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Abstract. Nowadays, the quality of corporate governance is one of the most significant factors in making
investment decisions. Modern investors prefer companies where corporate governance is performing effectively.
That is why in Kazakhstan many companies are implementing the international standards of corporate governance.
These standards based on the principles given in the Cadbury Report of 1991, the OECD principles of corporate
governance (1999), the Sarbanes and Oxley Acts of 2002, and other. In 2015 “Samruk-Kazyna” JSC, the national
strategic holding and active investor, approved the new Corporate Governance Code. The primary goal of this article
is to analyze the main financial and economic indicators of large Kazakhstani listed firms and to make the forecast as
they will change in connection with entering of new regulations of corporate governance. There were calculated and
analyzed the numerous indicators of companies’ performance, such as return on assets (ROA), return on equity
(ROE), and return on sales (ROS) of ten Kazakhstani business giants, portfolio companies of the national holding
“Samruk-Kazyna” JSC, during the period of 2012-2016.

Key words: corporate governance, company, ROA, ROE, ROS, economic and financial performance, Kazakh-
stan.

Introduction. Corporations are one of the most significant factors of economy development of any
country. Such organizational and legal forms provide a unique means of business, permitting practically
unrestricted access to financial resources for their own development. The successful development of such
companies has demonstrated the development of proprietary and managerial tools and mechanisms, the
sharing of interest between sharcholders and other interested parties. All of these questions relate to areas
of corporate governance, actuality of which is significant among professionals [1-3], as well as in mass
media.

The international experience of corporate practice on the example of numerous corporate crises
shows the following. A company with weak corporate governance poses a serious threat to the interests of
investors, society and the state. The brightest example is the American company “Enron”. The collapse of
this giant of the American industry occurred in a matter of days. It happened only due to a lot of mistakes,
abuses and fraud in the activities of the company's managers and directors, which became possible due to
the poor quality of corporate governance. Losses of unsuspecting shareholders amounted to 60 billion US
dollars, 5.6 thousand employees were left without work, the directors of the company were sentenced to
long prison sentences and compensation of million losses. This was very much reflected in the company's
counterparties. And this is just one of the high-profile episodes of the consequences of poor corporate
governance in the history of corporate scandals in the international arena [4].

The practice of joint stock companies in Kazakhstan and other countries of the former USSR relating
to emerging markets shows that the development of the corporate sector and the stock market, involving
both domestic and foreign investments, requires corporate governance system, the level of which corres-
ponds to world standards. This is due to the fact that the degree of the company's compliance with the
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basic principles of good corporate governance is becoming an increasingly important factor in making
investment decisions [5, 6]. In June 2000, McKinsey consultancy conducted a survey of 200 major
international investors to find out how the quality of corporate governance in companics influences
investment decisions. During the survey more than 80% of investors stated that they are willing to pay
more for the shares of companies in which corporate governance is performed effectively than for shares
of companies that have obvious problems in that area, even if the two companies have similar indicators of
profit and sales volumes. The same study showed that in emerging economies, to which Kazakhstan be-
longs, more than half of investors put first and foremost the quality of corporate governance in comparison
with financial results [7].

In this regard, in recent years, interest in international standards of corporate governance has in-
creased in Kazakhstan, both from companies and investors, and from government agencies designed to
ensure investors' rights.

Methods. This study focuses on the influence of companies” performance by the implementation of
corporate governance norms. The main methods used in this work was analysis of secondary data, such as
statistics, literature review and case study approaches and synthases of new ideas and models. During the
model development process, the authors searched several databases for relevant Corporate governance
norms frameworks and their related concepts by using a broad search strategy. To identify the key
Corporate governance norms and principles frameworks and consolidate them into one model, the authors
used consensus-based decision-making and a narrative thematic synthesis guided by several qualitative
criteria. Our first task was to identify the scope of the Corporate governance norms and related literature
within and outside of business and economic databases; thus, our aim was to get a large sample of the
concepts by using a broad search strategy. We searched several databases using each database's unique
thesaurus and field codes. We also identified key texts from both academia and consultative business
practitioners by cross referencing these texts from resources identified in the search. We reviewed all
frameworks and their concepts independently and later, during a retreat, built consensus around our final
choices. During the retreat, each author described her/his reasoning for choosing specific frameworks and
concepts using the criteria. Another author would subject these arguments to critical discourse and offer
opportunities for rebuttal. The discourse continued until both authors could agree on which frameworks
and constituent concepts to include in the review [8].

Theoretical analysis of works in the field of assessing the effectiveness of corporate governance
allows us to conclude that there are two principal approaches to this assessment: quantitative and quali-
tative. Quantitative methods for evaluating the effectiveness of corporate governance are based on an
analysis of the economic activities of the corporation. The unity of methods of this approach is the under-
standing that effective financial and economic activities of the corporation entail a stable financial state,
which confirms the effectiveness of corporate governance. This approach absorbed both methods for
assessing the financial condition, as well as methods for assessing market value. Quantitative methods for
assessing the effectiveness of corporate governance, based on the analysis of the financial condition of
the corporation, are currently most used, that is why it was chosen as a main scientific method of this
research [9].

Results. Despite the fact that the term "corporate governance" has recently been widely used in
practice, which is largely due to the increase in the scope of management tasks in large companies, and a
significant number of publications have been devoted to it, the very concept of corporate governance does
not have an unambiguous definition.

For example, The World Bank defines corporate governance as "a set of laws, rules, regulations and
codes of conduct adopted voluntarily allowing a company to attract human and material resources
necessary for its activity and it also offers the opportunity to conduct an efficient activity, generating long-
term value to sharcholders, interest groups and society as a whole"[10]. A well-known definition is that
given by A. Shleifer and R. Vishny: corporate governance "refers to how lenders of a company ensures that
they will receive the benefits due on the investment made" [11]. Another prestigious institution, the
International Federation of Accountants (IFAC) defines the concept as follows: "corporate governance is a
set of practices of the Board and executive management exercised to ensure strategic directions for action,
achieve goals, risk management and responsible use of financial resources" [12]. The Organization for
Economic Cooperation and Development (OECD), identifics corporate governance as the system by
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which companies are directed and controlled [13]. This refers to how rights and responsibilities are
divided between Board of Directors, executive managers, sharcholders and other stakeholders, specifyving
also how decisions regarding the activity of the company are made.

From our perspective, the term "corporate governance" is used in various treatments:

— in narrow sense: the principles of interaction of owners of corporation (sharecholders) with corporate
management and hired operating managers. In this context the main attention is paid to realization of
ownership rights in corporate control and to the rights of control;

— broader interpretation assumes system of relationship of managers with all financial investors;

— in the broadest sense: system of interaction of all stakeholders having the interests in corporation
and influencing their activities.

1. Corporate Governance Norms and Principles. After decades of unhurried growth in the Western
economy, corporate governance became the subject of close scrutiny in the early 1990s, after the UK was
shaken by a series of major corporate bankruptcies (in which investors lost billions of pounds. In fact, it is
after these scandals that corporate governance becomes a separate, key management resource for
investors.

To investigate these incidents, an ad hoc committee was established in May 1991, headed by Sir
Adrian Cadbury, whose purpose was to investigate the shortcomings of British corporate governance and
develop measures to restore investor confidence.

The recommendations of the report issued by the committee in December 1992 subsequently formed
the basis for a wide range of corporate governance codes in the United Kingdom, the United States and
other countries. In fact, these recommendations offered new approaches in delineating the spheres of
activity and responsibility between sharcholders and management, the distribution of executive and
supervisory functions. There were stipulated rules and procedures that would provide investors with
access to full and reliable information about the company's activities [14].

In 1999 the OECD formulated and published its own principles, which is the only set of principles
generally accepted in the world, having been adopted by the World Bank in its work recognized and
approved by the Financial Stability Forum as one of the 12 key standards for international financial
stability.

These principles are:

— protection of the legal rights and interests of shareholders;

— equal treatment of all shareholders;

— mutual trust and respect for all stakeholders;

— transparency of corporate decision making;

— transparency and provision of information to all the interested parties on the development strategy
and current activities;

— personal liability of the members of the Board of Directors and Executive Bodies and their
accountability to the Joint Stock Company and the shareholders;

— adherence to generally accepted standards of business ethics;

— continuous improvement of the corporate management system based on international and domestic
best practices.

Table 1 — Periods and discourses of corporate governance

Period of events

1973-76

1991-92

2001-03

2007-10

Field- Rise of mutual funds; Corporate failures, Corporate failures, Global financial crisis:
configuring stagflation; corporate esp. UK: Maxwell, | worldwide: e.g. World Lehman, Merrill Lynch,
events underperformance esp. US BCCI, Colorall, Com, Tyco; Parmalat; AIG; RBS, HBOS,
Polly Peck HIH; dot-com bubble Northem Rock; Fortis
Discourse Market mechanisms of Board structure Board independence Board, investor
corporate and managerial and professionalism relationships
control
Key documents Jensen. and Meckling Cadbury (1992) L1brar§./ of Congress | FRC 2010b), European
(1976), Rappaport (1981) (2002);, Breeden (2003), L
. Commission (2014)
Higgs (2003)
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The next push was taken by corporate governance in the early 2000s, after a series of scandals with
falsified financial reporting in the US that led to the creation of the Sarbanes-Oxley Act in 2002 in the US
[15], and, finally, after the financial crisis of 2008 [16]. Generally, modern scientists identify four periods
in the corporate governance policy making (table 1) [17].

So, we can confidently say that corporate governance is a rather young direction, which is in an
active phase of its development and search for its best forms.

2. Kazakhstani Companies’ Performance Before and Afier Implementation of the Norms of Corpo-
rate Governance. The principles of corporate governance are the initial principles underlying the for-
mation, functioning and improvement of the corporate governance system of the society.

The main objective of our study is to analyze financial and economic indicators, such as ROA, ROE,
and ROS, the group of companies of the national holding Samruk-Kazyna before and after the implemen-
tation of corporate governance standards.

“Samruk-Kazyna” JSC is a strategic holding and active investor whose mission is to increase the
national welfare of the Republic of Kazakhstan, and to support modernization of its economy. Following
the Presidential Decree in 2008, the Fund was established as a business corporation — an investment
holding, where the sole sharcholder is the Government of the Republic of Kazakhstan.

The Samruk-Kazyna Fund fulfill its mission through the efficient management of portfolio companies
for increasing their long-term value and sustainable development as well as through making catalytic
investments in the development of priority sectors of the national economy. “Samruk-Kazyna” group
includes thirteen companies in oil and gas, transport and logistics sectors, chemical and nuclear industry,
mining and metallurgy, energy, machinery building, and real-estate sectors (table 2) [18].

Table 2 — Net asset value of “Samruk-Kazyna” JSC, 2016

Industries and Sphere In percentage In million USA dollars
Oil and Gas 62.43 16 727
Transport 10.9 2920
Energy 8.45 2264
Industry 6.5 1741
Mining 5.85 1568
Communication 4.09 1096
Chemical Industry 1.16 311
Real Estate 0.38 102
Machine Building 0.25 66
Total 100 26793

In October 2014 the Board of Directors of “Samruk-Kazyna” JSC approved so called Transformation
Program. The main reason of launching such tremendous changes in the holding was the proclamation of a
new Kazakhstani strategy until 2050 “Kazakhstan 2050 Strategy: New Political Course of the Established
State”. This document outlines Kazakhstan’s aspirational target to become one of the world’s top 30 deve-
loped nations. To achieve this aspiration, Kazakhstan will need to make a major breakthrough in terms of
investment growth and improved productivity of its existing assets. Samruk-Kazyna controls some of the
country’s key assets and has a critical role in setting the necessary conditions to achieve the Strategy
goals.

The Transformation Program’s main goals are:

— to increase value of Fund’s group of companies;

— to increase efficiency of portfolio management;

— to implement new principles of corporate governance, following standards of the Organization for
Economic Cooperation and Development.

The transformation of Samruk-Kazyna and its portfolio companies consisted two stages: in the first
stage (2014-2015) the Program involved the Fund itself and three pilot companies, and in the second stage
(2015-2016) the Program cascaded into the other portfolio companics. By starting the transformation
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program, the Fund’s group will launch a process of continuous improvement which will become the new
corporate norm after completion of the Program [19].

In 2015 the RK Government approved the new Corporate Governance Code. The Code takes into
account the management specifics of state holdings and covers the best corporate governance practices.
The international experts of the OECD level were actively involved in its development. Numerous
consultations were held with the stakeholders both inside and outside the Fund. The document can be
casily cascaded to the entire quasi-public sector in Kazakhstan [20].

For this resecarch we (1) analyzed the data of the 10 largest portfolio companies of “Samruk-Ka-
zyna”, operating in various industries of economy over the last five years starting 2012; (2) identified the
main factors affecting the possible changes, and (3) made future forecasts.

Figure 1 represents the amount of return of assets of the 10 largest companies of “Samruk-Kazyna™ in
percentage from 2012 to 2016. There are eleven graphs, which respectively relate to return of assets in the
following companies, including the whole Fund itself: KazAtomProm, Tauken Samruk, Joint Chemical
Company, Air Astana, KEGOK, KazMunayGaz, Kazakhstan Engineering, KazakhTeleCom, Samruk
Energo, Kazakhstan Temir Zholy, and Samruk Kazyna Fund.
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=@=[KazAtomProm 0,08% 0,06% 0,02% 0,04% 0,14%
=fli—Tauken Samruk 0,10% 0,01% 0,11% 0,34% 0,06%
==fe=Joint Chemical Company -0,02% -0,03% -0,01% 0,04% 0,03%
=>&=Air Astana 0,10% 0,05% 0,02% -0,09% 0,04%
== KEGOK 2,99% 3,95% 1,57% -0,01% 4,37%
=@=KazMunayGaz 6,05% 6,47% 2,25% 0,04% 3,03%
Kazakhstan Engineering 9,92% 4,16% 1,03% -7,25% -1,04%
KazakhTeleCom 52,98% 4,70% 1,61% 0,05% 11,91%
Samruk Energo 3,21% 6,77% 1,39% -0,07% 1,75%
== Kazakhstan Temir Zholy 5,67% 4,76% 1,18% -17,26% 1,36%
Samruk Kazyna Fund 7,45% 2,88% 1,41% 0,02% 2,56%

Figure 1 — Dynamics of ROA ratio by “Samruk-Kazyna” portfolio companies, 2012-2016

In this graph representing the return of assets between 2012 and 2016, we can see a large contrast
between the dynamics of changes in return of assets between telecommunication company and other
enterprises. That tendency is caused by the increase of Kazakh Telecom net income. In 2012, the return of
assets of communication went down significantly by the year of 2013 and then continued to fell steadily
until 2015. Contrary to such fluctuations in communicational field the return of assets in other firms
remains almost the same throughout three years period, except Kazakhstan Engineering and Kazakhstan
Temir Zholy (national railway operator). Their ROA indicators felt down significantly in 2015.

In 2016 we can see a positive tendency of grow of almost all “Samruk-Kazyna” portfolio companics
and expect that this trend will be kept the upcoming years.

Figure 2 shows the dynamics of ROE ratio of large Kazakhstan companies.
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Figure 2 — Dynamics of ROE ratio by “Samruk-Kazyna” portfolio companies, 2012-2016
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Figure 3 — Dynamics of ROS ratio by “Samruk-Kazyna™ portfolio companies, 2012-2016
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The return of equity of all companies” average had a moderate decline from 2012 till 2014 which was
continued by steady decrease by the year 2015. According to the data of 2016 we can see the positive
changes in this financial indicator.

Figure 3 shows the dynamics of ROS ratio over the last five years. Here we can see almost the same
picture as in previous two figures. Two companies that were unsuccessful in 2015 were the railway
transportation which faced more than 65 percent loss and machinery building with 13 percent loss. In
general, it is forecasted that there will be an upward tendency of the return of sales of all given companies.

Discussion. As we can see from the above analysis, the decline in financial and economic perfor-
mance of portfolio companies which has been observed over the past five years has reached its bottom in
2015. Since 2016, their steady growth has been observed. This is also confirmed by the data of the first
half of 2017. In our opinion, such a positive trend is due to the changes that have occurred since the imple-
mentation of the transformation program at “Samruk-Kazyna”, one of the goals of which was to improve
corporate code and introduce new modern standards of corporate governance.

The Code itself is only a set of principles and provisions that the Fund and its portfolio companies
should follow. To know whether the company fulfills the principles of the Code or not, the Fund has
created a corporate governance diagnostic which helps to measure the corporate governance rating and
make recommendations to improve corporate governance in the companies. This rating allows the Fund as
a sharcholder to assess how far the portfolio companies have progressed in the corporate governance
development. The new Corporate Governance Code has significantly expanded the range of tasks and
raised the level of corporate practice. Several leading companies of the Fund have been tasked to prepare
for an IPO. And this means that corporate governance in companies have to meet all the necessary requi-
rements of the best international practice, otherwise these companies will simply not be of interest to
investors. After all, investors should be convinced that their investments are protected, they are provided
with qualitative growth, and the management methods in the companies are transparent and accessible for
understanding.

To summarize, corporate governance is a complex system including not only board of directors,
executive managers, and sharcholders, but also investment banks, auditors, consultants, credit rating
agencies, and regulators. Corporate governance has its own rules, norms, and regulations. Corporate go-
vernance affects firm’s economic and financial performance, and finally sharcholders” wealth. Nowadays,
company’s efficiency mostly depends on how well the corporate governance principles are instilling into
overall management process.

For this study, we analyzed the data of the ten largest “Samruk-Kazyna” National Holding’s portfolio
companies during 2012-2016. In our opinion, the trends of the ROA, ROE, and ROS indicators shows that
the implementation of the Transformation program and the new Corporate Governance Code positively
affect companies’ performance. According to our forecast, this trend will be kept in perspective.
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! Vansepcuter Mexaynapoaroro Busaeca, Anmater, Kazaxcran,
> Vumsepenrer Kansaca, Jloypenc, CIIIA

CPABHHUTEJIBHBIA AHAJIN3 JEATEJBHOCTH KABAXCTAHCKHAX KOMIIAHAA
40 1 NOCJIE BHEJIPEHHUA HOPM KOPIIOPATUBHOI'O YIIPABJIEHUA

Annortamusi. B Hacrosimee BpeMs KadecTBO KOPHOPATHBHOTO VIIPABJICHHS SABIUICTCS OJHHM W3 HamOoee
BAXHBIX (DPAKTOPOB NPH HMPUHATHH WHBECTHIHOHHBIX penicHuH. COBPEMEHHBIC WHBECTOPHI IPEAIOYHUTAIOT KOMIIA-
HHUM, TAC KOPIOPATHBHOE yNpasicHUE padoTacT 3ddekrusro. MiMeHHO mosToMmy B Kazaxcrane MHOTHE KOMIIAHUH
BHEZIPSIFOT MEKAYHAPOIHBIC CTAHIAPTHI KOPIOPATHBHOTO YIPABICHHUS. JTH CTAHAAPTHI OCHOBAHBI HA TPHHIUIIAX,
nm3nokeHHBIX B Jlokmane Kaxbepu 1991 roxa, npuanumnax kopnoparusaoro yipasieHust O2CP (1999 rox), Axrax
Capbanca n Oxcmm 2002 roga u apyrux. B 2015 rony AO «Campyk-KazsiHa», HAHOHATBHBIN CTPATETHYICCKUM XOJI-
JUHT M aKTHBHBIH HMHBECTOP, YTBEPAMIO HOBbIH Kozaekc kopmoparwBHOTO ympasicHHS. OCHOBHAS LENb CTAaThH —
MIPOAHAM3UPOBATh OCHOBHBIC (DMHAHCOBO-IKOHOMHYECCKHE ITOKA3ATEIH KPYIHBIX KA3aXCTAHCKUX KOMIIAHUHA U CIe-
JaTh MPOTHO3 MO MX M3MEHCHHUIO B CBS3H C BBEICHUEM HOBBIX IIPABHJ KOPIOPATHBHOTO yIIpaBicHus. B padore Opim
PACCUHTAHBI M TTPOAHAIH3HPOBAHBI PAZ MOKA3ATEICH ACATCIBHOCTH KOMIIAHUIH, TAKHE KaK PEHTA0CIbHOCTh AKTHBOB
(ROA), peurademsrocTh coOctBeHHOTO Kammrtanma (ROE), moxommocts mpomak (ROS) mecaT Ka3aXCTAHCKHX
OM3HEC-TUTAaHTOB, MOPT(EIBHBIX KOMIIAHHHA HAUHMOHAIBHOTO Xojiauara «Campyk-Kasema», B mepuox ¢ 2012 mo
2016 roapL.

KimoueBnie ciioBa: xopmoparusHoe ympasieHue, kommannsi, ROA, ROE, ROS, ¢puHaHCOBO-3KOHOMHYECKAS
JeATCIbHOCTD, Kazaxcran.
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KOPIIOPATHBTIK BACKAPY HOPMAJIAPLIH ICKE ACEIPY AJIJIBIHAA
YKOHE KEWIH KA3AKCTAHALIK KOMIIA HUSLJIAP KBI3METIHIH, THIMALTITTH
CAJIBICTBIPMAJIBI TATTAAY

AnnoTtanust. ByTiHTI TaH#a KOPHMOPATHBTIK 0acKapy camackl MHBECTHULISUIBIK INCIMIMAED KAaOBLIIAyAbIH Ma-
HBI3b! (pakTOprIapsIHbIH Oipi 60BN TaOBUIANBL. 3aMAaHAYH WHBECTOPIAP KOPIOPATHBTIK OacKapy THIMII sKYMBIC
ICTCHTIH KOMIAHMATAPABI apThIK kKepemi. CoHmpikTaH KazakCcTaHTa KONTEreH KOMIAHUANAP KOPIOPATHBTIK Oacka-
PYABIH XaNbIKAPAbIK CTAHJAPTTAPBIH CHri3im >karelp. byn crammaprrap 1991 sxeumrsr Kanbepu Typamer ecemke
HCT13CITCH KaruaaTTapra HerisaenreH, DbI/1Y kopmopaTtustik 6ackapy npuaImnTepi (1999), Capbanc sxone Oxcmm
2002 >KpUTFBI akTiEpl oHe 0ackamap. 2015 kbl «Camypsik-KaszeHa» AK, YATTHIK CTPATETHAIBIK XOJIHHT JKOHE
OCICCHII HHBECTOP, KOPHMOPATHBTIK OaCKapybIH AHA KOACKCIH OckiTTi. OCH MAKANAHBIH HETi3Ti MAKCATH - ipi
KA3aKCTAHABIK KOMIAHIAIAPIBIH HCETI3T KAP/KBI-3KOHOMHKABIK KOPCCTKIMTEPIH TANAAy >KOHC KOPIOPATHBTIK
GackapyIbIH KaHA epekeliepine OalIaHbICThI ©3TEPETIHAIKTEH, O0KaM xacay. O3 ke3erinae, 2012 »xpiraan Oacran
2016 sxpuFa ACHIHTI, KAa3aKCTAHABIK Ow3Hec-ruraHtTap, «CaMpyk-KaserHa» YATTHIK OaCKApyINbl XOTAHMHTI IMOPT-
(hempai KOMIAHUATAPBIHBIH akTHBTEDP peHTadbenpaitiri (ROA), menmikTi kamranasH peaTadempainiri (ROE), sxone
carynaH TyckeH Kipicrepi (ROS) cHAKTBI KOMIIAHHATIAP KBI3METIHIH KONTETCH KOPCETKIIITEP] SCeNTEN Il KIHE Tajl-
JAH[IBL.

Tyiiin cesnep: xopmoparusTik Oackapy, kommaausi, ROA, ROE, ROS, kapXbI-5KOHOMHUKAIBIK KbI3MET, Ka3zak-
CTaH.
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