
NSC in drafting. and included a proposed schedule of documents for drafting or 
comment. See Attachment 1. In general the NSC agreed with the contents of the 
Protocol, voicing only minor concerns which the Team was addressing as of the end of 
the month. 

In tile meantime, tlle Team continued 10 assist NSC offiCIals in tIleir efforts to draft 
regulations and policy documents. namely: 

• 
• 

• 

• 
• 

The NSC Program for 1999-2000; 

Rules on Broker-Dealer Activities on tile Securitics Markcl, 

Rules Governing the Operation of the Central Depository: 

Instructions on tlle Procedures for Registering Emissions of Obligations: 

Instructions on the Procedure of Govenunent RegIstration of Emissions and 
Analysis of Emissions of Shares of Investment Funds and the Procedure 
Reviewing and COltfirrning Reports on the Results of Issue and Placement of 
Investment Funds; and 

• Amendments to tile Law on Joint Stock Companies. 

The Team also e)':piored tile idea of ways in which a company could issue corporate bonds 
tIlat are "secured". Specifically, tlle Team reviewed metIlOds by which the company 
secures llie claims ofllie bond holders. For instance, claims could be secured by either 
pledges ofllie company's property or by llie guarantee of a tltird party (who would take a 
pledge of property from the company in order to secure its claim against the company in 
case of default). 

Finally, in assisting witll tile phase out of US AID support for NSC share registration 
activities, tlle Team reviewed tile current and prospective requirements for registering 
issues of shares in Kazakhstan. 

The Team began researching tlle possibilit.y of tlle NSC using its licensing autllority as a 
means of fining market professionals for violating securities regulations. In such cases, 
tile fines would actually be "voluntary settlements" of an action by the NSC to deprive the 
market professional of a license. Such a metilod would allow tlle NSC to essentially 
impose penalties witIlOut going to court. 

Tllis issue received initial positive responses from one of the NSC commissioners when it. 
was raised in connection WitIl tlle Protocol. 

Jae Abbitt. a compliance specialist. on TDY, met willi NSC Commissioner Unlit Kulinov 
to follow up on inspection and compliance assistance she provided to the NSC in the 
spring of 1998. See Attachment 2. 

Finally, tile Team continued witIl tile assistance it has been providing the NSC with 
regard to registration of emissions of shares and the monitoring of activities of 
professional participants. In late November, the Team agreed with the NSC to phase out 
this assistance in connection WitIl an evaluation the Team will perfonn on the 

2 
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Defined Activity 

3. Assist NSC in 
moving off-exchange 
trading to KASE. 

Pro~ress Made During the Month 

requirements of both the NSC and the emitters in reglstenng shares. 

The team drafted a rule for KASE which sets forth procedures allowing nOll-member 

broker/dealers to trade on KASE. 

The provisions drafted by the team to prohibit off-exchange tradmg arc lIlcluded m a 
revised regulation. sitting on the desk of an NSC CommissIOner. awaiting revIew and 
approval, to be sent to the Ministry of Justice for final approval and adoption. 

4. Establish NSC Data The Team's technical consultant~ contmued devcloplIlg UJe NSC Trade ReportmglData 
WarehouselTrade Warehouse system. Specific actlvities for the month included: 
Reporting System. 

• development oftlle database ofprofessionai partIcipants and firms WIth secunties 
market licenses: 

• establislunent of a syslem U13t would allow the NSC to assIgIl numbers to share issues 
of companies: 

• full documentation of the data warehouse/reporting system 

The Team also addressed the issue of improving tile NSC's ability to collect and process 
reports 011 the activities of companies managing pension fund assets. The Team 
organized a meeting between Commissioner Kulinov and tlle principals of the usArD 
Pension Reform Project (pRP). As a result of the meeting. the PRP acknowledged their 
willingness to establish the forms and other documents for reporting. and members of the 
Team agreed to write a program code for processing such reports. The Team expects that 
such work would significantly reduce the paper work that currently burdens the NSC. 

Task 2 - Blue Chip Privatization 

Defined Activity Progress Made During the Month 

1. Assist & monitor the The State Department on Property and Privatization (DSPP) continued witil its efforts to 
privatization of state accelerate the privatization of second-tier companies tirrough tile stock exchange. To tins 
owned shares. end.. tile DSPP released draft rules on privatization tirrough tlle stock market and draft 

rules on choosing broker-dealers for these efforts. 

Upon review of the draft rules, the Team concluded that tile public notification provisions 
in the draft rules potentially violated the Law on Privatization. In response, the Team 
arranged with the NSC and KASE to draft and submit a letter to the DSPP expressing 
these concerns. Although the letter did not result in tile DSPP cbanging its policies, it 
nevertheless has raised its awareness as to the concerns of the NSC, KASE, and the 
Team. 

Despite these concerns, tile Team continued to support the efforts of the DSPP in 
choosing companies for privatization through KASE. Using tile database tlley had 
developed over the past several years, Team members combed tlrrough potential 
companies and, after consultation with members of KASE. submitted tllem to tlle DSPP 
for consideration. Further, Team members shared information from tlJeir data base 
(specifically as to tracking sales of state shares) with regional offices of tile DSPP in order 
to allow the latter to make better informed choices as to privatization. Finally, tlJe Team 
worked closely with the NSC and KASE to develop a set of regulations that would govern 
the method by which tlle DSPP would choose brok~r-dealers to sell state packets of 
shares. 

TIns effort has begun to show immediate results, as of tile end of the month, the DSPP 
had sold a copper company through the exchange for 6.3 million dollars and had listed 
eight new companies for sale on tile exchange. See Attachment 3 for details. 

3 
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Defined Activity Progress Made During the Month 

2. Assist and involve The Team obtamed the approval from USAID of David Lucterhand (an mvesunent 

BrokerfDealers in banker) to work on the Project m December (for a preliminary visit) and from January 

I 
working w/GOK through at least until Marcil. Mr. Lucterhand's primary task will be working WiUl the 

privatization. broker-dealers on privatization of state shares through the exchange. In anticipation of 
Mr. Lucterhand's amval. the Team polled ule broker-de.'licrs to detcrmlllc whIch ones 
would be mterested in working with him on state share sales. Eleven (out of 1 I) broker-

I 
dealer companies responded enthusiastically to this offer. 

3. Advocate listmg The DSPP announced a tender for investment bankers to pnvauze shares of several blue 

I 
part of shares of blue chip companies. namely Kazakhstan Aluminum. Kazkhrom. Kaztzmk. and tile 
chip companies Sokolovko-Sarbaiskoe Mining and Enrichment Combine. Interestingly. the tender called 

wIKASE. on investment bank bIdders to consider pnvatizatJon through Kazakhstan' s local stock 
market as well as through international markets. 

I In response to a request from the DSPP. the Team placed ll1fonnatioll on tlus tender on Ils 
web site as well as mformation on Ulese companies that had been provided by the DSPP. 

I '" , 
J 

Task 3 - Development of the- Markets 

Defined Activity Progress Mad~ During the Month 

I 1. Encourage The Team finished up its series of regional listing seminars for ule year with a flounsh. 
companies to list on During the month. Ule Team organized and ran listing seminars in Aktubinsk. Ust 
KASE. Kanlenogorsk. Uralsk and Pavlodar. The four seminars (whose costs were partly offset 

I from expense sharing with a USAID training project) attracted a total of 291 
representatives from 164 companies. 

The Team also participated in a seminar on corporate securities that was sponsored by an 

I American law firm and Kazkommerz Securities in Almaty. 

Further, the Team worked with Privatization Investment Funds in order to encourage 
them to negotiate with broker-dealers for having the shares in their portfolios listed on 

I KASE. For instance, the Team posted on its web site the shares that Privatization 
Investment Funds wanted to have listed on KASE. As a result of such posting. a broker-
dealer agreed to bring shares of the joint stock company" Aky" to the OTe floor 

I Having now contacted over 2000 companies, the Team is focusing on the 25 most 
attractive companies for continued listing efforts. 

As of tile end of the month. 37 companies (61 share issues) were listed on KASE. Twelve 

I of these companies (three in November) were listed with the direct assistance of the Team 
(see Attachment 4 for details). 

On a final note. during the month KASE decided to e:\.1end tile deadline of an "A" listed 

I company for meeting certain "A" list requirements. The Team expressed its concern on 
tile possible dilution of the reputation of "A" list if such deadline were extended. KASE 
acknowledged tius concern. but nevertheless e:\.1ended the company's deadline until 

I 
January 1, 1999. 

2. Encourage trading The Team continued its work with the web site in order to increase awareness of 
onKASE. Kazakhstan and how it differs from Russia. Further, it posted on its web site several 

I 
pieces ofinfonnation concenung the GOK's recent efforts to privatize state shares. 

The Team also addressed once again the possibility' of capital controls in response to a 
request for three specific questions posed by the NSC. See Attachment 5 for a translation 

I 
of the Team's response to t Ius request. 

For tile monUl, trades were up sharply from the all time lows in October: the amounts of 
shares traded off exchange increased more than ten fold. the largest single trading month 

I 4 

I 
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Defined Activity Progress Made During the Month 

for off-exchange trading SJllce August. With regard to trades on-exchange, the 
privatization of the copper company. mentioned above significantly raised the volume of 
the amounts in shares traded during tile montil. Still, tile increase would have been 
substantial. even without this sale. See Attachment 6 for details. 

Rick Dvorin. tile Senior CapItal Markets Advisor, gave a presentation on the Kazakhstan 
securities market at a conference in Almat)' sponsored by the ASian Development Bank. 
In attendance were pension fund managers and other representauves of private investors. 

On a matter of note that did not directly relate to activities of the Team. KASE and 
AFINEX (the foreign exchange market) have agreed to merge. TIus move will reduce 
some overhead costs and enhance the effiCIency ofbotil exchanges. 

Task 4 - Continued Assistance to RASE and the Central Depository 

Defined Activity Discussion of Progress Made During the Month 

1. Support KASE in The Team convinced KASE to sign an agreement obligating itself to take over tile SRO 
accepting the SRO responsibilities. upon transfer of such from tile NSC. To help KASE witll tllese new 
responsibilities of the obligations, the Team com'ineed USAID to approve continued salary support of tlle ex-
NABD. ABD staff person who had been trained by Rick Dvorin in SRO matters. 

KASE is currently awaiting a fonnal commitment from the NSC to transfer regulatory 
responsibilities to it. 

2. Assist KASE to Wi til slow trading volumes Oil KASE. tllis effort has been deferred until a market-maker 
finalize rules for system is more relevant to market conditions. 
market-makers/work in 
conjunction with 
broker-dealers. 

3. Improve broker- The team continued to encourage individual broker/dealers to trade on KASE, even before 
dealers operational the adoption of the NSC regulation to prollibit off-exchange trading. 
efficiency and 
transparency. 

4. Provide assistarlce The Team began working on a regulation on activities of the Central Depository. This 
to the Central regulation would be an updated version of tlle one passed two years ago, and would take 
Depository. into account tlle new Law on loint Stock Companies and the greater emphasis on on-

exchange trading. 

Task 5 - Other Activities 

Defined Activity Progress Made During the Month 

1. Make the USAID No work was done tllis month on tllis matter. 
web site a self-
sustaining entity. 

IV. Administrative Issues 

The Team moved all of its members, save for those in the technoiogy and information services 
group, over to the building where the NSc. KASE, and the CD are located. This immediately 
resulted in savings on rent and reduction of staff, in addition to adding to the team's efficiency 
by its proximity to the aforementioned counterparts. The Team further cut costs by arranging 
to have the USAID Training Project cover some of its expenses for its listing seminars. 

5 
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v. PROJECT STAFFING 

The following personnel were engaged in project activities this month: 

Paul Carlson, Senior Investment Advisor (part time) 

Richard Dvorin, Senior Capital Markets Advisor 

Daniel Fitzpatrick, Team Leader 

Timothy Smith, Senior Capital Markets Advisor 

Mary Jae Abbitt, Capital MarketslFinancial Policy Advisor 
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U~AIU ~MJJt': Monthlv Report 

USAID SECURITIES MARKET DEVELOPMENT PROJECT 

Monthly Report for November 1998 

List of Attachments 

Attachment 1: Protocol on Mutually Beneficial Cooperation 

Attachment 2: Memorandum from M. Jae Abbitt (November 20, 1998) 

Attachment 3: List of State-Owned Companies Placed for Sale on KASE 

Attachment 4: Companies Listed on KASE and Description of Team's Contribution 

Attachment 5: Translation of Letter to Mr. Nyazov regarding Capital Flow Restrictions 

Attachment 6: Trading Statistics (dollar and tenge volume on and off-exchange) 
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Protocol on Mutually Beneficial Cooperation 
between 

the National Securities Commission of the Republic of Kazakhstan 
and 

the Pragma Corporation 

L Basis for Protocol 

1. The Pragma CorporatIOn ("Pragma") is provIding technical assIstance In the Repubhc of Kazakhstan In 

connection With development of the secunties market, under a contract funded by the US Agency for 
International Development (US AID). 

2. USAID has ctirected Pragma to pronde teclmicaI assIstance to tile National Secuntles CommISSIOn. 

3. The National Securities Commission CNSC") has agreed to accept the technical aSSIstance descnbed In this 
Protocol. _0_-

------~ -: .:... __ :'-'_7~~t" "':. - • 

. ~ - .'). . .. : '4".; Both Pragma and the NSC recoglUZe tiiai-sucl1 'technical assistance will be provided more efficientiy if each 
side fullv understands what to expect frmrr.llie otheL .. =----=..:.,.~~-. -.~ _. ___ .i_Z-,-=-

5. In light of the above-described events and understanctings. Pragma and the NSC state in this Protocol their 
mumally beneficial actIvities for the period-from the date of the slgrung of this Protocol unul March 31, 1999. 

IT. Pral!ma's Actilities 

Pragrna, through its consultants, will: 
-. _ . ..---. .:-..- .. -

1. draft or comment on the normative acts listed- hi' Attaclunent 1, and sublnit such drafts or comments according 
to the schedule stated therein; 

2. support the NSC in undertaking a pilot project for drafting normative acts in a manner that allows interested 
parties (citizens, non-governmental organizations, etc) to have a meaningful opportunity to review and 
comment on the draft nonnative acts before their submission for registration to the Ministry of Justice; 

3. investigate and assess opportunities and obstacles with regard to NSC efforts to enforce the requirements under 
legislation on securities and the Law on Joint Stock Companies; 

4. assist the NSC in bringing at least two enforcement cases in 1999; 

5. publish over the internet the financial data provided by all listed companies that is provided to Pragma; 

6. develop and install at the NSC a trade reporting system/data warehouse, accorcting to the schedule in 
Attachment 2; 

7. train NSC employees on use of the trade reporting system/data warehouse and a develop a plan, taking into 
account NSC concerns, for seif-sustainabiIity of the system/warehouse: and 

8. provide other assistance that is mutually agreed upon by the NSC and Pragma through a supplement to tilis 
Protocol. . 
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ill. The NSC's Activities 

The NSC wiII: 

1. accept and consIder the comments on or drafts of tile normative acts iliat Pragma submIts to the NSC 
according to tile schedule specified in Attachment 1; 

2. publish in certam newspapers and over ilie internet (tile costs of which will be met b:. Pragma). drafts of tile 
regulations specified in Attachment I by an asterisk(*). in order to allo\\ interested partIes (cJ1Jzens. non
govemrnental orgalllzauons. etc) the opporturnty to revIew and commenl on the specIfied draft normatJ\'e aclS 
before tileir submISSIon for regIstration to tile Ministry of Justice; 

3 initiate at least two enforcement actions. one of which will involve tile failure of a company to issue dIvidends 
tilal had been authonzed at a shareholder's meetlllg. tile other will involve the failure of a compan) to dIsclose 
information reqUJred by legIslatIOn on securities: 

4. make available to tile public (tirrough tile media and tile internet) tile results of trade reponmg. and if the 
collection of tills infonnation is transferred to an SRO, ensure tIwt the SRO will do likeWIse: 

5. shift regulatory autilOrities to the SRO, as tile SRO demonstrates its competence to take on various regulatory 
tasks; 

6. establish a register of public companies and require them to provide detaIled infoffilatJon regarding theIr 
business and financial activItIes: 

7. ensure tilat information provided by listed companies and public companies is available to the public tirrough 
the internet; 

8. continue to urge the Government to privatize shares of blue chlps and second tJer companies tirrough the 
domestic organized market: 

9. adopt and enforce regulations to eliminate off-exchange trading, i.e., to bring all securities trades to the 
organized markets; 

10. provide Pragma witil office room numbers 311, 413-415, and 420-422 at its office building located at Aiteke 
Bi 67 in Almaty according to a lease previously signed by Pragma; 

11. by March 1, 1999 develop a joint plan with consultants from Pragma that would ensure the continued 
operation and usefulness of tile trade reporting and data warehouse system, witllOut USAID assistance after 
__ , 1999; and 

12. undertake otller mutually beneficial activities that are agreed upon by the NSC and Pragma tlrrough a 
supplement to this Protocol. 

IV. Other Arrangements and Understandings 

1. In order to ensure efficient and coordinated implementation of tile activities in tilis Protocol. Pragma and the 
NSC will submit all requests concerning tile above activities in writing to representatives specified herein. 
The representative for Pragma shall be Daniel Fitzpatrick. The representative for !lIe NSC shall be 

2. Pragma and tile NSC recognize Olat aliliough the activities described in this Protocol do not rise to the level of 
legally binding obligations, the activities perfonlled by one side depend on Ole corresponding execution of the 
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activities by the other. Pragma and the NSC further recognize that the activities stated in this Protocol are 
dependent on continued financing by the governments of the United States and the Republic of K.1zakhstan 
respectively. 

3. Original Russian and English versions (fiVO each) of this Protocol will be signed and kept by Pragma and the 
NSC respecuvely. 

1. 

V. Signatures. Authorities. and Date of Coming into Force 

The individuals signing below represent that they have the authoril} to do so on behalf of their respective 
organizations. 

If the dates of signing the Protocol are different. the date of its coming into force shall be the date when the 
latter of the fi\'o parties si1!ns the Protocol 

Daniel Fitzpatrick, on behalfofPragm~..:....~_,...;;:".~..;,.- __ .--_ Aben Bektaso\'. on behalf of the NSC 
.- :;.-... ~,,:;;':J.~r~. " 

--------------:--.- --;'--:.;::~--
Date Date 

---:--. --' 
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I Attachment 1 

List of Normative Legal Acts 

I on which «Pragma» provides Technical Assistance 

No Name of the Draft Input Deadlines 

I 1 INSTRUCTIONS GoverlllIlg the Procedures for Public RegIstration of Issues of Shares Conunents 
and Cancellation of Issues of Shares and the Procedures for Revie."ing and Approving 
Reports on Outcomes of Issue and Distnbutlon of Shares by Joint Stock Compamcs in the 

I 
Republic of Kazakhstan (I) 

2 INSTRUCTIONS Governing the Procedures for Public Registration of Issues of Bonds Drafting 
(-1-) 

! 

I 3 INSTRUCTIONS Govenung the Procedure of Public Registratlon of Issues of Shares of Draftmg 
lm'estrnent Funds (33) 

4 INSTRUCTIONS Govenung the Procedures for Public Registration of Issues of Conunents 

I Derivatives (8) 

5 INSTRUCTIONS On Procedure for Publishing Infomlation on Cnahges ill Business Conunents 
Activities Performed by Issuers (10) = 

I 6 REQUIREMENTS to be Mel b) Registrars Maintairung Registries of Holders of Open Comments 
.. 

Public Company Securities (12) 

7 RULES Governing the Operation of Central Deposllory (15) Drafting 15.12.98 

I 
8 RULES Govenung the Maintenance of Registries of SeCurIty Holders and InteractlOn Comments 

between Registrars and Nominees (2 I) 

9 RULES for Maintaining RegIsters of Securities of Closely Held Joint Stock Companies Comments 
(22) 

I 10 EXEMPLARY RULES for Preparation for and Conduct of General Shareholder Comments 
Meetings (28) 

11 RESOLUTION of the National Securities Commission on Independent Directors (29) Drafting 

I 12 RULES Governing the Perfonnance of Custodial Activity at the Securities Market (13) Comments 

13 RULES for Publishing by Securities Market Entities of Infonnation on their Activities Comments 
(31) 

I 
14 REQUIREMENTS to Program-Technical Complexes for RegIstrars (45) Drafting 

15 INSTRUCTIONS Governing the Conduct ofInspections ofIssuers' Activities (50) Drafting 

16 INSTRUCTIONS Governing the Procedures for Performing Public Registration of Comments 

I 
;,. . ) Additional Issues of Shares Pursuant to Court Decision and Cancellation of such Issues, 

and also the Procedures for Reviewing and Approving Reports on Outcomes of Issue and 
Distribution of Additional Shares Pursuant to Court Decision (27) 

17 LAW on Amendments to the Law On Joint Stock Companies Drafting, 

I comments 
18 LA W on the National Securities Commission of the Republic of Kazakhstan 

19 RESOLUTION on anlending the Regulations for the National Securities Commission (in Drafting 

I order to conform with the Law on Nonnative Legal Acts and include provisions on public 
hearin_gs) 

20 Amending various licensing regulations governing the activities at the securities market Drafting 

I 
(with the view of allowing for the possibility of 'amicable settlement of issues' which serve 
as the grounds for revocation or suspension of licenses; the amicable settlement would 
mean the payment by the violator of a certain amount to the budget, compensation for 
damages caused bv the violation and redressing tlle violation) 

·1 
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I 
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I Attachment 2 

I Schedule 
for Developing and Instaliing the NSC Trade Reporting System IData Warehouse 

I Activity Date of Completion 
Reporting software for professional Development completed and software installed in 
participants on trades in the stock market October 1998 

I (Version 2) 
State Register oflicenses, permissions and November-December 1998. 
certificates for professional activities in the January-May 1999 - support, debugging and 

I stock market enhancement of the software, development of 
new reports. 

I " , 

Reporting system for Pension Assets Currently, details of the task are being 
management companies coordinated. 

December 1998 - January 1999 - development 
of the software 

I Febru~ry-March 1999 - Start of operation 
State register of securities issues January-June 1999 

I 
Setting the technical task and development of the 
software, 

Reports ofIssuers in the stock market. May-December 1999 

I 
Disclosure of information on public Joint- Setting the technical task and development of the 
Stock Companies software. 
Development of the common database, Includes all above tasks. 

I combining databases of all Departments and 
providing analytical functions. 

I 
I 
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TO: Dan Fitzgerald/COP 

FROM: M. Jae Abbitt 

RE: NSC BD Inspection ProcessfMeeting w/ Commissioner Kulinov 

DATE: 11/20/98 

Today I met with Uroit Kulinov for his assessment of the NSCs broker dealer inspection 
program, and Pragma's 12-week spring training for Commission inspectors on the audit 
process. 

He noted that the Pragma training was "fruitful" with respect to the inspection process. 
The NSC now has a successful ongoing BD inspection program, today consisting of 
approximately 2 inspections completed each month. Recently, the number was reduced 
due to the weak economy and resultant negative impact on individual BD finns. The 
NSC has decided to continue the inspection program in a lower profile manner, 
concentrating increased efforts in the next few months on issuer concerns, namely 
persistent: 1) poor/nonexistent disclosure to shareholders, and 2) failure to pay 
shareholder dividends after a public declaration of same. 

Upon inquiry, he discussed the inspection deficiencies found in the May audit of the 
large BD, Kazcommerce Securities. Although no intentional fraud was noted, multiple 
deficiencies were found, primarily due to what looked to be inadequate supervisory! 
operating procedures and lack of training in the following areas - inaccurate or 
incomplete order tickets; poorly documented client new account fonn information; 
inconsistent books and records, etc. As I was leaving SPMD conSUlting work in June, the 
audit had just been completed. Since this was the first time so many violations were 
discovered at a large well-respected BD, there was much ongoing discussion at the time 
about how to proceed. 

The NSC completed the process with a detailed deficiency letter to the BD, followed by a 
a written warning letter, which noted that the finn would be audited again in 
approximately 6 months to detennine if all findings had been adequately addressed. The 
Commissioner noted that the finn has responded to the NSC's deficiency letter, 
addressing all findings. The NSC has not yet re-audited the firm; however this is on the 
agenda soon. 

He noted that for the first time in Kazakhstan a large BD's license is being revoked, and 
asked me what were the next steps to address the BD's assets - client accounts. The 
cause of the license termination is that the BD (AG Securities) failed to remit a client's 
securities upon request, the tenns of the loan having been accurately documented. 
Kulinov said he did not know the value of the client's securities, however, it can be 
sunnised that the amount was not small. The firm is insolvent and has not, and will not, 
be able to return the securities to the client. The only avenue for the client to be made 
whole will be success in a bankruptcy court proceeding - a long, expensive and 
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exasperating process. At this time the Kazakh financial system has not implemented 
customer protection for this type of ED closing, such as SIPC, E&O insurance. etc. The 
NSC discovered the misappropriation upon receipt of a client complaint letter, and 
subsequent ED "cause" exam. 

I briefly described how the U.S. system functions in the termination of a ED license 
under these circumstances: client accounts, securities and cash assets are transferred 
quickly to another firm. In a nutshell, usually another ED who has heard about the 
problem steps in and volunteers to take over the accounts in as quick and efficient 
manner as possible - often working throughout the night with the clearing firm to 
complete this task. Frequently, the ED community does not know of the problem. In 
these cases, the federal regulator or a SRO will place telephone calls to a BD with similar 
profiles, products, etc. and ask if it would like to take over the client accounts and 
supervision of the brokers of the firm whose license is being terminated. At that time, the 
BD receiving the new accounts will work with an SRO and/or the federal regulator to 
prevent - as much as possible - disruption in management of the client's assets. Thus, the 
negative impact of an unplanned BD demise generally does not erode investor trust, and 
instead often instills increased confidence in the system. 

We briefly discussed the need tc? begin work on, and make decisions about, the area of 
enforcement area regarding sanctioning BDs and Associated Persons who violate 
securities law. Constitutional law prohibits disciplining violators with a monetary fine. 
However, this situation may be worked out using other methodology. 

When I discussed having a wrap-up conversation with an NSC inspector, it 
was noted that all are required to attend an investment management seminar, scheduled 
the next two weeks. Although this is general threshold information about asset 
management - and is not directly related to an inspection program - the seminar will 
provide examiners with basic fund company knowledge. Therefore, implementation of 
an adequate ongoing advisory inspection program, similar to the BD procedures, should 
not prove to be difficult. A systematic advisory audit prototype is a necessary component 
for the successful implementation of the Pension Reform Act, which created the Kazakh 
workers' retirement plan for long-term management of contributor assets in the capital 
markets. 

Cc: Rick Dvorin 

~1 
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List of State-Owned Companies 
Placed for Sale on the KASE as of 30 November 1998 

Issuer Date Share 

"Vostochno-Kazakhstansky Copper and Chemical Combine" 20 Nov. 90% 

"Amankaragaisky Grain Elevator" 26 Nov. 32% 

"Dzharkulskysky Grain Elevator" 25 Nov. 14.41% 

"EI-Yrysy" 25 Nov. 20.81% 

"Kant" 25 Nov. 22.12% 

"Ordzhonikidzevsky Grain Elevator" 26 Nov. 39.6% 

Hotel "Dostyk" 25 Nov. 24.67% 

"8zhizheny Gaz" (illiquid Gas") 27 Nov. 39.9% 

5~ 



-------------------
KASE Listed Stocks (as of November 1998) :~ 1 " November Report - Attachmel 

Issuer I Stock I Listina I Date Comments 

15 April 1998 IThe rna's regional consultant met with the company's management to 
~ , - - ~ - - . - - - - -

discuss listing possibilities. He renderd consultations with regard to the ---------- ---- ----,----, 
------ I -

---listing rules and procedures and helped to prepare the listing application. 
Common 16 October 1997 

Preferred ---'16 October-1S97 

Common 16 October 1997 included into Prelis-
------------1 1--- --- -------- - ----- -. ---..,---1---ling; 7 January 1998 Moved to . -

------------ ---- ----1--------·----------- -----1 .---. -- ---16 September 1998 Moved to "A" 
"ShymkentNefteOrgslritez" I Pn9ferrecr I I 160ctober 1997 includeeiinto-Prells::-

I 
---------------------1----------------------------1----------ting; 7 January 1998 Moved to "B"; 
------------ ---- ----I-------··-------~---·----- --- -----1 ---- ---. 16 September 1998 Moved to "A" 
Temir Common Dias Sarsenov, Pragma's regional consultant for Almaty, has worked with the 

- ---- -- --.-- - _. 
emir Bank Preferred 8 October 1998 bank from decision-making to the actual listing of the bank's shares, including 

- -conSUltations he renderd with regard to the listing objectives and advantages, 
.------and help in preparing documents and filing the application. 

Halyk Savings Bank Common 30 July 1998 Included Into OTC; 
1---1 1- ------.----- -.----- . - ------

16 September 1998 Moved to "A" 

.--- - --- .-- -- 1-- - - ------, 10 December 1997 Moved to "B" 
------'KazakhTelecom" Preferred 8 October199i Included into Prelis- ' -- - - -. --

-~ Page 1 



----------
tinC":lO December 1997 Moved to "S" ---

21 "Laliba-Sank" Common 7 January 1998 

31"Sayan-Sulu" (Uralsk) Common 12 August 1998 

"Aidabulsky Distillery" Common Moved from Prelisting on 15 July 

1998 

----,-----
'. 

. -'" 

The Pragrna's consultant for Uralsk region Oskar Makhmudov discussed with 

the company's management advantages of trading equity on the organized 

market. He provided training, consultations, and help in preparing documents 

for listing. 

iFj..ldabulsky Distillery" I Preferred , 
_. .-- .-- -- -----

from Prelisting on 15 July 

Common 

'Preferred I 11998 

of Kazkahstan" Common Moved from Prelisting on 15 July 

'Preferredl 11998 
---- -----------

Common INlOveo from Prelisting on 15 July 

Preferred 

Common on 15 July 
-_._- -----~- --------

Preferred 

Common from Prelisting on 15 July 

Preferred 1998A --------------- ----- --- -----

Common Moved from Prelisting on 15 July 

~MangystauMunaigaz IPreferred I 1199B . ---- - .-- -------. 

Common 

"NeftekhimSank" Preferred 

Moved from Prelisting on 15 July 

1998 

'Atyrausky Refinery"-lrreferrec(1 liB-january 1998 -- -. ----

~ o 

.. ---- -- -- ~--- ----------



- - - - - - -- - -
21 "ShymkentPivo" Common 23; lbruary 199a 

~~,.,.. 

31"SKymkenIPivo" IPreierre(fl 123 Febn.iary-199S-----------

41"Bank Kaspiisky" ICommon 1 127 May 1998 

51 "Bank Kaspiisky" -IPreferred 
--- - --------. 

27 May 1998 

IiI"EmbaMunaiGaz" Common 16 January 1998 

rl;;EmbaMunaiGaz" Ipreferredl 116 January 1998 

Jl"Elalon" (Almaty) Common 27 April 1998 

II "KuslanaiAsbest" Common 26 March 1998 

- _ .. -
, 

\.~ .... ",'I 

- - -- -
----

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

Pragma's consultsnt for Kustanai region Vladimir Shabalin contacted the 

i H<ustanaiAsbest" I Preferred I 126March1998 I company -with-the-purpose of describing actvantagesof raising-capital 
- -- - - -

through the stock market on 17 February 1998. He presented listing rules 
----------------- ----1-------------1------ ---- ---- - .-----. ---- -- - - -- - -. - -------- -- --------

and procedures to the company's management along with the explanation 

-------------11 ----I of these. -------

"Corporation Kazakhmys" Common 14 May 1998 On 19 November, a meeting of the KASE Exchange Council 

"Corporation Kazakhmys" IPreferredl 114May 1998 Itook place,- atWh;chupgrading Kazakhmys up to "B~ Board- ---
----I _ , ____ ~ __ ---~ ___ .__ ---.- --- _ -

was discussed. The meeting revealed that "Kazakhmys" has not paid 

dividends declaredln--1997:although the documents submitted to the KASE 
-------------1 I ---- - - - - - -- . -- - - - -----.- --- -------

for "B" listing stated it did. The meeting decided to check the information 

of "Kazakhmys,j for·its-accuracy,- and meanwhile to leave KazakhmyslilOTG. 

Ust-Kamenogorsk Bakery Common 27 May 1998 Bakhyt Ualieva, Pragma's regional consultant for Ust-Kamenogorsk region 

Ust-Kamenogorsk Bakery Ipreferred I 127May 1998 

company's management a possibility for the companyio pursue listing of its-

shares; she also provided listing documents and procedures to the company. 

As a follow up to the meeting, managers of the company attended a listing 
--------- -- -1---1 -.-----

'seminar held by Pragma/USAID on 28 April 198 

"LegProjekt" (Almaty) Common 15 July 1998 Pragma's regional consultant for Ahnaty Dias Sarsenov provided necessary 
.------------ -1---1 -- - __ ._ --.------

. documents and conSUltations to the company's management 

Bukhlarminsky Cement Company \Common 15 July 1998 Pragma helped the company prepm e all the listing related documents. 

~ Page 3 -



- - - -- - - - - - - - - - - - .. --
--1'--_._-' 1-(, . Also, Pragma rert,_., red consultations with regard to the listing procedures. 

~IPavTodar Oil Refinery Common 15 July 1998 As of the end of July 1998, "Pavlodm Oil Refinery" stocks were suspended 

~IPavlodar Oil Refinery Preferred 15 July 1998 from trades due to legal disputes between "CCl Oil" (strategic manager) 
-_1 _____ _ ------1-------- and the RK Government. This should mean that until the dispute is settled, 

no trades in these stocks (common/preferred) may be executed. 

II"Rakhat" (Almaty) Common 24 July 1998 Pragma's regional consultant for Almaty Dias Sarsenov provided to the 

/---1----- ------------------- - - ---- ----_. - - ---------
company the entire range of listing consultations and training. 

Ulbinsky Metallurgical Plant Common 30 July 1998 Pragma's regional consultant for Ust-Kamenogorsk region Bakhyt Ualieva 
----- ----- - -------------\_._-- -
Ulbinsky Metallurgical Plant Preferred 30 SUly:J998 Irendered consuitati0l1s -to the company regarding iistingruies anej" procedures-
-----------------------------------------------------\- ------ --- -- .. --- - -- -- - ----- ---. ---- -1 

Also, she helped in preparing of the company for KASE listing. 
,--------------------- ------1--------------------- -------------- ------------- ---------

Sary-Arka Polymetal Common 30 July 1998 Pragma's consultant worked with the company in preparing necessary 

Sary-Arka Polymetal IPreferred I 130 July 1998 Idocumentsfor KASE-iistlng: as well as in training the company for-jisting-.--

Margarine Plant (Karaganda) ICommon I 130 July 1998 IPragma's consultant worked with the company in preparing necessary 

------------------,---- ------ - -. --- ---.- -- --- ____ A. ___ ~ ________ _ 

Margarine Plant (Karaganda) Preferred 30 July 1998 documents for KASE listing, as well as in training the company for listing. 

Aktubinsk Chrom Compound Plant ICommon 30 July 1998 Pragma's consultant worked with the company in preparing necessary 

Aktubinsk Chrom Compound Plant I Preferred 
----
3D July 1998 documents for KASE listing, as well as in training the company for listing. 

"Caravan" (Almaty) Common 9 November 1998 Dias Sarsenov contacted the company for listing of its stocks, he provided 
------------ ----,-----------------,------ --- - -- --- - -------

the management of the company with necessary consultations and training 
----------------1 ,- - - - -

Also, he helped prepare and file the listing application. 

Ak-ku (Uralsk) Common 12 November 1998 A brokerage company KBS-Securities, that brought the company to the 
.- . - .. _---

"Vash Vybor" (Pavlodar) 

KASE, received information about the company from Pragma's web-site. 

Common 18 November 1998 Tatyana Bakieva, Pragma's regional consultant for Pavlodar legion has 
-/- --I - ------ --

worked with the company in consulting the management on listing 
-1----1 ,-- . .-----

rules and procedures. Also, the regional consultant helped the company 
--/---1 1-- ---.----

'prepare listing documents and application. 

KTK ("Commercial TV Channel") I Common 23 November 1998 

Page 4 
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- - - -- - - - -- - - - - - - - - -
~ I '....,. ) 

~-===============--= -<--a 

~ 

\» 

__ • ___ - •• __ ._ - - •• _._. 
0- _ _ 

Note 1: Pragma submitted listing rules and procedures to all of the companies listed above. 
-. ---~------------- ------- -- - - . 

------.--.-Note 2: As of 15 October 1998, three stocks were delisted from OTC per the NSC's demand: "Asy/-Su" (common), "Kaztsynk (common), 
"PrikaspijSkoe Construction Management" (commoni;;reie':red)~The-reason-is-ihat these' companies failed to submit their emission 
reports in a timely manner, and, as a resui~tiie-NSCrecogriized their issues inva/jd~Now' the above mentioned companies 
viliihave to gothroughthe emISsion reiiistrationproceduresaii over again. 

---------- ---.------------- -------
--- ---~ ----------

- -------~ 

------.----------
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1. What kind of indirect protection measures of the stock market could initially promote reduction of 
speculative capital? 

There are few sorts of measures for doing this, primarily because it is impossible to distinguish ill tlle stock 
market between the speculators and the long-tenn lIlvestors. Thus. tile only way to reduce speculatlve capital is 
to reduce all capital. Such efforts would hinder the efforts of the Government of Kazakhstan to lure investors 
back to the country m !lIe wake of the Russian [mallclal cnsls. 

Instead. as outlined in previous discussions with you on this. the best way to indirectly protect !lIe stock IS to 
pursue sound fiscal poliCies. to encourage transparency. and to promote prudent lendmg praclIces b~ lendlllg 
msututions. 

Another factor distinguishing "speculative" capital from "investment" capital relates to tlle transparency and 
infonnatlon available about an issuer and the markets where It IS traded. TIle "darker" tile transparenc}. tile 
more speculative the investment. WltilOut having updated and accurate information. essentially. all investment 
is actuall) speculative in nature. TIlcrcfore. what is best for markets :md Inyestors is relIable and tllnely 
information. upon which more mformed decisions can be made. 

2. What regulation mechanisms are the most efficient ones for restriction of repatriatIOn of non-residents' 
capital during cnsis? 

Economists and policy makers agree ilia! tlle worst type of restriCtions are those that restnct capItal from 
leaving. This is because if investors want to leave. lhey will figure out a way to do. regardless of the restncuons 
placed on them. To impose such provisions is to create a very damaging perception that Kazakhstan IS \\ Illmg 
to change the rules on foreign investors after they have come mto tile country. As a resull. I cannot recommend 
as "most efficient" any metllOd of restriction of repatriation. because they are all inefficient. 

3. Is it necessary for Kazakhstan to change the current legislation on regulation of activities of non-residents 
on the local financial market? 

No. As noted above. one of the more attractive aspects about Kazakhstan. in a world competing for foreign 
investment, is that foreign investors can leave when they want to. This is exiremely important because. as 
noted by a high official in Deutsche Bank's emerging markets department "the fear of being trapped IS all
consuming for foreign investors". If investors fear that they cannot leave, they simply will not come. 

I hope the above discussion helpful to you. Please contact me uyou have any questions. 

Sincerely, 

Daniel Fitzpatrick 
Director 

12115/985:37 PM D.n Fitzp.trick C.\My DocumentslSubstancclOtherlthj!:c .nswcrs.doc 
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Request for Translation 

FROM: Dan Fitzpatrick 

Letter 

TO: Mr. Nyazov 
FROM: Daniel Fitzpatrick 

AI emorandum 

TO: 
FROM: 

Law/Regulation 

Report 

Other 

{JI:am.e of dOClUuellt's translation should be the name oftlte Eng/i.sh l'ersion with the sUffIX "-r'J 

Dear Mr. Niyazov, 

In accordance with my letter of October 20th to you, I have set forth below my responses to the three questions 
you posed to me regarding regulation of capital flows across borders. 

Before beginning that discussion, however, I must note that it has come to my attention this week that there is a 
mutually agreed policy between this project and the NSC regarding the processing of requests. As I understand 
it. all requests for information or other assistance must be approved by one of the commissioners or the 
chairman. We will be following this policy with regard to future requests. 

Before I respond to your questions, it is important to restate what I have said in previous memoranda. Most 
eX'Perts on the subject of capital controls conclude that they produce few benefits, and have many drawbacks. 
History supports tillS. As recently stated in the Economist, "Latin America's controls in the 1980's did little to 

keep foreign money at home but a lot to deter foreign investment" Such controls also increase the potential for 
corruption, which would work against the President's campaign to reduce this problem. As summed up recently 
by the Governor of the Central Bank of the Philippines, "controls are unmanageable and very susceptible to 
graft and cOlTllption." 

Further in the conte}"1 of the current crisis, capital controls are even less beneficial. For the most part. all the 
speculative capital has left. To use an often-quoted saying from rural America, why bother trying to close the 
farm gate after all the animals have escaped? Likewise in Kazakhstan, imposition of capital controls will not 
improve the situation and wilL instead, make investors think twice before returning. On its promotional 
materials, Kazkommertz Securities, emphasizes that Kazakhstan imposes no restrictions on capital repatriation. 
It does this because it knows that investors 'wiII not come through the "entrance door," unless tlley are confident 
that the "exit door" is fully open whenever they want to leave. . 

Further, many of these points have been stated in an article in a recent issue of the Economist. I am having that 
article translated and wiII be getting it to you by the end of tillS week. 

Now as to your questions; 
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The Pragma Corporation 
USAID Securities Market Development Project 

Monthly Report 
(for the period ending December 31, 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 December 1998. 

• TEAM RECEIVES VERSION OF MEMORANDUM OF UNDERSTANDING AS 
APPROVED BY NATIONAL SECURITIES COMMISSION; PASSES DOCUMENT 
ON TO USAID FOR APPROVAL. 

• TEAM INCREASES LEGAL DRAFTING SUPPORT; SUBMITS NEW DRAFT 
REGULATION ON CENTRAL DEPOSITORY TO NATIONAL SECURITIES 
COMMISSION. 

• REGULATIONS ON BROKER-DEALER PARTICIPATION IN PRIVATIZATION 
(pREPARED WITH SIGNIFICANT INPUT FROM THE TEAM) ARE ADOPTED. 

• CHAIRMAN OF NSC ADVOCATES PROGRESSIVE PRIVATIZATION POLICY IN 
PAPER PREPARED WITH TEAM'S ASSISTANCE 

• DEPARTMENT OF STATE PROPERTY AND PRIVATIZATION LISTS 21 NEW 
COMPANIES ON THE EXCHANGE, SELLING $14 MILLION IN SHARES. 

• VOLUME ON KAZAKHSTAN STOCK EXCHANGE REACHES ALL TIME HIGH. 

• INVESTMENT BANKER ON TDY MEETS WITH BROKER-DEALERS TO 
PREPARE FOR EFFORTS TO PRIVATIZE STATE SHARES. 

• TEAM NARROWS AND FINALIZES THE LIST OF COMPANIES THAT WILL 
RECEIVE FOCUSED SUPPORT (FROM THE TEAM) IN ORDER TO LIST ON 
KAZAKHSTAN STOCK EXCHANGE. 

• NEWL Y HIRED KASE COMPLIANCE OFFICER BEGINS DEVELOPING SRO ARM 
OF KASE UNDER DIRECTION OF TEAM. 

II. PROJECT DESCRIPTION 

The Pragma Team works with the National Securities Commission ("NSC"), the Kazakhstan 
Stock Exchange ("KASE"), and the Central Depository in developing Kazakhstan's securities 
market. To further these goals, the Pragma Team works under a Memorandum of 
Understanding ("MOU") between USAID and KASE. A previous MOU between USAID and 
the Association of Broker-Dealers was rendered moot by the latter's dissolution in October 
1998. 

In November 1998, recognizing the changes in circumstances since the Task Order was 
written, Rick Gurley, the COTR for the AID Mission, signed off on an Action Plan that set 
forth the priorities of the Project through March 1999. The priorities of the Project for this 
period are noted in the boxes belov.-. 
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USAID SMDP: Monthly Report 

III. PROJECT UPDATE AND PROGRESS VERSUS ACTIVITIES IN THE ACTION 
PLAN 

The project update for this monthly report will correspond to the activities set forth in the 
action plan described above. 

Task 1 - Continued Assistance to the NSC 

Defined Activity 

1. Draft regulations. 

2. Assist in 
establishing 
enforcement power of 
NSC. 

3. Assist NSC in 

Progress Made During the Month 

After further review of the draft "Protocol on Mutually Beneficial Cooperation" between 
Pragma and the NSC, USAID decided to refonnulate the document into a Memorandum 
of Understanding between the NSC and USAlD. Thereafter, several of the NSC 
Commissioners conducted further reviews of the document (now in the fonn of a draft 
MOU) and submitted their proposed changes to the Team at the end of the month. See 
Attachment 1 for a copy of this document. 

In the meantime, the Team boosted its local legal staff with the hiring ofRarnzia 
Tonkopy, a former senior USAID attorney (HCN) who had worked for a period of time 
with the Almaty office of an international law finn. The Team also decided to restructure 
its legal department further, adding two individuals who had previously assisted the NSC 
personnel in registering emissions of shares and tracking the activities of professional 
participants in the securities market. With these added resources the Team intends to 
actively pursue opportunities to be the primary drafter of regulations and laws related to 
the securities market, where possible. 

Reflecting these added resources, the legal division of the Team stepped up the intensity 
of its activities. In December, it: 

• Drafted and finalized the Rules on the Central Depository Operations; 

• Continued working on the Procedures for Registering Emissions of Corporate 
Bonds; and 

• Continued working on amendments to the Law on Joint Stock Companies. 

For a detailed report of the work on these documents, see Attachment 2 (Memorandum 
from the Legal Division). 

Finally, the Director of the Team, after consultations with numerous experts on the 
matter, provided the NSC with a recommendation on the procedures for registering 
placements of securities by Kazakhstani companies in foreign markets. See Attachment 3 
for the English version of this memorandum. 

The Team drafted and submitted to the NSC a proposal that the NSC use its licensing 
authority as a means of fining market professionals for violating securities regulations. 
See Attachment 4 (English version of a memorandum from Daniel Fitzpatrick to Lazat 
Usenbekova). See also last month's discussion of this issue. 

In connection with an understanding between the Team and the NSC (see last month's 
report for details), the Team phased out its assistance with regard to monitoring activities 
of professional participants at the end of the month. The resources freed up by this move 
will be used to further the Team's activities in (a) drafting legislation and (b) 
privatization through the stock exchange. 

One of the supplemental services provided by the consultants was the provision of 
infonnal advice on issues regarding the new Joint Stock Company Law to government 
officials and businessmen in the regions. This was nevertheless an important service that 
provided the Team with intelligence with regard to how the Law on Joint Stock 
Companies was actually being implemented. It will likely be decided to continue this 
service on a temporary basis. 

The provisions drafted by the team to prohibit off-exchange trading are included in a 
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USAID SMDP: Monthly Report 

Defined Activity Progress Made During the Month 

moving off-exchange revised regulation, sitting on the desk of an NSC Commissioner, awaiting review and 
trading to KASE. approval, to be sent to the Ministry of Justice for final approval and adoption. As of the 

end of the month, the Team had received repeated promises that the document would be 
submitted to the Ministry of Justice by the end of the year. 

4. Establish NSC Data The Team's technical consultants continued developing the NSC Trade Reporting/Data 
Warehouse/Trade Warehouse system. Specific activities for the month included: 
Reporting System. 

• Completion of the database for professional participants in the securities market and 
firms with securities market licenses. The key breakthrough here was the 
development of a user-friendly database management system that will allow NSC 
staff members to track professional participants with relative ease. To a certain 
extent this will ameliorate some of the shortfalls that the NSC might experience as a 
result of the withdrawal of support by USAID regarding the ongoing assistance it had 
provided in this area for the past year. See subtask 2 of Task 1 for more detail 
regarding this phase out of assistance. 

• Significant reworking of the NSC's database for tracking emissions of shares. As 
with the accomplishment regarding the database on professional participants (see 
above), this system will improve the NSC's ability to track share emissions with 
fewer staff. This too will soon likely ameliorate some of the gaps that might develop 
with the phase out of US AID assistance to the NSC in this area. 

The Team also continued its work on improving the NSC's ability to collect and process 
reports on the activities of companies that manage pension fund assets. The Team 
worked with both staffers of the USAID Pension Reform Project and officials of the NSC 
regarding how this system should work. 

Task 2 - Blue Cbip Privatization 

Defined Activity Progress Made During the Month 

1. Assist and monitor The Team's November assistance to the State Department on Property and Privatization 
the privatization of (DSPP) in its efforts to privatize through the exchange, have begun to show some 
state owned shares. significant results. 

Last month, the Team in close cooperation with KASE and the NSC labored under tight 
deadlines to produce a proposed draft regulation on how the DSPP would choose broker -
dealers to list state owned shares on the exchange (see last month's report for details). In 
December the DSPP adopted the proposed draft with only minor changes. See 
Attachment 5 for a translation of these regulations. 

Further, the DSPP significantly increased its efforts to privatize state shares through the 
exchange. As of the end of the month, the DSPP submitted the state share packets 21 
additional companies to the exchange (bringing the total to 29) and had sold the state 
share packets offour ofthem (bringing the total to five). The revenue generated through 
these sales was approximately 14 million dollars (bringing the total to over 20 million 
dollars). See Attachment 6 for a graphic display of this information. 

Intending to keep up this momentum, the Team continued its efforts to support the DSPP 
in gathering information on companies in which the state owns blocks of shares. To 
facilitate this and other assistance, the Team opened an office in Astana at the DSPP's 
offices, which is staffed by a single consultant. The resources for this position were freed 
up by dismissal of one of the regional consultants who had not produced significant leads 
for companies suitable for listing. The Team will use this consultant as a liaison between 
the Team and the DSPP officials in Astana. 

The Team, in response to a request from the NSC, provided significant assistance with 
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Defmed Activity 

2. Assist and involve 
BrokerlDealers in 
working w/GOK 
privatization. 

Progress Made During the Month 

regard to a policy paper on managing and privatizing state property, authored by the 
Chairman of the NSC, Aben Bektasov. The document provides some form offrank 
criticism of the Government's ability to manage property rationally. It offers a framework 
for classifYing property for privatization or continued state ownership, and advocates the 
seIling of property through the exchange or through other transparent procedures where 
appropriate. The paper was submitted to first Prime Minister Zhandosov. See 
Attachment 7 for a translation. 

Finally, the Team drafted a proposed Memorandum of Understanding between USAID 
and the DSPP. The document envisions USAID providing technical assistance to the 
DSPP so long as they continue with their efforts of placing and selling state share packets 
on the exchange in a fair and transparent manner. See Attachment 8 for a draft of this 
document, which was submitted to USAID at the end of the month. 

As of the end of the month, broker-dealers had won the right to list on the exchange seven 
state blocks of shares. 

After receiving approval from USAID in the previous month, David Lucterhand (an 
investment banker based in Moscow) arrived in Almaty for a week's preliminary visit. 
During his stay, Mr. Lucterhand was familiarized with the situation in Kazakhstan, 
organized the Listing / Privatization Division of the Team, and met with several broker 
dealers (including those that had won the right to list state blocks of shares on the 
exchange). 

After Mr. Lucterhand's departure, the Team followed up with broker dealers on this 
initiative. Several Team personnel also met with the state brokers to work on means of 
increasing the amount and quality of the information on state shares that will be offered 
directly (rather than through a broker-dealer). 

3. Advocate listing of The DSPP announced that it had extended the time in which investment banks could bid 
shares of blue chip for the right to privatize several blue chip companies (see last month's report for more on 
companies w/KASE. the initial announcement of the tender. The Team placed this information on its web site 

in English. 

Task 3 - Development of the Markets 

Defined Activity Progress Made During the Month 

1. Encourage Having contacted more than 2000 companies, the Team began focusing on the best 
companies to list on companies whose listing would most likely increase share trading. Accordingly, the 
KASE. Director of the Project (Daniel Fitzpatrick), David Lucterhand, with assistance from 

Pragma regional consultants reviewed the status of potentially viable companies 
(presented by the consultants). As a result of this review, the Team developed a list of 
companies that will be the focus of the attention of regional consultants operating out of 
Almaty in 1999. The Team also reduced its regional consultants by two in order to 
channel more resources into the Almaty based team supporting David Lucterhand. 

The Team formally announced its role as a collection center for materials/information on 
both broker-dealers and auditors. This program encourages broker-dealers and auditors 
to provide the Team with information which then can be made available to any company 
interested in these services for purposes of listing. 

Further, in response to Team's initiative (reported last month), flow of information from 
Privatization Investment Funds continued. The information included data on shares that 
the Investment Funds would like for listing on KASE. The Team posted on its web site 
both the contact information for the Investment Funds and the actual shares. 

As of the end of the month, 37 companies (61 share issues) were listed on KASE (the 
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Dermed Activity Progress Made During the Month 

same as the previous month). This number does not include the companies listed by the 
DSPP. 

2. Encourage trading At a meeting with broker-dealers, NSC Commissioner Joldosbekov castigated the group 
on KASE. for their less than sufficient activity in working with companies. Further, Joldosbekov 

emphasized the need for broker- dealers to place quotes on the exchange as a means of 
spurring market activity--a practice that the Team had been urging for a good part of the 
year. 

After obtaining permission from ABN-AMRO Bank, the Team placed on its web site 
several articles by the bank in English that offered a positive view regarding 
Kazakhstan's economic outlook. 

The Team also kept foreign investors and other viewers of its web site updated with 
regard to Kazakhstan's recent efforts to privatize through the exchange. 

For the month, trades were up sharply from that of previous month. The increase was 
helped significantly by the efforts of the DSPP to privatize state owned blocks of shares 
through the exchange; and several purchases by pension funds. With regard to trades off-
exchange, volume was down from the previous month. owing partly to the recalculation 
of a 480,OOO-dollar off-exchange trade as an on-exchange trade and partly to lag times in 
reporting off-exchange trades. See Attachment 8 for details. 

Task 4 - Continued Assistance to KASE and the Central Depository 

Defined Activity Discussion of Progress Made During the Month 

1. Support KASE in Working under the guidance of the Team, the KASE staff person who was hired last 
accepting the SRO month, has been developing an SRO structure for KASE. The Team presented to KASE 
responsibilities of the an outline of events, legal and otherwise, that were necessary to occur before KASE could 
NABD. obtain SRO status. 

The President ofKASE was able to obtain the support of several influential broker-
dealers, namely Grigory Marchenko (a long time counterpart ofUSAJD) regarding the 
formalization ofKASE as an SRO. 

KASE is expected to formally begin the establishment of an SRO department within its 
organizational structure after its merger with AFINEX in January. 

2. Assist KASE to With relatively slow trading volumes on KASE (other than through privatization), this 
finalize rules for effort has been deferred until a market-maker system is more relevant to market 
market-makers/work in conditions. 
conjunction with 
broker-dealers. 

3. Improve broker- Several staff members spent several days with broker dealers to observe their activities 
dealers operational and better understand their business practices. 
efficiency and 

On a request from the Eurasion Foundation, the Team agreed to review and comment on 
transparency. 

a training manual for broker-dealers seeking to take the exam for obtaining a government 
license. 

4. Provide assistance The Team finished a regulation on activities of the Central Depository and submitted it to 
to the Central the NSC. In drafting of the regulation, the Team's attorneys went to great deal of efforts 
Depository. to take into account the practical needs and concerns of the Central Depository. 
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USAID SMDP: Monthly Report 

Task 5 - Other Activities 

Defined Activity Progress Made During the Month 

1. Make the USAID The Director spent a considerable amount oftime understanding the workings of the web 
web site a self~ site and began a search for a native English speaker who could improve the style and 
sustaining entity. content of the English side of the web site. 

IV. Administrative Issues 

Along with Pragma- Bishkek, the Team made a presentation to the USAID Mission Director, 
Glenn Anders. The presentation was well received. 

V. PROJECT STAFFING 

The following personnel were engaged in project activities this month: 

Paul Carlson, Senior Investment Advisor (part time) 

Richard Dvorin, Senior Capital Markets Advisor 

David Lucterhand, Senior Investment Advisor (TDY) 

Daniel Fitzpatrick, Team Leader 

Timothy Smith, Senior Capital Markets Advisor 

Mary Jae Abbitt, Capital MarketslFinancial Policy Advisor (TDY) 
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USAID SECURITIES MARKET DEVELOPMENT PROJECT 

Monthly Report for December 1998 

List of Attachments 

Attachment I.Draft MOU between NSC and USAID 

Attachment 2.Memorandum from Legal Division on Month's Activities 

Attachment 3.Memorandum on Information Regarding Issuance ofInternational Securities 

Attachment 4.Memorandum from Daniel Fitzpatrick on Use of Licensing Power to Increase 
Compliance with Securities Legislation 

Attachment 5.Rules for Arranging and Conducting Tenders for the Right to Sell State Owned 
Blocks of Shares through KASE 

Attachment 6.Graph Showing Privatization Listings and Sales through KASE 

Attachment 7.Paper by Aben Bektasov on the Program on Management of State Property and 
Privatization 

Attachment 8.Draft MOU between DSPP and USAID 
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MEMORANDUM OF 1JNDF.R~T ANDING RF.TWEF.N THF. NATIONAL 
SECURITU.:S COM'MISSION Oli' THE REPUBLIC OF KAZAKHSTAN 

AND THE UNITED STATES AGENCY FOR INTERNATIONAL 
DEVELOPMENT REGARDING THE DEVELOPMENT AND 

REGULATION OF CAPITAL MARKETS 

1. Introduction 

This Memorandum of Understanding (MOU) outlines the framework for mutual cooperation 
between the Na110nal SCCW1ttcs CommisSion or the KepUbl1C of K.aZaJalSran (NatlOnaJ 
COllIIIli~:;ion) anu the Uuited Slateli Agcl1I';Y fOl" Iutemaliollw Devc)oplm::ut (USAID) in 
support ofthc National Commission's efforts to develop and regulate the capital markets in 
the Republic ofKcza]U1St4n. To this end, the pOU'ties commit to perform the activities sw.tcd 
in this MOU. 

2. lJSAJD'1 Aetivitics 

USAID. through its consultants. win: 

2.1 draft nonnative legal acts or submit comments on nomlative legal acts developed by the 
National Commission, according to a schedule to be established by mutual agreement 
between USAID's consultants and oflicials from the National Commission; 

2.2 cunsiucr with the: National Commission the JlleasW"1: for increasing opportwutic:s for 
interestc.:d parties (citizens, non·govemmental organizations. etc.) to have a meaningful 
opportunity to review and comment on the droft nonnBtive nets before their approvnl 
(adoption); 

2.3 provide practical assistance in registration of issues of shares and appmvaJ ofreporlS 
with regard to public companies ami also juint ~lock. 1,;0IllviUlies listed Wldcr 
00 vcmllle:l1tal Decree # 171 G (December 31, 1996); 

:1.4 assist the National Commission in reviewing the reporting requirements comlected with 
registering issues of sh~rt$ wit h a vip.w'tnward reducing the required work for the 
National Commission and the issuers: 

2.5 provide practical and tcchnico.l assistance to the National Commission in working with 
attractive issuers with the view of preparing and putting their securities on the stock 
exchange; 

2.6 assist the National Commission in establishing a plan of action for enforcing the 
requirements under legislation on secwllicli WlU the: Law 011 Juim SLock Companies; 

2.7 assist the National Commission in bringing at least two enforcement cases in 1999; 

2.8 llssislllu: National COlllluissiun in dcvdoVill8 ploceduJ'cs and capabilities for publishing 
over the internet financial data that is provided by listed and public companies; 

C:IMy Doc:UntenIS\A4mlnlsItIllDnINSCPMoU0C4.CSO; 11I3119S 1:41 I'M 
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~. 

2.9 develop and instnU at the National Commission a reporting system software and 
databases, according to the Attachment to this Memorandum; 

2.10 create a plan for installing a sysLem for collectin~ lim] Drucc~sillg iufunnaliun on 
operations of openly held companies and public companies, their financial reports and 
other data which might be requested by potential investors; 

2.11 dovelop Q manuQ( for UOQm of the reporting: cyctem cof\w:u-e and th. dCltaba6eo. cand 
\ll:Ovc;luJI a piau, I.4l..iulS iuc.u GvvVWlI\ ~.j',,\ivnGl Cvmmi.'l');,'m c.cm.x.rn.:s, tv,' " .. JC
sustnino.bility of the system/databases; and 

2.12 provide other assistance that Is mutually agreed upon by the National Commission and 
USAID through supplements to lhis MOU. 

3. The National Commission's Activities 

The National Commission will: 

".1 ",0,0,-1'" .. n,I,·"",,.,I,· .. Ill .. ,·" .... " .... 1 '" ,~n or "I·~fh ('I( th~ nnrrn"tiv~ "r.t", thllt T J~A Tn 
submits to the National Conunission according to 8 schedule to be established by mutual 
agreement between USAIO's consultants and oflicials from the National Commission; 

3.2 cUIlsiu<;r with lhl; C01J~ult"UL" of US AID dle means by which the National Commission 
might increase the opportunities for interested parties (citizens. non-goycmmcnUll 
organizations. etc.) to haye Q meaningful opportunity to review and comment on the 
draft nonna.tive nets before their approval (adoption); 

3.3 initiate at least two enforcement actions, one of which will involve the failure ofa 
company to issue dividends that hat! been aUllIuri:tt:d at IS :;In:u-eh"lder's meeting. the: 
other will involve the failure of a joint stock company to disclose infonnation required 
by legislation on securities; 

~ 4 mAJ(p ~v~;lslhl~ tn thf': "lIhlir. (thT01Hlh The media and [he internet) the results of trade 
rcpo11ing, and if the ~ol1cction of this infol'lIUltion is transferred to an SRO. ensure that 
the SRO will do likewise; 

'C~ shift regulatory authorities to the SRO. as the SRO demonstrates its competence to take 
on various regulatory tasks; 

3.6 review with USAJD consultnnt3 the current requirements connected with registering 
emissions of sharer. with 3. view towards reducing the required tasks of the National 
Commission and issuers in connection with this matter; 

3.7 establish a register of public companies and require lhcm tu provide detailed 
infofJlJulivJJ regarding their busillC~S and financial activities; 

3.8 create conditions favorable for formation ofthe system for coller-line and proces.~ing 
infonnatinn on nreratinns of openly held companies and public companies; encourage 
the availability of the system data for investors and interested persons; 
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3.9 ensure that information provided by listed complUlic:s and public companies is available 
to the public through the internet; 

3.] 0 continue to urge the Government to privatize shares of hillc chip~ and second tie.r 
cumpanies through the organized securities markets: 

3.11 adopt and enforce regulations to eliminate off-exchMge trading, i.e., to bring aU 
securities trades to the orgnnized securities markets; 

3.12 provide USAID with ufficl: rou1I1 IJUIllbc:~ 311. 413-415, and 420-422 at its office 
building located at Aitcke Oi 67 in Al111aty according to a lease previously Sig11ec.l by 
USAID; 

3.13 by March 1, 1999 develop a joint I'hm with cnn!!lult~nt!; from llSAl)) that would ensure· 
the continued operation and usefulness of the trade reporting and data warehnm;e 
~Y:ilclll. wilhoul USAlD assistance; and 

3.14 undertake other mutually beneficial activities that are agreed upon by the National 
Commission and USAID through a supplements to this MOU. 

4. Oth.:r ArrllDgemenu lind Understandings 

4.1 In order to ensure efficient and coordinated implementation of the activities in this 
MOU. USAID and the National Commission will submit all requests concemins the 
above activities in writing to repre!ientntive!i ltrec;fioo herein. The representative for 
USAID shall be the Director of the USAlD Securities Market Development Project. 
The representatives for the National Commission shall be the Commissioners. 

4.2 TJSAJO and the National Commis~ion recoeni7.c that althoueh the ~ctivities de!;cribed in 
this MOU do not rise to the level of legally binding obli~ations. the activities pcrfonned 
by one side depend on the corresponding execution of the activities by the other. 
USAID and the National Commissiun fW·!llC .. n::coKlli~ lhallhe iSclivities slalcc.l ill tIlls 
MOU arc dependent on continued finlUlcing by the governments of the United States 
and the Republic ofKazakhston respectively_ 

4.3 Thi~ MOl J ~hall come into force on the date ofthe latter ~ienahJre helnw. 

4.4 Changes and additions to this MOU shall be made upon mutual A~C:Dlc:nt of the parties 
in written form. 

4.5 Four Original versions (two in English and two in Rlls~ian) offhi~ MOT J ~hall he ~ignM. 
One original Russian and one ori~inal En211sh version of this MOU will be kept by 
USAID and the Nalional Cummission respectively. 
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FROM PRAGMA CORP. 

.~. 

The United States Agenoy for 
International Development 

By: 

Glenn Anders 
USAlD Mission Director 
USAlD Regional Mi~~inn 
Central Asia 

Date: 
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4 

Th" National Seourities Commission 
of the Republic of Kazakhstan 

Aben Bektasov 
Chairman 
National Securities Commission 
of the Republic of Kazakhstan 

Date 

.. , 
'J' 

.' 
~. , 

I. 
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..,. ... ' .. December Report - Attachment 2 

TO: 
FROM: 

Daniel Fitzpatrick 
l.egltl Divililu .. 

Monthly Report (December 1998) 

TASk 1. COlltinu~,t' a,,~i~tanr.e to the NSC 

J. Develupment ufleJ;ishIH,,~ fr·smr:wn .. k 

1) FinoliZl!d til,. IJra/l Rule.~ on Celllra/ Depositor)' Operations and sllbmille(1 it tu 
t/,,. NSC (Ram1..iya. Na/alta and Obano) 

Drafting Procedure: eoch of u.'· mr.ntinned ahove was responsible for drq[rlng TWO or Three 

eetions. Then the)' were r.nmhined tn hecome a .\·ingJe documem copies oj whIch were circu/urc(J 
among ()ur coflP.Ogup..t (I )7.homil)lo. Mirgul. Yur;)'. AndreJ' and Sash{O 10 ger ,hr.lr feedhack 

In the course of work we reviewed and l:IIll1lyzeJ ~JJPJ'vJJriute legislation of the Russian 
Federation. interacled actively on an ()n·goin~ ba~;i~ with tIll:: NSC officials flod Central 
Depository (CD) staff to develop a set ()f provisiuns which w()u1d 1) fully correspond to the 
notions of the Laws on JSC. on Securities Mark.e:l "lid on Registration of Tnm~actions with 
SecurIties (note that the Regulation OIl CD h!ld been passed before those laws werc enacted), 
and 2) incorporale the iu~i:Ui uf diITI:Ic:nt patties concemed. The new draft can be featured ns 
fonows; 

a) if compared with the existing Regulation, the ~tructure wns changed to make the text 
more coherent and easier to comprehend; 

b) included were new sections, such t1S "Legnl Stat\U; of the CD", "Prerequisites for 
Performance: of Deposilory Activity", "Functions, Rights and Obligations ofthe CD", 
"Depository Contmct", "AccounttlbiJity of the CD to its Depositors", and Oversjghl of 
the CD Activity") eontnining detailed provisions describing speeific aspects of the 
CD's status and operations (c.g. the Draft regulation does not any more ('.ontain 
Q pT(,hibition of one CD shareholder havins more than one share. We spl".cifi~c1 thRt 
a CD shareholder may have more than one share~ but only onp. \loft': at the ~harehoJder 
meetings; CD now has the right to maintain the reei~lry of a public company, 
provided it received a license for that type ofpf'.l'tom'anC'R., etc); 

c) the. notion of II ·nominC'.c (consolIdated) account' is pre~ervea bur it Is made clear thai 
1hE': ecneral mle is to open a separate depot account for each client of (he: llOlfliw=~; 

OXl'llllU KUIIIPGllic;l~ C.\My Documcnb\Rgx.rts\M(>nthly Rcpor1(d~).dnc 31.12.08 10:14 
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a consolidated depot account may be opened only for the securitie~ of those clients of 
the nominee who explicitly agree thereto l

; 

d) the section on the Depository Contract describes the essentiaJs of the contract and 
contains reference to the universal nature thereof as well as the CD obligations which 
should incJuded into the contract; 

e) The section providing for accountability of the CD is presented with all the necessary 
detaBs which, we believe, couJd become a good guidebook for CD clients. 

2) COIltilllted drafting lnslructiolls GOI'ernblg Public Registratioll (if Issue.\· of 
Bom!.."· anti Review of Report Hig/IUghlillg Ille Results of Di.\'lribution (Ramz~yaJ 
Natalia, Oksana, Mirgul and Dzhami/ya) 

[Drafting Procedure: Three of us reviewed the draft developed by Dzhamilya and Mirgul and 
~onducted a number of meetings to brainstom1 new ideas and possibly change the structure of the 

'. 
· ~. 

'. » 

~ocumenl. t!. 
\~ 

After having reviewed the draft developed by Dzhamilya and Mirgul, we suggested (in order 
to l"1:-:\pond to Dun':!! conccrn3) rc3trueturillg the dooumont and addins n.w pr() .... i(:jon~ which 

would allow investors to make a rational decision as to whether to invest in particular bonds. 
Since the deadlin~ for this regulation has been postponed, we think that we have enough time 
to rewrite certain provisions. For example: 

a) to give a defi,nition of the prospectus emphasizing that it should describe the risks and 
advantages of investing in the bonds; 

h) 10 ~pp.dfy 1he J'lrocedure~ for i~~uing mortgage-backed bonds (trust management is 
considered to be one possible scheme); 

c) to state specifically which data should be included in an announcement of issue of 
bonds; 

d) to be more specific about the types' of bonds which may be issued (Mirgul and 
Dzhamilya think that bonds may be only registered and should not be issued in a 
h ........... t"ro ... _ ....... nt-al ftood to ...... 10_ that'. 

to· • - .....,.. 

... __ ..... _....... ". . ......... ' .. _ .. . . . . ... r .... _1-o a ___ ..... _ ........ ___ .... _ .............. -................... _ . • · .. r·'·····:··6OiI' ......... . : ...... - ...."'J'_ ........ ". ..... ~ I~_ ... _ .... ". ••••. . . . 
, .. . .. ' ..... 
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J) to specify what volume of bonds (of this or thal type) a company c,an issue and what 
the rc:su'iclion of the volume should be based upon (upon the value of the charter 
capital? upon something else'?); 

g) probably. lo cunsider a possibility ofhavins bonds issued in tranches (in the Russi:.n 
Federation such a possibility exists). 

3) Draft Luw (m Amemlmellts to tile Law 011 Joint Stock Compallies (Ram;.iya, 
Nataliu, Obcma, Mirgu! and Dzhamilya) 

Drafiin2 Procedure: each (~r u.s ",efltiolJ~d above ;$ responsible for reviewing Iwo or f/m-!. 
~p.r.tim1J q{ Ihe current law tCJ idl:fllify technical Qlld sub~'IQmjye problemJ', Wi> ore lJl.(' 

.rmtacting law firms 10 gellheir per~'Pecti\lcs ,.egarding what neads to be changed 

t 

We have already found a lJumbcl' of discrepancies within the law (e.g. requirement~ rr:carding 
the quorum of the gencIlilmembcrship meeting which is SO and more percent of the overall 
nnmher of voting shares and cerlain issues which mQy be decided at the general memhership 
meeting only by the qualificu lI1~iol'ity of all the voting shares; or no time limits with regard 
to the sale of shares by 1:1 slil1J'eholder (in It closely held company) to third partip.~, provided 
that other shareholders of Lhe company and the company itself refused to buyout those shares 
(see An. S). 

We plan lo be: wOl'king towards elimillating legal and technical uhJ:1acles in the way of 
effective corporate governance with " view of empowering shareholders and making 
legislative rcquiJ !::mcllts less burdensome wherever it is possible. 

Adminislralive assignments (Ramziya, Natalia and Ohono) 

1. Assisted Andrey and SQshll in finaJysins the draft Moll hetween the Prae.ma Corpordlion 
and DSPP; 

2. FilllUysing the Protocol of Mutual Cooperation between the Pragma CorpuI'tltion and the 
NSC (both Russian and English ,'ersions thereof). 

Ok!'A1l1I KOmJllllliclS C;\My Doc"m~nt:-,\Rel'ul b\MclIlthly RIOp"nl dcte),dc>c 3 J ,12,911 10,14 
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. December Report. Attachment 3 

! ... - ---_._. 
Request for Translation (first priority) 

FROM: D.-a J<'it7.patrick 

L~tte.r 

TO: 
FROM: 

ltlemo,andum 

TO~ Galina ShuJgimbaevA 
FROM: Me 
Rc: Request fOf Infonnation Re.garrling Issuances of Intcmational 
Securities 

.~------------------------------------
Law/Reglliatioll 

Report 

Otl,e,. 

DATE DUE: _22_ IJecember, 98 

(Ntunr u/ d4Ju.ment', Il'tIlISltUlt»t t/"",It1 bt ,Itt! lltune rU the l::nRllsir lIerstCJII wIlli fhe J.lljJlx u·r ") 

In response to yonr request in your lcL~J da~d December 15, 1998 please find heJow my 
discllssion of the proper procl:uw'es for rcgulnting issuances of international seCurities. 

Preliminary Issues 

Before I answer your specific que~uons. it is necessary to address two iS~lles. First what urc 
the soal~ of the NSC's regisll'ation requirements and second, what is an "international 
sp.cllrity"? Then I will quickly let you know what US regulators require with n:gal'd to 
secwities issued in foreign oountries by American C'.ompanies. 

RegQ.Tding the first question, my staffhas not been able to find e clear statement as to the 
goals of registration of emissions of sccurities in an offieial K82akhstani document. 
Nevertheles~. I believe it is saft: Lo say that the goal of registration ff>.quirements Is to give 
inve'~~tors sufficient infonllation on which to make an inforIneo.d decision as to whelli(:J' to 
purchase the offercd security. Thus. any procedures to regulate emissions of shares should be 
fonnul"U:d with the socl of providhlS this protp.ct.ion to investors operating in Kazakhstan's 
securities llUU"keL 
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A decision· to regulate thcs~ instruments requires a c:lose review of how they are create.d and 
tradc:d in intanationol prnctice, As you well know, an ADR or OUR of AX a7akhlrtani 
company is Qctuo.lly a claim against a deposjtory that is holdine the ~hare.~ of the panicular 
company. 

With reeard to Eurobonds, the issuer of such inslrulllcnts is almost always a company 
founded in Europe. Thus when a Kaukhstani company secks to issue 0. Eurobond, it will 
likely not be the issuer. RaLhe:l', it will be the guarantor of bonds issued by an entity that ill 
located in Europe:. 

Thus with regard to ADR's or GDR's, it i~ important to note thalthe NSC already has cAcrLe:d 
ilS regulatory authority over the emission when the shares were fin;l issued. With regard to 
Eurobonds. the Huthority of the NSC to regulate such emissions is subject to challenge. The 
issuer is not Ii Ka7.akhstani entity. and the Law 011 JClint Stock Companic! says nothing about 
the authority of the NSC to reg:uJate the iou.:tions of c:ompanics that guarantee the ohligations 
of companies operating in Europc, 

Finally, with regard to how this is done in the United States: If an American company issues 
shares or bonds in a foreign country. and no effortll are made to marke1 these shares 10 
American investors, then the LIS Securities and Exchange Commissioll dlles not require 
registration of the emission. 

Your Questions 

I uddress each question with regard to ADR's/ODR's and Eurobonds illlhe attached table. 

If you you have any questions regarding this letier, plea.lle do not besitate to caU. 

Sincerely, 

Daniel Fitzpatrick 

.. , " 
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December Report - Attachment 4 
I 

Request for Translation 

FROM: llAD Fil7.l'strick 

TO: 
FROM: 

TO: 
FROM: 
RE: 

Lazat Uscnbekova 
Daniel Fitzpatrick 
Usc of I"iccnsing Power to Increase Compliance with 
Securities Regu1ation 

• LawlRegulatlon 

Repf!.tJ._._ ..... _. ___________________ _ 

Other 

DATE DUE: Dce.embr:r 31 

JntrodudioD 

As some of my aUomp.y~ have di~~sed with you in general. the National Securities 
C'.ommission (,T.ommission") considers legal proceedings in coun against violators of 
securities legislation to be an expensive and slow process. Tuo a certain c:xlcnl this is Lrue. It 
is not efficlcmt for the Commission to pursue: minor violations of securities legislation 
through the courl syslc:m. 

Instead, I beUeve that the Commission should congjder establishing a set of J'lTnr.p.t1l1rp.~ that 
would al10w it to extract minoT finM fTnm market participants without having to reson to 
('.('Iun ar.1inn. The method. discu.l\sed in more detail below. would be based on the 
Commission's licensi~ authority: instead of suspending a license upon lhe: fll1uin~ uf IS 
violation. the Conunission ~ht)u)d alluw the violator to make a settlement (amica.ble 
a~rreement) in whi"h the violator either compensates harmed individual3 or "vo)untnriJy' pays 
a fee to the budget. 

1lle discussion below sets forth a brip.frcvicw nfthe prohlem and a discussion of the possible 
~nJutlnn. 
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The Problem 

Each method QVllilllble to the Commission for pWlishing persons who commit minor 
violations of the securities legislation, or having these persons compensate the victims 
hanned by such violations, is problematic. 

Crlmlnul Pruc:eed;ng~'; The:: COllllIli:s:sion, in onler to ulili:t.e= the:: )JI;uallie:::s lIud rc::lIIe::~ie::s in lhc: 
Criminal Code, must utilize the Procurator's office. This means explaining to these officials 
rue:: underlying violation and convincing them to take the cue. Sueh a method entails 
ullpmJictable outcomes and a loss of control by thc Commission over the proceedings. 

Atiministral;"e Pr(l~eed;ngs: Pursuing violators under the Code of Administrative Violations 
is also troublesome. The IInderlyine pmcr.dnre!: oft.he Code are outdated. Further, they 
lilcp.ly violate Article 26 of the Constitution, which states that "no one may be deprived of his 
propeny unless otherwise stipulated by a coun decision," 

Withdrawal or Suspension of License: The Commission clearly has the right to suspend the 
licenses of professional participants of the securities market who violate securities legislation. 
This punishes the violator, but is perhaps too much of a punishment tor the Commission to 
use in cases of minor violations. Further, stlspension of ~ Jjr.en~p dop.s nothing to ~omppnS~1p. 
those harmed by the ac.tions of the violator. It ahm reqllire~ cessation of the licensed activity, 
whkh often might he harmful to other professional participants in the securities market (for 
inst.ance, if the activities of the Central Depository had to stopped if its license were 
suspended). 

A recent illustration of this dilemma was the off-exchange trade of shares: of KazLeJecom 
between two broker-dealers in violation of securities market legislation. Though the 
violation was relatively serious, the above methods for p.nfoTC'.cment were clearly not 
appropriAte, The result WRl:: that the Cnl1lmi~sion had to rely on the fining power ofKASE in 
orner to penali7.e the parLicipants. In the future. the Commission may not be able to rely on 
SRO's such as KASE. for instance, when a registrar violates securiLies rcgUhlliul1s. 

The Solution 

The Commission has the riiht to su~end or revoke issued licenses in ke~ing with the:: 
l~fslatfon on the securities market.' Elich ofllie:: re::gulatioJl~ that regulates the activities of a 
particular lype:: of professional anoW! for suspension of a license in case of a "violation of the 
lc;~~latiou of the securities market".2 

As far u I understand, no regulation exists on how the Commission would determine whether 
a violation of the ~ecuTjtie.' market ha, or has not occurred and whether such actions merit 
suspension. The Commission should consider the creation and submissiun or it rc::gulCltioll Oil 

"On Suspending the License of a Prof~.s.sioJlal Participant ill the Securities Market in Case of 
Violation of Secw'jties Legislation" . 

This regulation should determine several questions: 

I t\.c:gu\~'ion on the NDtiono.l Sccuritiel: Commiltt.ion, approvcd by the Decree of the Prel:ident No, 37S5 (Nov. 
13, 1997). article S, sub-point 17. 

l For example, Regulation on Licencing the Centra) DeJX'sitory, IIprrovl'.t! hy the Re~nll1linn Clfthe Government 
of the Republic of Kazakhstan, No. 293 (March 4, 1997),llr1icle 20, punsJ,;lIll'il S. 
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1) how the Commission detennines whether a viola1ion has occurred: 

2) how the alleged violator could plU'licipate in or contest this finding At the Commission 
level. and 

:i) whether the violation, if found, demands that the license be suspended. 

Point three above, is the crucial innovatjon. The regulation could eall for three possible 
outcomes if a violation is found to have occurred: 

I) suspension; 

2) lUtlicable settlement in lieu of suspension whereby the violator agree!! to cease the 
violation (if ongoing) nnd to eompcn .. ~nte indivjduals harmed by the villiation; or 

:~) amicahle Rctflemcnt in licn of ~n~pcn~jnn whereby the violl'lor agrE-.e$ to ('.ease the 
violation (if ongoing) and pay a "fcc for avoiding suspension of license" to the hudget. 

Of course, the violator may refusc to enter into the Amicable agrecments stated above. In 
such Q cnse, the regulation would require suspension by the Commission. 

It is imponant to emphasize the freedom or both the Commission and the violator in tenns of 
their choice to enter into an amicable agreement. If a violation is found to have occurred, the 
violator has 8 DO riiht to anything Jess than suspension. By entering into an amicable 
agrucm~ll( In: i~ vululllarily pc;rfufmin).!. a ~ub~lilulc: ~l in unJcl' Lu avuhJ this rc:sull. Umlcr 
tIlls system, the violator has marc options than he would otherwise. 

Likewise, when a vjolation is found, the Commission has the right to suspend the license. It 
howeveo.f. is exercising jts d;sr.retion In eivp. Ill" thi~ right ifthe re~lIlt (t.hrough an amiC'..SIhle 
agreement) results in bener protections and compensation to investors and other market 
participants. This action certainly would be in conformity with the function of the 
Cummission as stated in Ihe Pr~sidc;nl's Dcc;rcc tlll:ll. funneu the COlllmissiull. 

CODl:lusiOD 

The above approach provides the Commission with a possible solution to the chronic 
problem of minor viulatiuns that hann ulher lUlU'k.cl pw'liciplluLs. Ul' arc too sma]) to merit It 
suspension. Fwthcr, it gives the Conuuission a route to punishment of the violator when a 
suspension would be inappropriate (for jnstance when the activities of the violator ore crucinl 
to continued market activities). 

Of course, objections have been raised on various 1echnica1 2founds to this proposal. Some 
of them m12ht be valid. But our first question should be whether this appruach makes !ic.:n.sc: 
from the perspecli vc of cffc~Li VI: regulation of tbe market and pmtectjoll of investors. If it 
docs, the11 our staffs should work together to meet and overcome these technical concerns and 
objections. I am confident that further cooperation between the smff of the Securities Market 
Development Project and the Commission would lead to this result. 

If you have my questiuns regarding this memurandwn. they may be: nnsc.:d wi lh Rarruia 
Tonkop), or Ok.~a. Kompanyets, in my office. I will be returning to Kazakhstan in mid
JmuQl')'. I look forward to further discussions of this question with you a.nd other sfl1ff 
members of the Conunission. 
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RESOLUTION 

ON APPROVAL OF RULES FOR ARRANGING AND CONDUCTING 
TENDERS FOR THE RIOHT TO SELL STATE OWNED BLOCKS OF SHARES 

TIlROUGH THE !{ASE 

In order to activAte the RK securities market and pursuant to the :rlan ofMc8SW'eS on 
Implcmcntation of the RK Government Prognun of Actions for 1998-2000, approved 
by thc RK Government Resolution #119, do.ted Februo.ry 19, 1998, and on thc b£l.Sis of 
the RK Government Resolution" On Approval of the Tro.de Rules for State Owned 
Sha.res through the Orgwlized Securities Market" dated November 6, 1998. H1137, the 
DSPP under the RK Ministry of Finanee RESOLVES: 

1. To approve the attached Rules for arranging and conducting tenders for the right 
to selJ state owned blocks of shares through the KASE and to entorce them 
starting from Dec:-.e.mber 1. 1998. 

7.. nnminov E. R., Deputy Director of the Department !\hal1 he a""igned with 
exerci"ing contrnl over execution ofthis Resolution. 

Erzhanov 
Vice Minister of Finance: 
Director of the Departmcnt 
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December Report .. Attachment 6 

Number of State Share Packets Listed/Sold on KASE by Month 
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NATIONAL COMMISSION ON SECURITIES OF THE REPUBLIC OF 
KAZAKHSTAN 

15.12.98. 
05·1·2/5912 

To: Mr. Jandosov V.A. 
First Deputy of the Prime-Minister 
of the Republic of Kazakhstan 

Subject: On proposals to the Prosram on Management of State Property and 
Privatization 

Dear Uraz Alievich. 

In keeping with Resolution #237-p of the Prime-Minister of the RK "On creation ora 
work.iu~ ~l'OUp 011 dc::vc::lopmc:nl of the Program on Management of State Propeny and 
Privatization", duted Dect:ollx=l' 7, 1998. tht: RK NSC dl:~ms it necessary to submit to 
you its proposals to the w·aft of this Program . 

We consider, that the major objedive of the Program, development of which will bt: 
performed under your management, must be provision of the maximum efficiency of 
processes of mnnllgement o,l1d disposition of the State assets, since f1S of today this 
problem is the most important. 

Non-efficiency of the current management policy of the State with resard to its assets 
(state enterprises, JSC wjth state owned blocks of shares, economic partnerships with 
participation of the State) is reilected in : . 

A pa~~ive I'Mi1ion of the State jn the process of IIUInagement of their activities. 
This pertains to ~te enterprise!\ and national JS companie~ ann to .IS C'.ompanies 
and economic partnerships with paniw state partiCipation in their charter capitals. 
As a result. first of all the State Josses a rigorous control over the status of its 
properly and its USt:, and ~ccond of all, the efficiency of use and disposition of the 
state properly goes down; 
A Jack in the State policy of elear priorities ill the sphere of assets use. Up La 
date, practically there was not performed any regular or goal-directcd work on 
assessment of the stntus of the state: property in Kazakhstan (such work was 
perfomled on a single·co.se-basis), neither there were l1I1y prcpllJCltol')' procedures 
prior to gelling or transferring of the state property under trust management. 

1" order to suC'.('.eeci in implementation of the Program obje.c.tive, it deems necessary, 
fin;t ofall to rie1ermine the. priorities, ac.c.ording to which the policy of the State in the 
sphere of management and di!::po!::ifion of'he StAte I"ropf'.rty will be impJe-.mented. We 
consider that with reiard to economic entities. which are fully or panially owned hy 
the Stub::, it i~ necessary to carry out the following: 

BEST AVAILABLE COpy 
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1) to classify economic entities depending on the necessity of keeping them in full or 
partial ownership by the State, and depending on advisability of their privatization. 
reorgani7.ation or bankruptcy (liquidation); 

2) to detennine the mlljor prinr.ip~l!I and mE'.ehlmi!lms of partic:ipation of the State in 
management of enlitie!;. in which the Government intend!; to keep it~ ~h~rp.~ in the 
chaner capitals; . 

3) to determine major stages and mechanisms ofsetling stale owned hlock!; of !;h~re.<; 
and the State stock share in chaner capitals of economic entities. 

As for particular activities in keeping with the Pro2fClI11, we SUiiest the foHowing 
items be included in the Program: 
1. CrcHliun i1I1d maintenallcc uf lhe: CUlIuIlun Re~Uilry of the Slate property i1I1d the 

monitoring system: 
Development of the methodology for evaluation of the stale property. which 
would allow for current evaluation, prospective of scUing or transferring under 
tru.ql managemcnt, efficiency of the furthcr U.qCi 

Inventory of the state property and assessment of its current stntus. To this end, 
assessment of economic entities with participation of the State mU!lt be perfonned 
taking into account appropriateness of their privatization, reorganization or 
bankruptey (liquidation); 
In association with other goverrunental bodies exercising regulatory functions over 
ec-.onomic e.ntitie.s on the territory of the RK , cre.ation and maintelUlnce of the 
df.ltaha~e 

Rea1i?,ation of this work wiJ) allow for the possibility of exercising monitoring over 
the status of the State propeny, and consequently. for taking optimum decisions on the 
use ofit. 

1. Improvement of the nonnative legal basis regulating mClIUtgcII1cnl and dispositiun 
of the slate pJ"Overty. 
In the fr~mework of reaHution of this work. it deems expedient to develop Il dra.ft 

Jaw of thc RK "On State Assets" • which would set forth mlljor principals and 
mechQIlisms of mQIlQgement nnd disposition of the sUlte property. os well cs 
authorities and responsibilities of governmental bodies exercising sueh functions. 

In addition, this work may also contemplate introduction of changes and 
amendments in the RK President's Decree having the force of a law "On 
Privati~tion' , dated December 23. 1995. 

Jt Rlso dE'.e-.nlS llet'.essary in the frnmework of the current legislation to determine 
the legal statu!; ofnatinnal.1S companie" and }\eculiaritie~ nftheir manaeemcnt. 

2. Evaluation of economic entities having the State panicipation In their chaner 
capital::!. 

In \h~ fnum:work of lhi~ work it i~ Uc:ceSSIlfY lO uiffen:ntiiUe the foll(lwing grllup:; of 
a;ollomic entities (state enterprises. JS companies and busilless partnerships): 
1) C(;onomic entities. which arc not subject to privatization due to their strategic 

importance I1lld intcrests of the nntiono.l sllfcty; 
2) economic entities, which are subject to bo owned by the state due to their 

importance as elements of the state infrastructure and which do not represent any 
commercial intere~t fnr private inve~tmel'lts; 
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3) economic entities, which arc subject to be owned by the stale (fully or partially 
owned) due to their commercial interest for the State (for the purpose of gainiug 
returns); 

if) nationaJ joint stock companies nnd joint stock companies. whose state owned 
blocks of shares may be privatized only according to spccial dcc:isions of the 
Government (so-called "blue chips"); 

5) state enterprises exercising commercial functions and which m-e subject to 
reorganization in joint stock companies and business partnerships with the 
Jlllt'pMe of op1imization of their activities and further privatization; 

6) joint stock companie.I;, who~c ~ta1e owned blocks of shares are subject to 
privatization only through mechanisms of the stock market without any special 
decisions of the Govenunent; 

7) joint stock companies and business partnerships, which may he privatized in 
regions without using mechanisms of the stock market: 

8) economic entities which do 110t represent any commercial interests for private 
ill"'e~l1llelll.l:i amI which are su~jt:Cl to bankruptcy (liquidation); 

9) other possible gruups uf ~ulluUlic elltitics. 

4. Detennination of m~i()r principals and mechanisms of managcmcnt of ecuJlumic 
entities depending on their categorization. 

We consider that the strictest management requirements must be set to "blue chip" 
companies. These requirements must include: 

mandatory conversion of acCOWlts to new accounting standards; 
book. keeping by an outside auditor (an accountant company from "'Big Five"); 
mandatory regular audits by one of the companies from "Big Five"; 
manciafory indusion of shares in the ofiiciallisls of KASE andlor leading foreign 
stock exchanges; 
strict compliance with the norms of the currenllegislation with Te~.arct to niles of 
corporate management and information disclosure on the activities; 
IIlwlualOry approval of detailed estimate of expenditures (Inctudin2 expenses for 
upkeep of CJl.ccutive: botlics) by BumIs of Directors and strict control over 
execution of approved estimates. 

It deems expedient that any financial support of "blue chips" by the Govcrnment 
(credits, guarantees, t4X privileges and deferments) must be provided und~r condition 
of ac:tivity of "blue chips" themselves in ottrocting additional finanocs through 
mechanisms of the s:\ock market. International and domestic bonds, os well as 
additional issues of shares must become major instruments of such an attraction. To 
fhi" end, decisions on issuance of sec.urities must be. taken exdush,ely by boards of 
directors of" blue chj~" . 
As for other economic entities owned fully or partia.lly hy the State, spe.cial 
management rules must be developed for represelltatives of the State in the bodie~ of 
I.he:: given entities. 

4. EXZUllinAtion offulfi111llcnt of con1l"acls fOI" trust mW1l1gCII1~"Ilt ufslate property. 

1n the framework of implementntion of this tnsk, it is ncccsswy to undertakc measures 
on dissolving those contracts for trust management of !;tate property. where it WQS 
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revealed that obligations of DlllIUlging companies, with regard to seUing of state 
owned blocks of shares earlier transferred under trust mnnngcmcnt, were violated. 

In general we consider that the Govenunent must limit the practice of trQJ1Sfcrcncc of 
state owned blocks of shares under trust management. 

5. Improvement of mechani!\lm~ of ~t;np. property privatization. 

In the fonhcoming period. it deems expedient to limit the opportunities for conducting 
addressed sales of Slate owned blocks of shares, which were earlier transferre.d wIder 
trust management. These state owned blocks of shares mu!;t he sold thmllgh thE'! stock 
market or througb open auctions. Persons, who earlier were given state blocks of 
:share~ wulcr trust management. may be entitled to have preemptive riilht to. purcbase 
such state owned bl(M;;ks of ~h~ OIl auctions. 

In addition, in the forthcoming period. from our standpoint, it is reasolll1ble nol to 
conduct closed tenders for pillcing stlllc blocks of shares. 

It seems crucial to have the Program provide for stllte owned blocks of shares of 
Kazakhstani JS companies to be sold for the most part in organized mnrkcts. In order 
to increase efficiency of the given mechanism of privatization, in the framework of 
implementation of the Program, it is necessary to improve the existing procedure for 
I'lacing state owne.d blocks of shares, especially with regard to providing 
brokers/dealers. Rrr8nE!C~ of 1~riE'!J; with ~PJ:nrifl~J; ~nrl ~ll:n J'W'1p'"tiAl i""",dnrQ \1.';1" 
sufficient iufonuaLion on joint stock companies. whose state owned bJocks of shares 
~ subject to be sold. 

6. Approval of tile Program for privatization ofstD.tc property. 

The given document must detennine the groups of stD.tc assets and the time period for 
their privatization in the course ofimplemenmtion of the Program. 

As tOr e~nomic entities ~ concerned, the time periods for selling state owned 
hlock!: of ~hare$ and c:ontriblltions of the State in charter capitals of economic: entities, 
as well as methods and mechani~m!: of thE'!ir privatization must be approved on an 
annual basis. 

Dekta.sov 
The RK NSC Chaimlan 
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MEMORANDUM OF UNDERSTANDING 
BETWEEN THE DEPARTMENT OF STATE PROPERTY AND 
PRIV ATIZATION OF THE MINISTRY OF FINANCE OF THE 
REPUBLIC OF KAZAKHSTAN AND THE lJNITKD STATES 

AGENCY FOR INTERNATIONAL D};VELOPMENT ON 
COOPERATION IN PRIV ATIZA TION OF STATE OWNED 

BLOCKS OF SHARES IN ORGANIZED SECURITIES MAR.KETS 

Section 1. Introduction 

The Department of State Pmpeny and Privatization of the Ministry of Finance of the 
Republic of Kazakhstan (the Department) and the US Agency for International 
Development (USAID) conflrming their intention to strengthen their mutual cooperation 
for uc:velopmcnl of the process of SHlc:s of sli:llc owucu blocks of shan:s in organized 
securities markets, and also taking illto consideration the Agreement between the 
Govenuuent of the United States of America and the Government of the RepubJic of 
J{U..nlulstan on cooperation in assistOJ'lee promotion from May 20, 1992, have made this 
Memorandum of Understanding. 

Section 2. USATD'~ Activitic~ 

With the purpose of facilitating the. privatization of state owned blocks of shares through 
organi7.ed securities markets in an efficient, ('.ompe1itive, and transparent manne.r, 
USAID, through its consultants, will: 

2.1. Provide a.<o;sislance in selecting \~\.Illlpfl1li~s, who~e :slate OWllC:U blocks of shares 
will be privatized through the Kaukhstan Stock Exchange. 

2.2. Provide direct assistance in preparing docwnenll: necessary for the listing and sale 
ofthe state owned bloC'ks of slulres selected tor privatization through the 
K87.akhstan Stock Exchange. 

2.3. Provide indirect assislance to pdvatiution tlu\)ugb the Kat.I1kllSLwl SWI,;k. 
Exchange by assisting broker-dea1~s in preparing state owned blocks of shares 
for listing os weJJ os marketing und selling state pw;kets of sharcs. 

2.4. Allow the Department to use the USAID database of joint stock companies and 
provide training to the Departme.nt's employees in using the database. 

2.5. Dl!velop it specialized s~clion on the USAID Securities Market and Privatization 
Web site (www.kAzecon.kz) for pwpo.sCS of publishing information 011 futw'c 
sales of state owned blocks of shares conducted by the Dcpartmcnt. 

2.6. Organize and conduct seminars for the De.partment's employees on the securities 
market in general and ~rw.dficalJy on the riehtJ: of J:hareholcteN: of joint sfock 
companies. 

2.7. Provide technical assistance ill organiull.g measures of the Department for 
increasing public Qwmencss of the processes of privatiZlltion of state owned 
blocks of shares in organized stock marketB. 

BEST AVAfLABLE copy 
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2.S. Assist the Deparunent in obtaining up-to-date information on the situation in the 
securities market of the Republic of Kazakhstan. 

2.9. Provide other assistance based on mutual agreements between the: Depw'uuenl W1~ 
the USAlD through making additionol agreements to this Memorandum. 

Section 3. The Department's Activities 

Seeking to ensure that the as$l:;lanee pnlVided by USAlD results in efficient, competitive 
and transparent saleg of state owned blocks of shares in organized securities mlU'l,ets, the 
Department agrees to: 

3.1. Identify. jointly with the USAID con~ultantc;. the companie~ who~e ~tat~ owne-.d 
blocks of shares will be privatized throu~h the Kazakhstan Stock Exchange. 

3.2. Grant to the USAID consultant5 access to financial infomlatioll on joint-stock 
companies, whose state owned blocks of shares arc being prepared for sales at the 
Kazakhstan Stock Exchange, for assistance in financial analysis of the companies 
and preparation of documents: required for sales of shares at the stocK exchange. 

3.3. Exercise its authorities to require companies. whose state owned blocks of shares 
will be priva1ized. 10 discluse to it all available infonnation necessary for an 
investor tel make an informed decision (the: ~pC:l,;iIic types of informati<.ln to be 
detennined by agreement between the Departmcnt and USAlD consultants). 

3.4. Provide the infonnation discussed in point 3.3 to the Kazakh!;t3.n Stock Exchange. 
and to USAID Securities and Privatization Web site (WW'IoJ.'.kazeeon.kz) for 
rurpol«'!~ of rllh1i(,Jllion, no lalp.r lhnn the date ofthe listing ofthe coaL-sponding 
packets of shares. 

J.5. Provide supplementAl infomlatioll to tha.t mentioned in point 3.4 above, whenever 
such information becomes available. 

3.6. Organixe and conduct tenders for broker/dealers for the right to seU state owned 
blocks of shares at the Kaznkhstan Stock Exchange. 

3.7. Armounce the intention to the Kazakhstan Stock Exchange and in the official 
pless the in1.c:nUolllo lilillhe: liwle: oWllc:tl blol,;b oflilurn:s ith:ntified in point 3.1 
on the exchange no later than )0 dAYS before actualJy doing so. 

3.8. To preliminarily list all state owned blocks of shares on the exchange with 
"inc1kative quotes" for live trading days in ac.c.ordance with the procedures 
outlined in the Attachment to this document. 

3.9. Offer for sale on the Kazakhstan Stock Exchan~e: the: :,lalc: owncu blocks of shi:lI"cs 
of no fewer than _ companies by __ , 1999. 

3.10. Sell through the Kazakhstan Stock Exchange state owned blocks of shares of no 
fewer than _ companies by -' 1999. 

3.11. Provide to the USAID consultants for comment drafts ofreguJative le~al acts. 
amendments and addenda to effeclive regulative Jega1l:lc~, whil,;h uefine: 
procedures for orgnnizing &1I1d sales of state owned blocks of shares in organized 
sloek markets. 
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~ 

~.12. Au.ept and review drafts, or c.omments on drafts, of regulations regarding sales of 
state owned hlocks of shares in organi7.ed ~ecnrilie~ markp.t~. prepare.d by the 
USAlD consultants. 

3.13. Ensure the conditions necessary to conduct the work fol' registration of prvperly 
rights for shares purehased by Investment PrivAtizing Funds on coupon auctions, 
and registration of such trades in registrars of joint. sloel, eompnnics. 

Section 4. Other Arrangements and Agreements 

4.1. In order 10 ensure efficient and coordinated implementntion of the activities in this 
MOU, USAID and the Departn1ent will submit all requests concerning the aboye 
activities in writing to representatives specified herein. The representative for 
USAID shall he the Director of the Ol'~A)J) SeC1JritiM Market Development 
Project The representative for the Depamnent shall be 

4.2. USAID and the Departmcut recognize that although the activities uc::~ribc:u in lhis 
MOU do not rise to the level of legally binding obligations, the activities 
perfonned by one side depend on the corresponding execution of the activities by 
the other. USAID and the Department also acknowledge that perfonnlUlce of the 
aetivities in the frameworks of this Memorandum will depend on fmaneing 
provided respectively by the Governments of the United States and the Republic 
of Kazakhstan. 

4.3. TIus MOU shall come into force on the date oftlle latlc:J' l>igJl~lw'C: below. 
Changes and additions to this MOU shall be made upon mutual agreement of the 
parties in written {onn. 

4.4. Four original ve.fsions (two in English and two in Russian) of this MOU shall be 
signed. One orieinaJ RU!l!lian and one original .English version of this MOll will 
be kept by USAID and the Deparunent respectively. 

On behalf of the United States Agency for 
International Development: 

On behalf of the Department of State 
Property and Privatization of the Ministl'y 
of Financ.e of the Republic of Kazakhstan: 

Glenn Anders 
Director of USAJD Mission 
USAID c.entral Asia Regional Mission 

Date 

Department of State Proporty and 
Privatization of the Ministry of Finance of 
the Kepuhli~ of KR7.Alch~Eln 

Date 
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~ 1998 Comparative Stock Market Trading Statistics 
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