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In the second half of 2001, the Government plans to submit to Parliament a new
Investment Law that would replace the 1994 Law on Foreign Investment and
1997 Law on State Support for Direct Investment. The main goal of the new
Investment Law is to establish a single investment regime regulating the activities
of both domestic and foreign investors. The foreign business community in
Kazakhstan is concerned that the new Investment Law would eliminate many
benefits that foreign investors enjoyed under the 1994 Foreign Investment Law,
including guarantees against changes in Kazakhstan's legislation and some
customs duties exemptions. The new law would also limit recourse to
international arbitration of investment disputes.

In January 2001, the GOK passed transfer pricing legislation, which gave tax and
customs officials more authority to regulate export-import transactions. This law
was enacted to stop capital flight from foreign owned companies in Kazakhstan
to affiliated offshore companies. Foreign investors are concerned by the
legislation's methods of determining the market price. The GOK is still in the
process of drafting implementation regulations for this law.

In recent years, the GOK has enacted four major pieces of legislation affecting
foreign investment. These are: 1) The Law on Foreign Investment, 1994
(amended in July 1997); 2) The Law on State Support for Direct Investment,
1997, 3) The Law on Government Procurement, 1997; and 4) The Tax Code of
2001. (Note: a new Investment Law may replace the Law on Foreign Investment
and the Law on State Support for Direct Investment in 2001. See above.) These
four laws provide for non-expropriation, currency convertibility, guarantee of
stability in the legal regime, transparent government procurement, and incentives
in certain priority sectors, including electrical infrastructure, telecommunications,
light manufacturing, health and tourism.

However, poor implementation of these laws and reforms remains the key
obstacle to business in Kazakhstan. Transparency in the area of government
tenders remains an important concern.

Kazakhstan's generally liberal investment regime means that no sectors of the
economy are closed to investors, although there are some sectoral limitations,
such as a cap on the percentage of foreign capital in the banking system and
other restrictions on media and telecommunications ownership. The GOK
remains a player in attracting foreign investment. Foreign investment proposals
are screened by government officials, sometimes at the highest level. Major
projects, such as the Production Sharing Agreement (PSA) for the Kashagan
offshore Caspian field and the Karachaganak PSA, bear the President's personal
imprimatur. The screening process itself is not a significant impediment to
investment in terms of limiting competition or protecting domestic interests.

However, the process is often non-transparent and can slow investment
decisions.

Tax experts consider Kazakhstan's tax laws to be among the most
comprehensive in the NIS. In general, taxes are applied universally within the
2001 Tax Code, as well as the previous tax code, allowing only a limited set of
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exemptions. The Code applies an international model of taxation, based on the
principles of equity, economic neutrality and simplicity. The new Tax Code is
widely seen as a further step forward in establishing a transparent and effective
tax system. The GOK also reduced its VAT rates from 20% to 16% and its social
taxes (payroli taxes) from 21% to 11% in 2001

In December 1996, the Treaty on the Avoidance of Double Taxation between the
United States and Kazakhstan came into force. Since independence, Kazakhstan
ratified treaties on the avoidance of double taxation with over 30 countries.

The administration of the Tax Code and the Tax Treaty has not been as efficient,
transparent, or consistent as it should be. The GOK recognizes this, and began a
program of reform. Nevertheless, U.S. and foreign firms often complain of
harassment by the tax police via unannounced inspections and other methods. In
1998, the Government limited the number of visits that can be made by
government bodies in the course of a year to small businesses, but tax
inspections were excluded from this limitation.

The 2001 Tax Code simplified and clarified the previous tax code. The new Tax
Code limits the powers of tax authorities and defines the rights of taxpayers more
clearly. The challenge for the Government will be implementing the tax code
regulations and transfer pricing legislation.

Since 1995, the Government has wholly privatized many large-scale companies
and sold majority shares in other companies to foreign investors. Privatization
moved ahead quickly in 1996 and into the summer of 1997 in all sectors of the
economy, including oil and gas, power generation, coal, and telecommunications.
In early 1998, however, citing low oil prices, President Nazarbayev announced
the Government would suspend future privatizations in the oil and gas sector. A
much-discussed program to privatize shares of the remaining large state
enterprises, "Blue Chip Privatization," has remained stalled.

Both the 1994 Foreign Investment Law and the latest draft 2001 Investment Law
provide for, inter alia, guarantees for national treatment and non-discrimination
among foreign investors. Generally, Kazakhstan allows investment in any sector
with some limitations in certain sectors, such as the 1998 National Security Law
that limits foreign ownership of individual media companies to 20%. Kazakhstani
law does not subject foreign investment to any prior authorization requirements.

Despite the general guarantee, at present, there exists a possibility of denial of
national treatment in the petroleum and subsurface utilization (minerals) sectors.
Amendments to the laws regulating these activities, published September 1,
1999, require investors to contract with Kazakhstani service providers, and to
purchase Kazakhstani equipment, goods and raw materials so long as these
meet the requirements for participating in government tenders. The law requires
that an unnamed government body review all service contracts to ensure
compliance with these requirements. However, implementing regulations to the
law have not yet been issued, and it remains unclear how these requirements will
be implemented. The requirements may be challenged prior to Kazakhstan's
hoped-for WTO accession negotiations since they appear to breach GATT and
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the financial system is only beginning to mediate financial resource flows and
direct them to the most promising parts of the factor and product markets.
Nevertheless, official policy is clearly supportive of credit allocation on market
terms and the further development of legal, regulatory and accounting systems
that are consistent with international norms.

Most domestic borrowers receive credit from Kazakhstani banks. However,
foreign investors find the margins taken by local banks and the security required
for credit to be very onerous. It is usually cheaper and simpler for them to use
retained earnings or borrow from their home country. Kazakhstan's stock
exchange is tiny and, as such, not yet a realistic source of funds (see below).
Kazakhstani banks have, since 1998, placed Eurobonds on international markets
and obtained syndicated loans, the proceeds of which have been used to support
domestic lending. Leading Kazakhstani banks have been able to obtain
reasonably good ratings from international credit assessment agencies. All
Kazakhstani banks have been required to meet Basle risk-weighted capital
standards. The National Bank supervises the banking system and has overseen
a steady consolidation and strengthening of the system.

With the implementation of deposit insurance in November 1999, private deposits

in the banking system grew from less than $300 million in November 1999 to
roughly $720 million in March 2001.

A market for debt securities has been rapidly developing in Kazakhstan. In a
period of 21 months ending June 30, 2001, the volume of corporate debt
securities in Kazakhstan has grown from zero to more than $210 million. Several
dozen bank and non-bank corporations — large and small — have issued bills,
notes and bonds with maturities ranging from three months to seven years.
Earlier issues have matured and been redeemed and, so far, there have been no
defaults. Kazakhstan's pension system reform has boosted the bond market by

creating a pool of capital, now about $1 billion, managed by private pension
funds.

In April 2000, the GOK placed its fourth Eurobond, a seven-year $350 million
issue. Previous sovereign Eurobonds were placed in December 1996 for $200
million, in September 1997 for $350 million and in September 1999 for $200
million. In December 1999, the Government paid off the principal on its first, $200

million Eurobond, issued in 1996. The Government plans to place the next
Eurobond issue in 2002.

The Kazakhstan Stock Exchange (KASE) has been in operation since September
1997. As of July 2001, there were 12 "A-listed" companies, six "B-listed" and 30
Over the Counter (OTC) stocks. Inadequate financial records prevent many other
companies from being put on the exchange. Moreover, company managers fear
diluting control of their enterprises by selling more shares. In the second half of
1998, the Government decided to postpone the sale through the exchange of
shares in four or five "blue chip" companies until investors' interest in the

emerging markets recovers. The sales, which were planned for 1999-2000, have
not taken place as of July 2001.
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Non-Ferrous 1830.2 77.4 51.2 " 1958.8
Metals L

| Ferrous Metals | 335.6 12.5 17.8 | 365.9

| Electric Power || 254.4 86.2 23.4 | 364

| Food Processing || 237.2 429 | 47.7 | 327.8 |
Communications 209.5 46 | 5.5 219.6 |
Others 889.1 185.2 | 130.2 1204.5
Total | 6696.0 1233.3 1799.3 9728.6

FDI Stock (2000) as a Percentage of GDP (2000) = 68.3%

FDI Flows as a Percentage of GDP:
| 1997 1998 | 1999 2000 |
9.4% 5.7% 11.4% 15% |

Largest Investments as of June 2001:

1. TengizChevrQil (TCO) and Caspian Pipeline Consortium (CPC). TCO, a joint
venture founded between Kazakhstanmunaigaz and Chevron, was formed as
part of a 40-year, $20 billion agreement signed in 1993. Mobil obtained a 25-%
share in the joint venture in 1996. In March 1997, Chevron sold a 5-% share of
TCO to the Russian company, LUKoil. By 2001, the joint venture partners had
invested more than $2.1 billion in TCO, which is producing 290,000 barrels of oil
a day. These companies are also major shareholders, along with the
Government of Russia, in the Caspian Pipeline Consortium project, a pipeline
from the Caspian across southern Russia to the Black Sea. The $2.5 billion
pipeline began transporting Tengiz crude to world markets in summer 2001.

2. Philip Morris signed an agreement with the Almaty Tobacco Company in 1993,
under which Philip Morris pledged to invest $350 million through 1998. The
project is considered to be one of the largest privatization efforts in the former
Soviet Union. Philip Morris has been producing cigarettes in Kazakhstan for
domestic consumption since 1994. In spring 2000, Philip Morris completed its
$200 million greenfield cigarette manufacturing plant in Aimaty Oblast. The plant
is slated to produce over 25 billion cigarettes annually.

3. In 1993, the Offshore Kazakhstan International Operating Company (OKIOC),
consisting of nine international petroleum companies (BP-Amoco, Statoil, British
Gas, Royal Dutch Shell, Mobil, Agip, Inpex, Philips and Total), began seismic
work to explore oil and gas reserves in the northern section of the Caspian Sea.
A production sharing agreement (PSA) was signed in November 1997 for the
offshore Kashagan structure. In July 2000, OKIOC formally announced that it had
discovered oil at its first exploratory well. Further testing and drilling will be
necessary to establish the volume of reserves, but if early estimates are proven,
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RUSSIA

TRADE SUMMARY

In 1999, the United States trade deficit with
Russia was nearly $4 billion, an increase of $1.8
billion from the 1998 deficit of just over $2.1
billion. U.S. merchandise exports to Russia
were $1.8 billion in 1999, a decrease of $1.7
billion (48.5 percent) from the level of U.S.
exports in 1998. Russia was the United States’
41 largest export market in 1999. U.S. imports
from Russia accounted for approximately $5.8
billion in 1999, a decrease of $71 million (1.2
percent) from 1998. The stock of U.S. foreign
direct investment in 1998 was $1.1 billion, a
46.6 percent decline from 1997.

The U.S.-Russia Trade Agreement governs all
trade relations between the United States and
Russia. The USSR signed the agreement in June
1990, and it was approved by the U.S. Congress
in November 1991. The agreement, however,
never reached ratification during the existence of
the USSR, and the United States offered the
agreement (with minor technical changes) to
each of the emerging states of the former Soviet
Union. Russia’s parliament approved the
agreement, making it possible for the United
States to extend Most-Favored-Nation (now
Normal Trade Relations or NTR) status to
Russia on June 17, 1992. Russia is in the
process of negotiating terms of accession to the
World Trade Organization (WTO). By the end
of 1999, the government of Russia had met nine
times with WTO members in working party
meetings. Russia tabled its initial goods and
services market access offer in February 1998
and October 1999, respectively, and will discuss
its plans to bring its laws into line with WTO
provisions at the tenth Working Party session,
expected to meet in the first half of 2000.

IMPORT POLICIES

Frequent and unpredictable changes in Russian
customs regulations have created problems for
foreign and domestic trade and investment, and

a burdensome import licensing regime for
alcohol has depressed imports in that sector.
However, at the end of 1999, the most
significant factor affecting U.S. exports was the
difficult economic situation in Russia
subsequent to the August 1998 financial crisis.
The devaluation of the ruble puts imports at a
price disadvantage, and reduced consumption
overall has also depressed imports. Other
significant negative developments in the foreign
trading environment include the reduced
availability of trade and non-trade finance and
disruptions to the distribution chain.

Since 1995, Russian tariffs have generally
ranged from five to thirty percent, with a
trade-weighted average in the range of 13 to 15
percent. In addition, excise and value-added
taxes (VAT) are applied to selected imports.
The VAT, which is applied to the price of the
import plus its tariff, is currently 20 percent.
Some food products have a VAT rate of 10
percent. Throughout 1999, some tariff revision
occurred. In some cases tariffs dropped on
inputs needed by Russian producers in the
electronics and furniture business. On the other
hand, there have been sharp hikes in tariffs on
sugar and pharmaceuticals, including high
seasonal tariffs on raw and processed sugar. In
particular, compound duties with minimum tariff
levels on poultry enacted in 1998 had the effect
of increasing ad valorem duties after the fall in
poultry prices in 1998-99. The Ministry of
Trade, supported by the State Customs
Committee, has proposed the reduction of some
of Russia’s higher tariffs, noting that very high
tariffs only lead to evasion. The government,
however, has been reluctant to approve
wholesale reductions in tariffs given acute
revenue concerns, as customs duties account for
a significant percentage of total federal revenues
(about 20 percent).

Other Russian tariffs that have stood out as
particular hindrances to U.S. exports to Russia
include those on autos, where combined tariffs
and engine displacement-weighted excise duties
can raise import prices of larger U.S.-made
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The review process for granting licenses to
telecommunications providers in Russia through
the Ministry of Telecommunications lacks
transparency. U.S. telecommunications
companies have criticized the five-year term of
the licenses, which they argue do not allow them
sufficient time to recoup their investment.

Central Bank regulation 721-U effective
December 31, 1999 requires that payments of
greater than $10,000 for imported services must
receive advance permission from the federal
service for currency and export control. While it
is intended as an anti-capital flight measure, and
while it has been in effect for too brief a period
to gauge its real impact, implementation of the
rule could disadvantage foreign service

exporters to Russia.

INVESTMENT BARRIERS

A Bilateral Investment Treaty (BIT) was signed
between the United States and Russia in June
1992. The treaty was approved by the U.S.
Senate in October of the same year, but it cannot
enter into force until approved by the Russian
Duma. The Duma did not actively consider
ratification of the BIT in 1999.

Despite the passage of a new law regulating
foreign investment in June 1999, Russian
foreign investment regulations and notification
requirements can be confusing and
contradictory. The law on foreign investments
provides that a single agency (still undesignated)
will register foreign investments and that all
branches of foreign firms must be registered.
The law does codify the principles of national
treatment for foreign investors, including the
right to purchase securities, transfer property
rights, protect rights in Russian courts, repatriate
funds abroad after payment of duties, and
receive compensation for nationalizations or
illegal acts of Russian government bodies.
However, the law goes on to state that federal
law may provide for a number of exceptions,
including, where necessary, for “the protection

RUSSIA

of the constitution, public morals and health, and
the rights and lawful interest of other persons
and the defense of the state.” The potentially
large number of exceptions thus gives
considerable discretion to the Russian
government. The law also provides a
“grandfather clause” that existing “priority”
foreign investment projects with foreign
participation over 25 percent be protected from
unforeseeable changes in the tax regime or new
limitations on foreign investment. The
definition of “priority” projects is not fully clear,
although it appears that projects with a foreign
charter capital of over $4.1 million and with a
total investment of over $41 million will qualify.
In addition, although the situation has improved
over the past few years, foreigners encounter
significant restrictions on ownership of real
estate in some cities and regions in Russia.

Current Russian legislation restricts foreign
investment in the aerospace industry to 25
percent of an enterprise. Foreign investments in
the natural gas monopoly Gazprom are limited
to 20 percent and in the electrical power giant
Unified Energy Systems to 25 percent.
However, these limits have not been strictly
enforced and current foreign holdings in these
two entities is believed to exceed these limits by
a small amount. The Duma is also considering
draft legislation which would prohibit and/or
allow restriction of foreign investment in a wide
range of sectors in the economy.

The Russian tax system is a key concern of
foreign investors. Although part I of a major tax
code reform was passed in July 1998, legislative
consideration of the second half of the reform
(defining specific rates) was largely stalled in
1999. The Duma did pass changes to the
personal income tax which reduced the number
of tax brackets from six to three and reduced the
maximum tax rate from 45 percent to 30 percent.
These changes take effect January 1, 2000. The
Duma also expanded the list of goods taxed at
the lower 10 percent VAT rate. VAT law
amendments signed by Acting President Putin in
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