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Introduction

This report was developed in conjunction with the project realized by the Japan International
Cooperation Agency (“JICA”) and Emst & Young Kazakhstan, contains confidential information, is
the property. of JICA, should be used exclusively by JICA personnel and should not be disclosed to

third parties or other wise circulated.

The aim of this report was to research and identify the key challenges, objectives, regulatory
framework and action steps required to remove investment consiraints in the business environment,

trade promotion, the development of human resources and the overall growth of small and medium
enterprises in the Republic of Kazakhstan,

The evaluations and analyses presented in this report do not necessarily represent the professional
position of Emst & Young and are based on an analytical research of publicly available information
and interviews conducted by Emst & Young with the representatives of business circles and
governmental authorities of the Republic of Kazakhstan. A list of the key information resources
analyzed and a summary of the interviews are provided in the attachments to this report.

Additional information pertaining to this report or work carried out in conjunction with this report can
be obtained from the following representatives of JICA and Emst & Young:

Mame Company Email
Jiro IIDA JICA _ " lida.Jiro{@jica.go.jp
Graeme HUGGINS Emst & Young Graeme Huggins@kz.ey.com
Artiom KOZLOVSKI Emst & Young Artiom.V.Kozlovski@ru.ey.cdm




Key Challenges

The Republic of Kazakhstan covers a vast area and the challenges ertreprencurs meet here vary
depending on the different regions of the country. However, in the opinion of the people interviewed
and other public sources, there are several key problems that are common for the local business
environment. These issues are described briefly below.

This report was prepared with an emphasis on business environment, investment promotion, trade
promotion and particularly SME development. The active development of SMEs in Kazakhstan
started in 1997, when Almaty had approximately 8,000 thousand registered SMEs. Today ths
number, according to some statistics, exceeds 30,000. SMEs are established rather unequally
throughout Kazakhstan, with the two largest centers for SME development being Astana and Almaty.
Small and medium enterprises in Kazakhstan tend to specialize in providing services such as hotel
accommodation, trade promotion, consulting, and small production projects e.g. furniture, souvenirs,
various consumer products and musical instruments. The SME market is growing steadily in
Kazakhstan. It is estimated that 40% of Almaty budget receipts are generated by SME tax
contributions, while this number will be increased to 60-65% before the end of 2005.

Bureaucracy / Excessive Tax and Statistical Reporting

There continues to be a significant amount of bureancracy to deal with in Kazakhstan, some generated
by legislation, other types generated by overly zealous state officials. Most tendering procedures, both
for state procurements and other commercial tenders in the Republic of Kazakhstan require tender
participants to present certificates from tax authorities confirming that they do not have outstanding
tax payables, which take a considerable period of time to prepare. The ridiculous part is that the

- authorities usual require 10 days to prepare a certificate that is only valid. for 7 days.

Administrative barriers that block the development of SMEs. According to the “Administrative
barriers and Semi-Legal economy of Kazakhstan™ publication the adminisn'ativel barriers in this
country can be divided into three groups:

t  Impractical;
+  Partly practical;

t+ Barriers that prevent entrepreneurs to effectively enter and develop the market of
Kazakhstan, such as corruption, unfair competition, limited access to financial resources,
few business professionals, ambiguous laws, too much tax and statistical reporting,
problem with supply chain management and logistics. For now the Almaty Association of
Entrepreneurs is working on all of these problems, with a special emphasis on corruption.

'Recommended for additional reading
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Interests and requirements of regulating bodies are different for different clusters, they are constantly
changing. It is almost impossible to systemize them and link to SME in a comprehensive format, as
they are mostly targeting the large companies of the country.

It is generally believed that the KZ fiscal authorities are predominantly interested in fines, rather than
the systematic tax collection.

Licensing of O perations

A 1995 Law on Licensing established the legal framework for licensing activities in Kazakhstan. In
1998 additional procedural acts were adopted to implement the requirements of the Law. Within one
month of receiving all required documents from a corpany, the authorized agency is required to issue
the necessary licence: In implementation, however, law is inadequate because the Govemnment has not
yet approved most of the qualifying procedural requirements for the issuing of most licences. This
situation creates an unpleasant predicament for some businesses and leaves them vulnerable to
inspection bodies, which may threaten them with fines or even shut down their activities for failure to
procure licences that are often (legally) impossible to obtain.

The Kazakhstan Liceﬁ;ing Law is being constantly updated, and as of today there are over 1,000

types of business operations in the country that require a license. The current trend is to work towards
a simpler version of the law, but sometimes this simplification procedure results in additional
complications. For example, recently the law was supplemented with a clause stating that all
construction work should now be licensed locally, and not at the nationallevel, This has resulted in a
situation where new construction licenses are valid solely inthe region where they were issued,
forcing constructors receive additional licenses if they wish to.perform activities in other regions. This
has seriously increased licensing costs and had a negative impact on the tendering abilities of small
and medium size construction companies on the national level.

Although the regulation of currency transactions is gradually being liberalized, there are still many
normal business transactions that are subject to licensing and other forms of National Bank regulation.

Changes in the Regulatory Framework, Ambiguity

The current regulatory framework is cne of the key areas for SME entrepreneurs. Due to the constant
changes to requirements in this area SME entrepreneurs require additional gnidance so as not to get
lost in the numerous updates. Due to the current lack of relevant gnidance SME entrepreneurs have
been known to sometimes act outside the official boundaries in order to achieve their objectives.

In addition, there changes continue to be made to the operation and taxation of subsurface users,
which includ e significant and increased state involvement and forced local content in projects,

One of the reasons for the constant changes in the regulatory framework is believed to be the high
‘rotation of the heads of governmental agencies in charge of SME development. Most officials do not
have the time to thoroughly investigate the problems and needs of SMEs, and every new official if
forced to start every SME development program from the very beginning.
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Lack of Statistical and Business Information

Kazakhstan has very few places wherean individual is able to receive qualified and consolidated
advice on how to start a new business, the legal procedurss involved documents needed, to find banks
providing SME loans and similar useful information. Market demand for these services is very high,

vet the function is virtually unrepresented.

Even basic statistical information on SME:s is hard to come by, which makes it hard for foreign
denors and developing institutions to do anything tangible to improve the business environment in
Kazakhstan, as they have no real picture of the situation in the country.

One of the main problems that entrepreneurs face when performing trade activities in the country is
the lack of reliable information on external trade policy and customs procedures. Very often
nformation either comes from unreliable sources or is seriously outdated, due to frequent changes
made to legal documents that regulate foreign trade related economic operations. Inaccessibility of
information for traders puts them at a disadvantage against government officials at the local level,
which results in corruptive practices. However, even at the national level there is little reliable
information available to the authorities, for example even the Ministry of Trade of the Republic of
Kazakhstan is believed to have only a vague estimate on the cost-structure of transit operations in the
country. Internationa! donor organizations, including USATD, provide considerable support to the
trade and customs authorities by plotting transit routes and calculating real costs incurred by traders,
including illicit payments, and developing comprehensive manuals and trade guides for end users.

To start any business, company needs to undertake a marketing research, understand its core
competencies, competitors, cus tomers and develop a strategy. However in Kazakhstan SMEs have
neither skills to make such research on their own, nor do they have funds to subcontract this job to a
consulting company. Publicly available information is very contradictory and without the roper
business planning many SMEs miss the target and soon dissolve.

World Bank’s site has little information available: The reason for the absence for a systematic survey
on constraints is that even the very basic data for SME in RK is of a very poor quality. Even the most
reliable database of the tax authorities has little valuable data, as SME taxation is simplified and the

details available for them is not very telling.

In terms of available statistics for SME Mr. Pizikov (National Director of Regional RIC Programs)
mentioned 3 databases, which do not concur with each other:

t Ministry of Justice database, where registered enterprises are listed (legal bodies except
private entrepreneurs).

t State Statistics agency’s database. It is however quite unreliable, as here one enterprise
can be shown twice.

* Tax committee’s database shows the most accurate figures on SMEs. But even in this
database the same unique taxpayer identification number (RNN) can be given to the
several enterprises at the same time.

The best way to acquire reliable information on SMEs in RK, is to combine data from all three.
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Land Use and Development

This challenge covers the acquisition of land into private ownership, the receipt of approvals for
design and construction documentation, site canmissioning. The World Bank recommends foreign
investors resolve land use issues as one of the top priorities when setting up a business in the Republic

of Kazakhstan, as it can be quite lengthy, tedious and demanding in terms of financial resources.

Subject to a few limitations set forth by the Land Code, foreign companies and individuals can
exercise the same rights as local entities and individuals. The term “Foreign Land Users” covers
natienals of foreign countries, stateless individuals, foreign legal entities, foreign couniries and
international associations and organizations. Under the Land Code, Foreign Land Users cannot own
parcels of agricultural and forestry land, or have the right of permanent use of land, or lease parcels of
agricultural land wihin the three-kilometer protection zone adjacent to the state border of the RoK.,
Private foreign legal entiti¢s and individuals may own parcels of land designated for construction and

operation of buildings, whether industrial or not.

Inspections and Corruptive Practices

Over the past several years this problem is no longer a priority, as new legislation has come into force
to make many inspections far more systemized.

Tax inspections, however, are still performed regularly and inspectors tend to be very demanding. In
addition, they have at their disposal laws such as the transfer pricing law, which is not up to
international standards and can be interpreted to the detriment of taxpayers. It is generally believed
that the Kazakhstan fiscal authorities are predominantly interested in imposing fines, rather than the

systematic collection of taxes.

There are about 50 controlling committees in Kazakhstan — on the national level only, not counting
the multiple local inspections and supervisory committees. Every week at least one committee comes
to inspect each SME in the country. This leads to a potential increase in corruption and seriously
slows the SME development and legalization process.

Mr. Shestakov, Chairman of Customs Broker’s Association, Member of Expert Council of Finances
Ministry RK, member of Consultative Council of Custom Control Agency RK highlighted major
problems and barriers, explaining why an entrepreneur can not pass custom control without “giving

money”:

* Goods Delivery Control does not operate efficiently. Goods delivered by individuals
should be checked in via a simplified procedure, which happens very rarely.

¢ Consequently, 30% of goods pass the borders illegally. Trading places® owners knows
that the goods are illegal and extort traders.

Local government collects daily fees and “bribes” because of illegal goods. Annual turnover of goods
between China and Kazakhstan is 4 billion dollars. In addition illegal turnover is about 2-3 billion
dollars. ' ’



. Cooperation with customs (similar to the World Bank activities started in the Russian Federation in
2003. However it is believed that the customs situation in Kazakhstan is more grave here: unlike in
Russia, there are few complaints in Kazakhstan, it's “too corrupted and organized” to allow for
complaints to appear. Several customs posts in RK are completely autonomous even from the national
customs authorities);

One of the main problems that enfrepreneurs face when carrying on trade business in the country is
lack of reliable information on external trade policy and customs procedures. Very often information
either comes from unreliable sources or is seriously outdated, due to frequent changes made into legal
documents that regulate economic operations related to foreign trade. Inaccessibility of the
nformation for traders put them into disadvantage against government officials, which resuits in
corruptive practices.

Investment / Tax Concessions and Special Economic Zones
Although these concessions are provided for in the law, their use and value is restricted by:

t Geographical location;
+ Difficulty in obtaining them;
* Limitation of benefits.

The law govemning SEZs was introduced back in January 1996 and has undergone several
amendments. Under the current version of this law the President must approve by Presidential Edict
the establishment of all SEZs as well as any future amendments to the established conditions. SEZs
can be established for a maximum of 10 years and it is worth noting that appropriately ratified
international agreements such as double tax treaties will override SEZ legislation should a difference

between the two arise.

The first SEZ of those that are cturently in force was created in order to accelerate development of the
left bank of the Ishim River in Astana, the capital of Kazakhstan. Effective for a period of 5 years
from 1 January 2002 the following tax concessions were introduced for the construction of
infrastructure, administrative facilities or residential complexes in the 1,052.6-hectare SEZ:

¥ Tumover from the sale of goods, work and services in the SEZ for consumption entirely
in construction projects is exempt from VAT;

+ Tumover from the sale of goods and equipment into the SEZ for consumption entirely in
construction projects is zero-rated for VAT purposes;

t Land in the SEZ on which infrastructure, administrative facilities or residential complexes
are constructed during the period in which the SEZ is in existence is exempt from land

tax;

t* The value of buildings and constructions in the SEZ are exempt from property tax if
constructed in the SEZ during the period in which it is in existence;

t The operation of a free customs zone regime in the SEZ,



One yeai‘ later, a second SEZ entered into force for a period of 4 years through to 1 Ianuﬁry 2007.
This SEZ covers 227.1 hectares of the port area within the borders of the city of Aktau, which is
located on the Caspian Sea and provides for the following concessions:

T
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t

An exemption from corporate income tax;

Land in the SEZ is exempt from land tax if it is used for the production of goods in a
priority sector (see below); .

Assets are exempt from property tax if they.are used for the production of goods in a
priority sector;

The operation of a free customs zone regime in the SEZ.

Companies that would like to take advantage of these concessions must be registered for tax purposes
in this SEZ, avoid the establishment of structural subdivisions outside the SEZ and generate 90% of
their total income from the sale of goods produced from one or more of the following priority areas of

activity:

T

N

T

The chemical industry;

The production of rubber and plastic items;

The production of other nor-metallic mineral products;
The metailurgy industry;

The production of finished metallic items;

The production of machines and equipment.

The latest SEZ was established effective from 1 October 2003 and has been introduced for the
maximum period allowed under the law - 10 years. This SEZ is a 340 hectare Information Technology

Park in Kazakhstan’s southem city of Almaty and provides for the following tax concessions:
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t

A 50% reduction in corporate income tax;

Land in the SEZ is exempt from land tax if it is used when engaging in specified
information technology activities (see below);

 Assets are exempt froni property tax if they are used when engaging in specified

information technology activities;
Sales tumover from specified information technology activities is exempt from VAT;

The operation of a free customs zone regime in the SEZ.

Companies that would like to take advantage of these concessions must be registered for tax purposes
in this SEZ, avoid the establishment of structural subdivisions outside the SEZ and generate 90% of
their total income from the following types of information technology activities in the SEZ:

4

The planning, development, introduction, experimental production and production of
software data bases and hardware; :



t* And (or) the creation of new informaticn technologies on the basis of artificial
intelligence;

+ And (or) scientific investigative and experimental construction work for the creation and
introduction of projects in the field of information technology.

As you may have leaned from reading the above summary of the existing SEZs, their usage is
restricted because of links to specific geographical locations in Astana, Aktau and Almaty,
respectively. This restriction is inherent in the SEZ governing law as it links the creation of all SEZs
to a limited territory within Kazakhstan. Following criticism from various quarters, the Government
linked the recently introduced exemption from corporate income tax for entities in the petrochemical
industry to the performance of activities in this sector rather than to a specific geographical location.
This also meant that the exemption could be introduced outside the auspices of the SEZ goveming
law, without the need for a Presidential Edict and directly into the tax code. Although this is an
improvement, the entry criteria for the exemption are onerous and it remains to be seen whether
significant investment will be attracted into this area. Below is a list of the criteria that need to be met
in order to obtain the exemption: "

¢ Entities must register and production facilities must be commissioned, between 1 January
2004 and 3! December 2007;

t No less than 90% of total income must be generated from the sale of certain goods’
produced from oil and/or gas that was extracted from the subsurface of Kazakhstan;

t An investment of at least approximately USD 34 million is required into the production
facilities.

The e)&emption applies for a period of 5 years from the date a production facility is commissioned.

Taxpayers selling high value added goods that they have produced may be entitled to tax concessions,
To qualify for the tax concessions envisaged under this regime a taxpayer must generate at least 90%
of its total income from sales of high value added goods; add value during production equal to at Jeast
40% of its total income; and have an overall tax burden of at least 12% of total income. The tax
concessions available are a 30% reduction in corporate income tax and a ane-off 50% reduction in
corporate income tax on income received from the sale of goods produced using a process that has
been certified according to a procedure that will be established by legistation in line with the ISO
standards series 9,000 and 14,000 for quality management systems and environmental management.
‘This orle-off corporate income tax reduction will be available for the tax period following the year in
which éppropriate management systems are introduced by the enactment of the relevant legislation.

! Curreatly, the pfoduction of the following goeds qualify for this concession: petrochemical products (excluding fuel); various organic
(chemical) suﬁstances; certain plastics; synthetic rbber, paints and dyes; soap and cleaning, washing and polishing substances;
perfume and cosmetic items; artificial and synthetic fibres; rubber items.

10



- Limited Access to Financial Resoufces for SMEs

The banking system of Kazakhstan is considered by some to be the best developed among all CIS
" countries, but the system still faces several serious problems such as high interest rates, expensive
service fees and restrictions on collateral accepted by banks for the provision of loans.

During our research it was discovered that the average period for paperwork to be considered with
respect to obtaininga SME loan from a financial institution can last anywhere between two andthree
months.

Mr. Pizikov (National Director of Regional RIC Programs) mentioned problems with receiving loans:

+ High interest rates;

t. Strict terms of real estate appraisal;

¥ LTV ratio is max 40-50% of the real estate’s market value;
¥ Banks basically do not give loan to start-ups.

Mr. Pizikov thinks that in terms of taxation, the national government has done a satisfactory job in
decreasing tax rate and in offering tax privileges to enterprises; however excessive formalities are still

seriously impeding SME development.

Products and Service Certification

Product certification in Kazakhstan is unreasonably complicated for both large companies and SMEs.
For example, in order to certify foodstuffs, small enterprises are obliged to pay the same costs as a
large company. Besides, each foodstuff shipment should be certified independently. Another example
of this is that 2 more complicated certification procedure has been introduced for imported products,
which results in excessive storage and other additional frade constraints at customs warchouses.

Quality Management Center within EDP assists enterprises in implemen tation of quality management
systems making them more competitive and profitable. The QMC provides Quality training and
consulting services that meet and exceed the expectations of its client organizations as they strive for
compliance to requirements of nternational standards, Quality Management Center operates on the
Quality Management System in compliance with ISO 9001:2000 requirements. Co-financing of the
Center comes from United States Agency for International Development (USAID) and partly from

multinational companies.

These companies originally paid QMC to help their local suppliers receive international certification.
At the beginning oil companies did not require ISO Certification. Oil companies offered to their
vendors to pay for hiring quality people. In 2001 local companies were under pressure, that they had
to have ISO Certification, At that time only State Standard Committee was authorized to perform ISO
Certification. Now 317 companies of RK have ISO Certification. 5 international companies work
here. EDP has worked with 30 oil company vendors.

11
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Infrastructure

Kazakhstan’s telecommunication system is both primitive in terms of choice and quality, and
expensive relative to EUS countries, Ukraine, and Russia; and, the road and air transport infrastructure
are underutilized. Policies in these sectors need to focus mainly on enlarging the market size and
promoting new entry (domestic and foreign) and competition. These are the only sustainable ways to
reduce the economic and money cost of using the infrastructure. Unfortunately, the current policy
stance undermines entry by private investors (domestic and locals) and constrains market growth.-

12
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Government Actions

Business Associations

One of the key measures implemented by the government with respect to creating favorable business
conditions, particularly for SMEs, is the promotion of business associations, which provide services to
entrepreneurs, as well as advise local and national legislation-makers on the view point of
businessmen towards new laws teing adopted and evaluate the performance of governmental agencies
and officials. This work is usually done through consultative (expert) councils and is gaining weight
and momentum. '

However, the number of such associations is also rapidly increasing and by some estimates there are
already 150 in existence, which seriously hinders their ability to coordinate their approach and share

common perspectives.

The most effective associations working in Kazakhstan at present are considered to be the Almaty
Association of Entrepreneurs, the Forum of Entrepreneurs, the Union of Employers of Kazakhstan,
the Kazakhstan Association of Business Incubators and Information Centers.

Incubators, Techno and IT parks

In accordance with the Edict of the President of the Republic of Kazakhstan, support of small
businesses has become a priority sector of the government’s nationaleconomic policy. Legislation
and regulations regarding the support of entrepreneurial activities are still being developed; however
many government prograns for the support and development of small entrepreneurship, including
national and local initiatives, have already been approved and implemented,

In 1999, in the light of favorable economic conditions, a group of individuals representing prominent

- entrepreneurs, in conjunction with the Department of Small Businesses of the City of Almaty, created
a state institution named the “Almaty city business incubator”, which is still considered to be one of
the most successfil pilot projects in Kazakhstan. The experience of the Almaty city business-
incubator is currently being extended to all regions of the country.

Techno parks, which have been established by the national and local governments, are also
developing quite actively, some of which have the status of special economic zones providing tax and

customs concessions to its members. Alsq it is generally believed that SMEs operating within
govemment-fundéd incubators and techno parks have fewer problems with illicit extortion from
various inspectorates and supervisory agencies.

In September 2004 eight of the fifteen business-incubators operating in the country took part in a
conference ofthe Kazakhstan association of business-incubators and innovation centers
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(KABIC), which currently unifis almost all business-incubators, techno parks, entrepreneurialand
innovation support centers operating in Kazakhstan. The mission of the KABIC is to assist the
development of small and medium size business in Kazakhstan, via support of the establishment and

development of small business infrastructure entities.
All of the Technology parks of Kazakhstan today can be basically broken down into 3 main fypes:

1) National parks that are created by the Government of RK. They represent special
economic zones, which provide tax and customs privileges to their clients (ex.: I'T park
“Alatau”). '

2) Parks that are created by Government, with participation of local autherities. These
parks largely concentrate in one special field (economic cluster).

Parks created by the local authorities. Almaty Technology Park (ATP) represents the third type ofa
technopark. It was created in 2003 year as a joint stock company. The mission of ATP is to transfer
technologies and provide services connected with such a transfer. There is no research and
development in ATP, because of lack of financing and virtually no need in new technologies,
developed in Kazakhstan. ATP specializes in 9 fields: oil and gas, ecology, energy,
telecommunication, construction, utilities, transportation, ferrous and non- ferrous metallurgy, mining

industry.

Government supports the development of IT companies. In 2003 year Government adopted the
Industrial Innovation Development Strategy till 2015 year, according to which a special economic
zone was created, that provides tax, custom, currency privileges. The Program for anti-
monopolization of telecommunications, the Program for creation of Electronic Government will

involve all Kazakhstan’s IT companies and support their development.

In accordance with resolution of the Government of RK on 19.07.05 the Engineering and Technology
Transfer Center should be united with National Innovation Fund. Now center waits for decree of State
Property Committee and on the meeting on the 4™ of August the details of unification will be-
discussed.

Electronic Government

Annually the Kazakhstan Government and state-owned companies spend about $3 billion on state
procurements. The idea of E-procurement was proposed in 2002. Basically, E-procurement involves
using automated purchasing systems through softwar e applications that are Internet-based. For

~ example, a common Web browser user can log onto an E-Procurement system to view vendor

offerings and catalogues, and place orders.

E-procurement can decrease costs and save up to 70% of budget funds allocated for acquired goods.
This system has already been created. The plan is that it will only be used with respect to certain
standard goods, but pre-qualification procedures for all other tenders will also be performed on-line. It
is planned that all information on those entrepreneurs who have been long listed for tenders will be
checked on-line, which will significantly reduce the time and effort otherwise needed to collect the

14



FmTRRER R

necessary paperwork. All entrepreneurs will pass tender pre-qualification on-line, after which all
companies admitted will have an equal chance of participating in state tenders.

Entrepreneurial Development Fund

A Small Entrepreneurial Development Fund was created in 1997 in the form of a Joint Stock
Company with 100% of shares belonging to the Government, and its aim is to support SMEs and
provide loans. The fund has 14 branches in all regions of the country plus one representative officein
Astana. The head office in Almaty employs 150 people, while the branches employ between 5 and 7

pecpk.

The Fund has been provid ing loans to SMEs directly since 2002, and has launched several micro-loan
programs, whereby loans are offered at 7%-12% interest per year, with a maturity period of no more
than 5 years and a grace period of 1-2 years. In comparison, banks offer loans at 20%-28% interest

and maturity of 1-3 years.

15



Government Agencies

SME Development at National Level

Several agehcies exist in Kazakhstan that were set up with the main purpose of promoting and
controlling national SME development, such as the SME Departments within the Ministry of Trade
and the Ministry of Economics of the Republic of Kazakhstan, the CMIR, the-Customs Control
Agency, the Investment Fund of Kazakhstan, the KCBA and others. More information on these
agencies can be obtained from interviews, selected Internet sites and the summary table below.

The business elite of Kazakhstan believes that SME support programs should be initiated and
developed primarily by associations, that the government involvement should be limited to providing
overall strategic guidelines and ground rules for their operations. It is believed, that the two most

- active governmental agencies in this regard are Ministry of Industry and Trade and the Ministry of
Economy and Budgeting Planning.

SME Statistical Information at National Level

Despite the fact that multiple agencies control the SME market in the country, most of the respondents
complained about the poor quality of data available on small and medium enterprises. In general three

main databases are available, which rarely concur:

t Ministry of Justice Database, where registered enterprises are listed (legal bodies except
private entrepreneurs).

t  State Statistics Agency Database. This database is quite unreliable, as one enterprise
may be shown twice and information is sometimes taken “off the wall”.

+ Tax Committee Database shows the most accurate figures on SMEs. However, even in
this database the same unique taxpayer registration number (T RN) can be listed against
several enterprises simultaneously .
As a result, despite having several controlling agencies that are involved in the work of small and
medium business enterprises, the best way to acquire reliable information on SMEs in Kazakhstan, is
to combine data from all three databases.
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Investment Fund of Kazakhstan (Kazlnvest)

Investment Fund of Kazakhstan (KazInvest) was created in 1998 year by decree of Government of _
RK under the Ministry of Trade and Industry. As of today it has rep offices in Germany, Italy, Spain,

and almost all regions of Kazak hstan.
KazInvest is divided into 5 departments:

Investment projects department;
Department, which organizes meetings of businessmen with ministers and president;
Legal department, which provides judicial support of foreign investors;

Advertising and publishing department. Publications of KazInvest are “Investors guide”,
“Invest Kazakhstan”, “Investor’s Atlas” and “Doing business in Kazakhstan'?;

L

+ Information and consulting services department.
The primary function of KazInvest is to attract foreign direct investments and prepare information for
foreign investors. ‘ :

When Kazlnvest provides investing for a company, it needs to pay 2% from the project.

The major advantage of Kazlnvest is that it i§ working in the sectors other than raw materials sector of
economy, where there is little number of big companies, consequently supporting SMEs.

?Recommended for additional reading
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Action Plan

Training of Professionals and Marketing Support

Some of the core skills required by SMEs are financial management, soft skills, ISO certification,

total quality controland strategic enterprise management. Most of the business professionals

interviewed confirmed a major need for an education center and a consult ing agency conducting desk
researches and tailoring training opportunities for the specific needs of small and medium enterprises.

Unlike in Japan, Kazakhstan currently has no specialized agencies where an entrepreneur is able to
receive comprehensive information on how to set up a company from alegal perspective, what tax .
and other reporting is required, as well as to receive guidance and checklists on what industry specific
certificates will have to be obtained, what inspections can be expected and how debt financing can be
arranged for his business. The absence of this sort of administrative and marketing support seriously
impedes the development of small and medium enterprises in the country, especially at the regional

level

Simplification of Customs Clearance and Transit Procedures

Since October of 2002 the Customs Control Committee has been very actively involved in studying
the experience of customs operations at the Polish-German and American-Canadian borders, where it
is common practice for the two relevant countries to check the transit of goods either together in one
team, or at entry points only, or even splitting the work between the two customs posts, with one
performing paper checks and the other conducting physical examinatiors. This type of system has
been planned at the Kazakhstan-Kyrgyzstan border, but due to the latest political events in Kyrgyzstan
the Kazakhstan customs authorities have so far decided against decreasing control procedures at the
border. A similar pilot initiative at the Russian border on the other hand is gaining pace and is about
to be promoted further, together with other similar constructive initiatives implemented by the
Government of the Republic of Kazakhstan.

These and other assumptions, as well as the sources of information and recommended sources for
additional research have been presented in more detail in the attachments below.

Licensing

Simplification of licensing procedures and a decrease in the number of licensed activities. The Forum
of entrepreneurs is seriously pursuing an initiative to simplify licensing procedures and to decrease
the number of licensed activities, having already convinced the national government to decrease the
number of licensed operations by over a hundred. For example, it is hardly reasonable to issue a
license for wall-painting activities.

18
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Attachment 2: Interview Memos

1 25.07.05. | Emst and Young

2 25.07.05. | Almaty Association of Entrepreneurs
National Innovation Fund of

3 25.07.05. :
Kazakhstan

4 26.07.05 | Investment Fund of Kazakhstan

3 26.07.05 : Customs Clearance

6 27.07.05 | United States Agency for Intermnational
Development

Mrs. Zhanna
Tamenova

Mr, Graeme
Huggins.

Mr. Nur
Bakbergenov

Ms. Roxana
Abuova

Mrs. Munavara
Paltasheva

Mr. Talgat
Kukenov

Mr. Askar
Shayakhmetov

Mrs. Victoria
Patrakova

Mrs. Aigul
Bekzatova

Mr. Gennadiy
Shestakov

Mr. Timur Omoev

~

Mrs. Svetlana

Golovatskaya

Tax pariner

Senior manager

Marketing manager

Senior consultant

Director

Project manager

Project Manager

Advisor to President

Head of information and '
consulting services
department

Chairmman

Project management
specialist, office of
enterprise and finance

Project management
specialist, office of
enterprise and finance
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7 270705 | Almaty Technology Park Yerik Dukenbaey | President
8 27.07.05 | Municipal Business Incubator Mr. Kanat Director
Kerimkulov
Mrs. Sho]pan Akimat
Bizhanova
Mrs. Yulia Entrepreneur ial Activity
Shukhrina Support Center Director
Mrs. Madina Financial Service Center
Manager
9 27.07.05 | National Investment Fund Mrs. Zeinulla Chairman
Kakimzhanov
Mr. Timur Board member
Zhakselekov.
10 | 28.07.05 | World Bank Mr. Pedro L. Senior economist,
Rodriguez poverty reduction and
economic management
11 28.07.05 | Alkor Mr. Alexander - Director
Nestertsev
Mrs. Svetlana Finance Director
Rubtsova
12 :28.07.05 | Business Advisory Services Program Mr, Zhanibek National director for
Suleimenov Kazakhstan
Mr. Sergei Project officer
Lyssenko
13 1280705 | ATFBank Mrs. Shynar Deputy director
Dilmagambetova ‘
Mrs. Alliya Head of Methodology
Shynybayeva and Education Division
14 :29.07.05 : Engincering and Technology Transfer | Mr. Bauyrzhan Director
Center _ Abdrasilov
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15 [ 29.07.05 ; Forum of Entrepreneurs of Kazakhstan { Mr. Raimbek Chairman
Batalov :
16 :29.07.05 i Union of Chambers of Commerce and | Mr. Kairat Advisor
Industry Sadvakassov
17 1 29.07.05 : Small Entrepreneurial Activity Mr. Beket Managing director
Development Fund Kopbossynov
Mrs. Zaure - Chief expert,
Bitimbayeva investments and
external loans
department
18 | 29.07.05 | Enterprise Development Project Mr. Ronald Chief of Party
Ashkin
Mr, Edward Senior Advisor
Nemeroff
19  08.08.05 | TFI, Reduction of Investment Mr. Sergey V. National Director of
Constraints Pizikov Oblast RIC Programs
20 . 08.08.05 ; TFL Chief of Party Mr. Kelly Seibold, ; Ghair of Party
21 i 08.08.05 TFI, E-Governance Mr. Andrew TFI Consultant
Beklemishev
22 .1 11.08.05 | TFI, International Trade and Customs | Douglas J. TFI Regional Director
Cruinckshank -
Zhannat International Trade and
Rakhimzhanova Customs Advisor, TFI

_61»...




R R

1.Ernst & Young Kazakhstan
July 25,2005

Ernst & Young representatives:
Mrs. Zhanna Tamenova, T ax partner
Mr. Graeme Huggins, S enior manager
Mr. Nur Bakbergenov, Marketing manager
Ms. Roxana Abuova, Senior consultant
Summary
Main project objectives, schedule and timeframe.
1) Objectives:
t To describe the Kazakhstan business environment from a SME perspective ;
t Find out about SME government and institution programs
t Collect informafion in Astana, before the arrival of another part of the delegation.
2) Time-schedule:
t August 15— presentation;
t August 15 at 6 p.m., delegation leaves to Astana;
+ Details of the schedule for the week will be sent in the afternoon to everyone involved;
# From July 26 the delegation will split into 2 groups. ’
3} Other:
# Who will participate at the meetings;
¥ Hotel,
¥ Communication;

# Transportation
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2. Almaty Association of Entrepreneurs
July 25, 2005
Representative of Almaty Asseciation of Entrepreneurs:

Mrs. Munavara Paltasheva, Director

Stmrmary

The Almaty Association of Entrepreneurs is 4 non-commercial public organization and is the founder
of the Forum of Kazakhstan Entrepreneurs, which is a Republican organization that aims to bring all
associations (regional, municipal, etc.) under one roof. Between 1998 and 2002 Mrs. Munavara
Paltasheva has worked as the director of both organizations. However, from 2002 she has been
working exclusively at the Almaty Association of Entrepreneurs, as she believes it is able to tackle
more problems and provide practical solutions through its operations. The Association has a president,
two vice-presidents, six employees (including the director) and 2 vo lunteers. The Association totals
more than 600 companies, made up of SMEs and large enterprises. The organization’s expenses are-
covered by membership fees (8 dollars per month), income from training and government support, as
well as foreign grants. The Association provides two main types of support to SMEs in Kazakhstan,
while attracting specific support from foreign donors and the Government of the Republic of
Kazakhstan: )

1) SME support and development:

t Educafion of entrepreneurs. There are no organizations or institutes in Kazakhstan
today that teach small business how to increase the effectiveness of their operations on the
local market. After the dissolution of the Soviet Union many people in Kazakhstan were
left without jobs, and as a result were forced to create their own SMEs (teachers, doctors,
engineers etc.). This explains why small and medium entrepreneurs today are not always

. entirely clear as to how they should structure their business, which results in their facing
many operational and strategic problems with their companies. This is especially true for
small successful companiés, which inevitably want to grow and increase turnover, yet
their owners have no experience in delegating authority and are not ready to change
operational structure and introduce new policies and procedures to enable this to happen.
At the same timeg through its university and vocationa! training the Government of the
Republic of Kazakhstan prepares a substantial number of high level specialists every year,
but only some of them are able to find employment with large companies, while the rest
have to tum to SMEs, where they face this operational problem, which they are unable to
resolve, which leads to discouragement; '

¥ One ofthe key business areas requiring additional traning and development is ensuring
that SME entrepreneurs are aware of the current regulatory framework, which is '
constantly changing often resulting in entrepreneurs losing their way with the numerous
updates and sometimes preferring to-act outside the official boundaries in order to achieve
their aims;

62



(i
e i s

The Association of Entrepreneurs is successfully working with the JICA to resolve this
problem . However it is generally believed that JICA and similar educational organizations
tend to specialize more on medium sized enterprises rather on the smaller ones, which
seriously limits the scope of potential partnership;

¢ Information available to entrepreneurs. In Kazakhstan there are very few places where
qualified consolidated advice can be obtained on how to open a business, on what legal
procedures are involved, what documents are needed, what banks provide loans to SMEs
and other useful information. The market demand for these services is very high, yet the
sector is virtually unrepresented;

t Market research. To start any business, a company needs to conduct market research,
understand its core competencies, competitors, customers and develop a strategy.
However, in Kazakhstan SMEs have neither the skills to conduct this research on their
own, nor do they have the funds to subcontract this work to a consulting company.
Publicly available information is very contradictory and without the proper business
planning many SMEs miss the target and soon close

2) Administrative barriers that block SME development. According to the publication
“Administrative Barriers and Semni-Legal Economy of Kazakhstan”® the administrative barriers in
Kazakhstan can be divided into three groups:

¢ Unrealistic;
+  Partly realistic;

+ Barriers that prevent entrepreneurs effectively enter ing onto and develop ing the
Kazakhstan market, such as corruption, unfair competition, limited access to financial
resources, few business professionals, ambiguous laws, complex tax and statistical
reporting, problem s with supply chain management and logistics. The Almaty Association
of Entrepreneurs is currently working on all of these problems, with a special emphasis on
corruption. '

The interests and requirements of the regulatory bodies are different for each cluster, are constantly
changing and may not be linked to a specific SME in a comprehensive format, as in general they

targetthe large companies in Kazakhstan

Since 2002 the Almaty Association of Entrepreneurs has been working with the CIPE and
“Transparent Kazakhstari” funds, aiming to identify core administrative barriers in Kazakhstan and
Central Asia. The results of research have been analyzed and on the basis of this information the
Association has been able to organize two conferences in Almaty and Bishkek. The Association
discovered that the largest administrative barrier was reckoned to be the Administrative Code of
the Republic of Kazakhstan . Changes and additions have since been introduced into the Codeso the
Association is now shifting its attention to decreasing the overall corruption level, through the
analysis of legislation and the identification of loopholes that promote this abusive practice The

3Recommendqd for additional reading
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Association is also working in this area with various foreign funds, such as Arizona Kazakhstan,
PRAGMA Corporation, other agencies.

The business elite of Kazakhstan believes that SME support programs should be initiated and
developed primarily by associations, and that government involvement should be limited to providing
overall strategic guidelines and ground rules for their operations. It is believed that the two most
active governmental agencies in this area are the Ministry of Industry and Trade and the Ministry for
the Economy and Budgeting Planning. ‘ -

Opportunities for cooperation with Japan:

1. Creation of SME support centers. Similar centers exist in Japan and Isracl. These countries
have extensive experience to share, and their input would be highly valuable for Kazakhstan’s
weak entrepreneurship infrastructure. Setting up a center like this could be the first pilot for
JICA deployment in Kazakhstan, '

2. SME financing experience exchange. Kazakhstan’s financial system is working on self
enrichment It does not expectany significant return from SMEs and is therefore not
interested in investing and paying special attention to their needs. Interest rates are high and

" loan conditions are very severe. In order to improve this situation the Government has created
the Entrepreneunrship Development Fundand issued several laws on the development of
micro-loans organizations. Japan’s experience in simplifying SME loan provision conditions
could significantly speed up this process. '

Other information

Mrs. Munavara Paltasheva mentioned several contacts, who could provide more inforrhation on the
development of the SME market in Kazakhstan:

¥ Mpr. Vladimir Yermakov, Director of the Entrepreneur Service Centre “Secret +
Service™

t Mr. Raimbek Batalov, Chairman of the Entrepreneur Forum;

* Mr. Timur Nashanov, Director ofthe Entrepreneur Forum .
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3. National Innovation Fund of Kazakhstan
July 25, 2005

National Innovative Fund representatives:

Mr, Talgat Kukenov
Mr. Askar Shayakhmetov, Project Manager

Summary _

The National Innovation Fund is a governmental fund that was created together with two other similar
agencies (the Investment Fund and Development Bank of Kazakhstan) with the objective of

decreas ing the country’s dependency on the oil and gas industry. Their aim is to increase overall
domestic innovative activity and to support the development of high technology production in
Kazakhstan. The NIF is working with innovative projects and provides investment, infrastructure and
consulting support. The Fund conducts market opportunity studies and market research of prospective
markets for high-tech and science-intensive products, participates in the creation of technological
parks, business- incubators and other elements of innovation infrastructure,

The Fund invests equity in promising companies in Kazakhstan (domestic, foreign or joint venturs,
produc ing goods and services in an innovative manner, or producing innovative products. Companies

that work with the Fund are free from land and property tax, and have a 50% income tax reduction.
The Innovation Fund works in two main areas:

1. Funding of other funds. The Fund has already set up 5 venture capital funds (3 domestic, 2
foreign). According to a fund memorandum, the Fund is able to invest up to $10 million in
“each venture and can hold 49% of shares. By the end of 2005, the Fund will have setup 3
additional foreign and 2 local venture capital funds,

2. Implementation of innovative projects. The Fund may provide up to $60 million for one
project. The Fund currently has 12 pipeline projects with a total cost of $35 million. The Fund
is investing in the Kazakhstan Technology Park, which is located near Almaty andwill be a
fiee economic zone. The Fund is running several programs such as the innovative

" nfrastructure program and a business incubator program, The Innovation Fund also has

severai programs with Massachusetts University, CRDF and ICSquare. The National
Innovation Fund has become a member of the European Venture Capital Association and
Singapore Venture Capital association, which primarily invest money in the following areas:

7 Power engineering and sustainable energy;
7 Information technology, communications and electronics;

7 Bio/ Agro Technology;
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?  Mechanical Engineering and machinery construction

The above associations finance applied research and the creation of new technologies, products and
services with commercial potential.

The future plans of the Innovation Fund are to:

+  Finish the Technology Park project in Almaty, which will be a free economic zone and
after completion will be run by an American company (for example CISCO);

+*  Open three new funds in the USA, Malaysia or South Korea and Kazakhstan later this
year;

T Set up several business incubators.

The fund also participates in the creation of infrastructure that is conducive to innovation (techno
parks, incubators, innovation centers and centers of excellence). Mr. Kukenov sees the business
opportunities in Kazakhstan as very promis ing due to limited competition and the openness of
Kazakhstan towards the latest technology innovations.
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4. Investment Fund of Kazakhstan

July 26, 2005

Investment Fund of Kazakhstan representatives:

Mrs. Aigul Bekzatova, Head of Information and Consulting S ervices Department
Mrs. Victoria Patrakova, Advisor to President

Surunary

The Investment Fund of Kazakhstan (Kazlnvest) was created in 1998 in the Ministry of Trade and
Industry by a Resolution of the Govemment of the Republic of Kazakhstan. Today it bas

representative offices in Germany, Italy, Spain, and in almost all regions of Kazakhstan.
KazInvest is divided into 5 departments:

An nvestment projects department;
A department to organize business meetings with ministers and the president;

A legal department that provides judicial support for foreign investors;

- " = 5

An alvertising and publishing department. Kazlnvest publications are “Investors guide”,
“Invest Kazakhstan”, “Investor’s Atlas” and “Doing business in Kazakhstan”";

t An hformation and consulting services department.

The primary function of KazInvest is to attract foreign direct investment and prepare information for
foreign investors.

When KazInvest provides investments for a company, the company needs to pay at least 2% from the
project from its own finds.

The major advantage of KazInvest is that it works in sectors other than the raw materials sector,
where there are few large companies, and therefore supports SMEs.

Problems:

% From 1993 investments in Kazakhstan have totaled 36 million USD, 70% of which went
to the raw materials sector. 2004 has seen investments in the raw materials sector double.
Consequently Kazakhstan is becoming more and more dependent on raw materials and
the production sector of economy is not developing, suffering from low investment.
Multnational companies are not interested in the Kazakhstan market.

Kazakhstan needs innovation in technology and infrastructure.

% Long bureaucratic processes in the receipt of licenses, certificates, which complicates the

work of SMEs.

“Recommended for additional reading
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5. Customs Clearance
Tuly 26, 2005

Association of Customs Broker representative;

Mr. Gennadiy Shestakov, Chairman

Stunmnary .
The Kazakhstan Custom Broker’s Association (KCBA) was established in 2000, Since 1998 the
Broker’s Association has been working as a division of the Forum of Kazakhstan Entrepreneurs. In
2001 the KCBA became a member of the Confederation of Kazakhstan Employers, joining forces
with the Government to resolve the issue of labor legislation. In the same year the Customs Control

- Agency became a member of the World Custom Organization. In 2002 a special customs code
working group was formed by the Government, which reformed the customs agency in 2003. Today
the KCBA has 28 members from 70% of the custom service market, while any private entrepreneur
can become a member of the KCBA. Before the new Custom Code was adopted there was only 1
custom broker in Kazakhstan. Once the new code had been adopted, the number of brokers increased
to 180.

Mr. Shestakov, the Chairman of the Customs Broker’s Association, a Member of the Expert Council
of the Ministry of Finance of the Republic of Kazakhstan, a member of the Consultative Council of
the Customs Control Agency of the Republic of Kazakhstan, has highlighted major problems and
obstacles explaining why an entrepreneur is unable to clear goods through customs without having to

“part with money”:
t The control of the delivery of goods does not operate efficiently. Goods imported by
individuals should be cleared via a simplified procedure, which happens very rarely,

T Consequently, 30% of goods cross the border illegally. The owners of trading places
know that goods tend to be contraband and extort traders.

+ Local government collects daily fees and “bribes” due to the existence of illegal goods.
The ennual turnever of grods between China and Kazakhstan is worth 4 billion dollars,
which does not include illegal turnover of about 2 or 3 billion dollars.

In order to start reforming these problem areas, the KCBA suggested a legalization initiative and
suggested:

t Combining the electronic databases of the tax and custom committees ;

+ Legalizing custom inflows;

* Excluding local government from collecting daily fees sotraders do not have to pay illicit
bribes.

¥ Traders pay 1.5 times more in bribes than in official tax and duties. In Kazakhstan there
. are currently approximately 350 000 traders. If the current custom system changes,
between 150,000 and 200,000 additional traders will be able to start business, producing
goods and services. -



S

6. United States Agency for International Development

July 27, 2005
United States Agency for International Development representatives:

Mr. Timur Omoev, Project Management Specialist, Office of Entei‘prise and Finance -
Mrs. Svetlana Golovatskaya, Project Management Specialist, Office of Enterprise and Finance

Sunonary

The United States Agency for Intemational Development (USAID) conducts two main projects to
promote SMEs and improvethe economic environment in Kazakhstan: '

1) Enterprise development project (EDP) operates at the small enterprises level in several
areas

t  Production quality improvement;

¥ Repional trade promotion, ecommerce;,

¥ Association development;

* Accounting assistance: training and professional certification of SME accountants;

+ Quality management, [SO certification, the creation of a Quality Management Center.

There are 12 development centers in Central Asian region: 5 in Kazakhstan, 2 in Uzbekistan,
Tajikistan and Kyrgyzstan and 1 in Turkmenistan. The EDP produces quarterly reports, whlch are

submitted to USAID.

2) The Trade Facilitation and Investment Project (TFI) concentrates on improving the
economic environment in the country as a whole. The TFI operates at the national level
through associations without direct investment from the USA. The project has 25 partners in
Kazakhstan. In Kyrgyzstan the TFI works more closely with the national government. In
Tajikistan the TFI provides customs consulting and dialog with local customs authorities, and
has 27 partners. In Uzbekistan the project has not been fully implemented as the National
Govemnment assets its influence on all decisions made in the country, which makes the TF1's

work more complicated. The TFI submits quarterly reports to USAID.

USAID works directly with the national government (Ministry of Industry and Trade, Ministry of
Education and Ministry of Economy)

69



R S e R

Major problems of Kazakhstan business:
t  Lack of production quality;
t  Lack of transparency;

t SMEs are the weakest part of the economy.

The Kazakhstan economy should be oriented toward:

t  Quality improvement;

¥ The education of business professionals;

T Strategic planning;

+  The removal of SMEs from the shadow economy
Other USAID acfivities: -

+ USAID actively operates with the SME department, specially set up in the Ministry of
Economy and Finance. USAID highly appreciates the enthusiasm of this agency; however
it has very limited technical ability to implement appropriate policies.

t USAID also cooperates with the Ministry of Industry and Trade, Ministry of Finance and
Ministry of Education in cost-sharing partnerships with the aim of providing trainin g to
local SME professionals.

+ USAID cooperates with the EBRD to provide a credit line for SME microfinance
initiatives.

+ USAID is developing a junior achievement program 'through its regional offices in
business and economic education and is involved in publishing business education books

all over the world. An initiative exists at university level to develop the relevant studies
and applied research. ‘

Key issues noted by USAID in SME development:

t The Hhigh rotation of the heads of governmental agencies in char ge of SME development;

#  SMEs need to start thinking strategically; obtaining cheaper loans will not substitute the
need to become more market oriented,

Additional contacis:
‘4 Mr. Ron Ashkin, EDP 504760 (-64) absent
+ M. Kelly Seibolt, TF1
¥ Mr. Brian Coogley, Small Enterprises Fund
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7. Almaty Technology Park
July 27, 2005

Almaty Technology Park representative:
Mr. Yerik Dukenbaev, President

Sumunary

The active development of SMEs in Kazakhstan started in 1997 when Almaty had approximately
8,000 SMES. Today their number, by some statistics, exceeds 30,000.

SMEs are established rather unequally throughout Kazakhstan, with the two largest centers for SME
development being Astana and Almaty. Small and medium enterprises in Kazakhstan tend to
specialize in providing ser vices such as hotel accommodation, trade promotion, consulting, and small
production projects e.g. furniture, souvenirs, various consumer products and musical instruments. The
SME market is growing steadily in Kazakhstan, It is estimated that 40% of Almaty budget receipts are
generated by SME tax contributions, while this number will be increased to 60-65% before the end of
2005.

Generally each reéion in Kazakhstan specializes in a different type of business:

Almaty. The local administration stimulates the development of all enterprises in 4 directions:
T Tourism;
¥  Services;
+ Financial services to entrepreneurs;

% Innovation technologies.

South-Kazakhstan. 40% of the country’s agriculture industry is concentrated in this.region forthe
following reasons:

+ Predominant rural population;
t Natural predisposition of the area to agricultural development;

¥ Historical reasons.

The tasic agricultural activity here is directed toward the production of rice and cotton.

West-Kazakhstan. The major specialization here is oil exploration. Most enterprises in this region
provide services and goods to major oil companies.

Northern and Central Kazakhstan are the large grain and industrial centers. Kazakhstan’s largest
coal mining field, “Bogatyr”, is also located here,
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All of Kazakhstan’s Technology Parks can be basically broken down into 3 main types:

1)

2)

3)

Parks created by the Government. They represent special economic zones, which provide

tax and customs concessions for their clients (for example, the IT park “Alatau™),

Parks created by the Government, with the participation of local authorities. These parks
largely focus onone area (economic cluster).

Parks created by the local authorities. The Almaty Technology Park (ATP) represents the
third type of a technopark It was created in 2003 as a joint stock company. The mission of
the ATP is to exchange technology and provide related services. No research and
development activities are conducted in the ATP due to the lack of financing and need for
new technology developed in Kazakhstan. The ATP specializes in 9 fields: oil and gas,
ecology, energy, telecommunicatiors, construction, utilities, transportation, ferrous-and non-
ferrous metallurgy and the mining industry.

The ATP operates under a strategic plan valid until 2010, which consists of 5 stages:
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Legal registration {completed in 2003);

Infrastructure development (cbmp leted in 2004);

Financial stability (to be completed in 2005);

Creation of an International Technology Transfer Centre (2006);

.Sustainable development of the Technology Park (2005 - 2010).

The ATP is currently working with 73 companies, 10% of which are foreign companies. Park
management consists of 15 people. Altogether 33 persons run and maintain the territory.

The thing that differentiates the ATP from business incubators is the size of potential clients is not an
issue for the ATP. The partnership-is based of technology innovation; while the terms of this type of
partnership are also flexible. |

The ATP plans to organize a new technology exhibition in December 2004. For this reason the ATP is
conducting a survey to find out which type of technology Kazakhstan companies are primarily
interested in. Once the results of this survey are known, ATP representative offices in Ognensk, San-
Francisco and Shanghai will search for foreign companies to provide the reguired technology and
invite them to participate in the Technopark
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8. Municipal Business Incubator

July, 27, 2005

Municipal Business Incubator representatives:

I\;Ir. Kanat Kerimkulov, Director

Mrs. Sholpan Bizhanova, Akimat (Almaty City Council)

Mors. Yulia Shukhrina, Entrepl;éneurship Support Center Director ‘
Mrs. Madina, Financial Service Center Manager 7

Sumumary

An Edict of the President of the Republic of Kazakhstan has stated that support of small businesses
has become a prioritj/'sector of the government’s economie policy. Legislation and regulations
regarding entrepreneurial support are currently still being developed. Many government programs for
the support and development of small scale entrepreneur ial activitiés that include nationaland locai
Initiatives have already been approved and implemented.

In 1999, in light of favorable economic conditions, a group of individuals representing prominent
entreprenenrs, in conjunction with the Department of Small Businesses of the Almaty city, created a
state institution named “Almaty city business incubator”. The Almaty city business incubator is an
industrial complex providing: entrepreneurs with comprehensive support and favorable conditions to
start up businesses and sustain development. Establishment of the Almaty city business incubator had
been preceded with extensive research made on the experience of economically advanced countries
and Eastem Europe regarding the organization and activities of specific institutes engaged in SME
support (business incubators, techno parks, innovation centers and other agencies within the small
entrepreneurship development infrastructure). Production facilities cover 8,500 square meters.

Several industrial zone models established in Turkey and business incubators operating in Poland
were taken into consideration for the Almaty city incubator. Entrepreneurs willing to carry out
industrial activities are able to lease industrial premises over a long period and under concessionary
terms, receive assistance in the installation of engineering communications and connection to bus
networks, as well as the informal protection of their rights with city authorities and various
inspectorates. A business incubator is supposed to assist entrepreneurs in obtaining the information
required to manage a successful business. It has been proposed that the Almaty city business
incubator will assist all individuals, particularly those unemployed willing to start their own business,
by establishing a “favorable environment”. Other than low rent, maintenance and other fees, the
incubator provides training courses for start-up businesses and the unemployed. Accounting courses
and computer courses are also being envisaged. :

Today the SMEs starting up inan incubator industrial zone are quite varied and cover the production
of ready-made garments, furnishings and souvenirs, window blinds, plastic devices, construction
materials, photo accessories, the provision of services, metal processing, the production of joiner
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devices and fumniture, the packaging of ﬁee—ﬂowing products, pharmacy production, even a Center for
revival of traditional home-crafls and a printing house. The proviion of accounting, legal, office and
other types of services is also being anticipated.

The intemal infrastructure of the Almaty city business incubator is well developed. All engineering
communications have been restored and repaired (¢lectric power, sewerage, telephone etc.), and
sccurity systems, first aid posts, canteens, a pharmacy and smail grocery store have been installed.
Certain activities are underway to improve the territory and create a favorable micro environment for
entrepreneurs. The Governor of Almaty has allotted 18 million tenge from the local budget for these
activities. In addition “Soros-Kazakhstan” Foundation has supported a joint project of the Almaty city

' business incubator. The Association of the “League of Entrepreneurs of Kazakhstan® allotted funds to
repair the heating system and roofing of three business-incubator entities, as well as repairs of the
trade-exhibition pavilion and some other facilities.

The experience of establishing the Almaty city business-incubator is currently being seen in all
regions of Kazakhstan. A lot of work is currently being performed on the distribution of
methodological materials, advertising seminars have been organized while the idea of business-

" incubators is being promoted in Kazakhstan. Close. contact has been achieved with those operating
and business- incubators currently being established, as well as other entrepreneurial activity
infrastructure facilities. Eight of the fifteen business-incubators operating in Kazakhstan in September
2004 took part in a conference of the Kazakhstan association of business-incubators and
innovation centers (KABIC), that is currently trying to unify almost all business-incubators, techno
parks, entrepreneurial activity and innovation support centers operating in Kazakhstan. The mission of
the KABIC is to assist in the development of small and medium size business in Kazakhstan, via
suppoart of the establishment and development of subjects of the small business infrastructure.

Today the Almaty Business Incubator provides several types of services:

t Entrepreneurial Support center. Offers several basic office solutions: helps to
implement contermnporary technology and services, and also provides administrative
support (fax, secretary services, etc.).

t Centralized Accounting Department. Each Accountant can serve 8-10 businesses,
resolve issues with the tax and statistic commitees, etc. CAD can providetax,
environmental and statistical reporting. CAD outsourcing fees are significantly lower than
the cost of hiring alternative internal accountants. Right now the incubator is collecting
information from businesses starting up a1 what additional services they want to receive.

t Ceniralized Financial Groupoperates as “the buffer” between banks, funds and
entrepreneurs. The banking system of the Republic of Kazakhstan is considered by some
to be the best among CIS countries, but it is still facing several serious problems such as
high interest rates, expensive service fees and limitations on collateral that banks accept
for praviding loans, This group provides information on banks, which bank provided
lower interest rates and defends the rights of entrepreneurs before third parties. -

t  Centralized Legal Group helps with contracts, legal due diligence and provides
transaction support. The CLG registers and liquidates companies, protects the rights of
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entrepreneurs in litigation cases. These services of the Almaty Business Incubator
(AMBI) are not free, but are far cheaper than non- incubator service providers.

AMBI revenue comes from member ship fees, maintenance (networks, security, etc.) and utility fees
(electricity, heating, telephone, etc.). Its expenses include municipal payments and administrative
costs, rental costs, which are paid to the government, the owner of the territory. The rental cost
however is comparatively low, about $3 per square meter per year. Rental costs for all municipal
property in general areset by the mayor. The AMBI building was empty for about 3 years, and the
AMBI repaired everything in it to be able to move in and start operations.

Achievementsof the Municipal Business Incubator:

Companies registered in the Incubator 25

Number of workplaces created 400

Investment ameunt (1999-2005) 470 min. Tenge
Loan given by city mayor : 18 min, Tenge
Soros Funq grant for heating systemrepairs and 1-9 min. Tenge

Roofing of three entities of the business-incubator

Financing for staff maintenance 2.5min. Tenge
" Private investments 430.5 min. Tenge
Tax payments (1999-2005) - 147,274 tenge

As can be seen from the table, the AMBI is a comparatively profitable organization, yet it is not
allowed to record a profit per se. The incubator is a state facility, which is dependent upon the city
budget. The incubator is self-sufficient in terms of its turnover, however is not allowed to operate so
that its operations are self-financed and self-sufficient. The incubator has little management reporting
currently in place, as it is not required to make a profit. If JICA is interested in creating
methodological support, such a system could be easily introduced.

Asoftoday even management regards this particular incubator pilot as a social and a political project,
as it is not yet operating as a business enterprise itself. Its key objectives in the near firture are to

become fully self-financed, increase the number of companies and develop strategic guidelines for its
further development.
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