Speech of K. Kelimbetov at the 20th plenary session of 

the Foreign Investors’ Council 

Dear Mr. President!

Dear members of the Foreign Investor’s Council!

I would like to thank you for staying with us at such a hard time not only for our country but for the whole world as well, thereby demonstrating your reliability in relations in a long-term perspective.   

In present conditions Fund Samruk-Kazyna plays key role in keeping stability of kazakhstani economy and in its further modernization and diversification. One of the key objectives of the Fund is to support domestic producers of goods and services. This objective will be implemented by means of increase of “kazakhstani content” through priority – oriented placement of orders of the largest national companies at domestic producers, conduct of offset policy and expansion of local ownership interest under realization of the largest investment projects. 

Nursultan Abishevich, as you have intelligibly said, proceeds from public procurements and procurements of national companies shall be accumulated not at intermediary but at domestic manufacturing enterprises. It is necessary to attain localization of equipment assembly and maintenance in case of large procurements of imported equipment.  
   How shall we solve this problem? 
Today national companies have big opportunities to increase kazakhstani content in procurements of goods, works and services. Procurements of Fund’s companies are the strongest rod for stimulating the demand on the internal market of the country. Only in 2007 the total volume of procurements of four largest companies of the Fund, such as KazMunayGas, Kazakhstan Temir Zholy, Kazakhtelecom, and KEGOC made up 663 billion tenge, which is around 5.53 billion US dollars. Herewith, procurements currently transferred to Kazatomprom and the SEC are not considered. There is a great potential and we have to actively develop it using real and effective mechanisms. 

In this context, the Fund will elaborate complex program on development of kazakhstani content aimed at ensuring effective and coordinated activities of the holding’s companies.   

Principals of support of domestic producers will be laid in Rules of Procurements of companies of the Fund, where the following measures to support domestic producers are stipulated:

1) to grant conditional discounts to domestic commodity producers, as well as possibility to conduct tenders only between domestic commodity producers.     
2) To grant conditional discounts to foreign suppliers of goods, if they organize assembly and maintenance of equipment to be delivered on the territory of Kazakhstan. 
3) Participation of direct commodity producers, small and medium enterprises and organizations of handicapped in procurements is encouraged. Conditional discounts for these entities are provided.    

4) Additional barrier such as conditional price increase is provided to decrease participation of intermediaries in procurements.

5) Term “kazakhstani content” was introduced, which is calculated not as a whole value of contracts concluded with domestic suppliers, where imported goods and materials may fall, but as ratio of integrated cost of goods of domestic producers and kazakhstani residents remuneration costs. At the same time, conditional discounts are used when comparing alternative tender bids of potential suppliers. Unified Calculation Method for companies of the Fund was developed to calculate real share of kazakhstani content.         
Introduction of the new term such as “kazakhstani content” will allow the Fund in 2009 to increase share of goods of domestic commodity producers and remuneration of local human resources in procurements of national companies. 

6) Legislation does not provide operating mechanism to confirm status of domestic commodity producer. Creation in the Rules of the Fund of the Register of Domestic Commodity Producers and goods produced by them to confirm relevant status is stipulated to increase transparency and objectivity of tenders.    
7) Possibility for direct procurements is provided based on the decision of the Management Board,

· in case of acquisition of experimental and industrial samples from domestic commodity producers under the long-term contracts providing realization of investment projects;

· direct procurements from domestic suppliers that are sole suppliers of these goods, works and services on the territory of Kazakhstan, on the assumption that their price does not exceed mid- market price. 

Apart from principals of support provided by the Rules of Procurement of the Fund we are to introduce vivid system of planning, control and monitoring of Kazakhstani content in procurements of companies.         
Each of the companies will approve target value on the share of kazakhstani content in annual output of procurements. Our companies will be obliged to submit quarterly accounting on kazakhstani content, including by way of their full-fledged involvement into Kazakhstani Contract Agency’s monitoring system. To that effect the Fund will adopt the Control and Monitoring Policy of kazakhstani content in procurements of companies of the Fund, responsibility of public servants of these companies is also provided.       

Thus, the Fund will create effective mechanism on increase of kazakhstani content through enlisted measures. 

At the same time it is necessary to acknowledge that even by virtue of these measures we will be able to achieve considerable increase of share of goods, acquired from domestic enterprises in 2009, still these measures are limited by production possibilities of domestic enterprises. 
For example, in the oil and gas industry, due to absence of analogous domestic plants the number of imported chemical agents and oil country tubular goods is high. In railway industry the number of imported spare parts for freight cars is made up to 84%. Import ratio in locomotive industry made up 77%; track facility made up 55 %. KEGOC imports up to 80% of high voltage equipment, spare parts and specialty equipment. 

 Thus, the basic long-term mechanism of development of kazakhstani content shall become conduction of measures on assimilation of new types of goods having long-term stable demand by domestic producers.   
  The main obstacle the domestic producers to face trying to develop new products - is the lack of data on long-term needs of major potential customers, as well as the reluctance to undertake significant investments in the absence of guarantees of subsequent procurement of assimilated products by a customer. Due to the business combination of the largest national companies, development institutions and the removal from regulations under the Law «On public procurement», the Fund would be able to take the initiative in solving these problems. 

 At present  the largest companies of the Fund are working with domestic enterprises. For example, owing to the «Program of NC «KazMunayGaz JSC for the development of new types of oil and gas equipment in factories of the Republic of Kazakhstan», operating since 1997, the Kazakhstan factories engaged in its implementation mastered the commercial production of more than 300 items of oil and gas equipment, which had not been previously produced in Kazakhstan. 

The Fund, through its subsidiaries and dependent organizations,  NC «KazMunayGaz» JSC and «Engineering and Technology Transfer Centre» JSC provide the implementation of large-scale projects - construction of the Caspian energy hub, the main idea of which is to create all necessary conditions for the development of a large number of secondary and tertiary sectors of the economy (i.e. the production of goods and providing sophisticated services) that support the production and export of oil and gas and fully disclose their potential for other sectors. The purpose of the Caspian hub - to create activities with high added value in all aspects of the energy sector - human, technical and commercial. 

 Human resources is a crucial factor for the hub development, so it will be a major center for training and recruitment of professionals for international and domestic oil companies working in Kazakhstan and in the region.

The project will also help to maximize the potential of the domestic service sector for oil and gas industry through the development of research, testing, marketing and other support activities that  remove the obstacles in working with world-class clients; 

The establishment of the Caspian energy hub is aimed at contributing to the  general economic  and human capital development in Kazakhstan by means of creation of the service hub for all commercial, technical and personnel  requirements of oil and gas industry in the Caspian region. 

The implementation of the following Fund projects in the railway complex will allow to increase significantly the share of the local content and develop localization: 

▪ Organization of wagon - assembly production in Kazakhstan with the participation of the Fund, within which it is planned to increase the interest of the local participation from 2-3% in the first stage up to 80% during 5 years; 

▪ The modernization of electrics of series VL-80

▪ Construction of a locomotive - assembly factory in Astana. Within this project in order to increase the Kazakhstan content the agreement with General Electric (GE) on technology transfer was signed. The share of the local participation in the first  stage of the project is 14% and it will be increased to 38% in future. By the way, I would like to note that we signed the agreement with GE to establish engineering centers in Kazakhstan. 

 I would like to note also that in the nearest future in order to systematize the identification of kinds of products mostly demanded by national companies for the long term, the Fund will develop an integrated program of Kazakhstan content development with a focus on four sectors: subsoil use, railway,

telecommunication and electricity. The program will include a matrix of medium-term needs of national companies and potential productive capacity of domestic enterprises, as well as the programs on the development of new kinds of products in the above-mentioned industries. 

On condition of domestic producers activity and of course, the economic feasibility, this program can be transformed into a number of investment projects. In this case, we should form an effective mechanism by which long-term contracts will be concluded for a future delivery of developed products between national companies and domestic enterprises, and development institutions will fund these projects.

In conclusion, I would like to emphasize once again that the development of Kazakhstan content by the Fund will not be restricted only by the procurement of the Fund companies. This policy would be also applied when implementing major investment projects through the conditions for the development of Kazakhstan content set out to partners, general contractors. For example, one of the key conditions to determine the choice of a contractor for the construction of Balhash HPP will be the maximum utilization of domestic goods and materials as well as the local labor force. In fact, within the framework of investment projects the Fund will implement offset conditions, widespread in the area of arms delivery. 

I consider it necessary that capturing the initiative to develop Kazakhstan content, we hope both for a symmetrical activity of the private sector and industry associations, as well as the coordinated support of public authorities. 

I would like also to mention your role, dear investors. We highly appreciate  your contribution to the economy, which you do, and we hope for your  further support of Kazakhstan production. I am confident that our active measures taken both by you and the Fund in the development of the local content, will have a  significant, appreciable effect throughout the economy, they will be fruitful and effective. 
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