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Warsaw Stock Exchange

Joanna Chuda

1. Introductory Issues on the Stock Exchange

The movement of money in free-market economiesstgidace mainly through the
financial markets where financial instruments aeeléd. Numerous financial institutions are
involved in matching capital providers and borrosvénvestors}.

Capital market, with stock exchange as its orgahinem, is only one of three financial
market subsystems beside the foreign exchangehenchoney market. The most important
issue for the purpose of further analysis is toifgl@nd define what the stock exchange is.

The stock exchange is generally defined as a péati&ind of a market of an institutional
character, for trading in securities. Its organizbdracter is evidenced by the existence of
internal organization acting on the basis of refévaws and regulations, standardization of
items that are subject to trade and permanent pack frequency of trading sessions.
A special system of securities' sale and purcheselts in the fact that the major part of the
market turnover takes place on the exchange. $msainly due to the following four pillars,
on which the exchange is based:

» liquidity of trading,
» widespread availability,
» market transparency,
» equal access to information.
Due to all these features the exchanges are cglértect markets” e.qg. for the valuation

of securities and cash.

1.1. Establishment of the Warsaw Stock Exchange

The first stock exchange in Poland was establishetB17 in Warsaw and functioned
until the beginning of military operations duringold War 1l. Attempts revive stock

exchange after 1945 were doomed to failure becatige incompatibility with the imposed

! Kulpaka P.Gietdy w gospodarc&olskie Wydawnictwo Ekonomiczne, Warszawa 2007 1fpl 2.
2 Nowak K., Polski rynek kapitatowy. Instruments. Uczestnicywdstycje, Wydawnictwo Wyszej Szkoly
Bankowej, Pozna1998, pp. 17-18.
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system of the centrally planned economy. When itisé ion-communist government started
to rebuild the market system, efforts were alsoertade-establish the exchange.

The main catalyst for transformation was the praaion and development of the capital
market whose infrastructure had to be created dlimm® scratch. Decades of interruption in
the stock exchange functioning resulted in absericastitutional and legal arrangements
governing its existence and in a clear lack of etigein this field. This led to the decision to
revive the Warsaw Stock Exchange following the eestnodel. The choice fell on the stock
exchange in Lyon.

Works on the creation of the Warsaw Stock Exchastgded in September 1990, in the
Ministry of Privatization. The following organizatial units were responsible for their
intensification: the Capital Market Development Bement headed by Mr.Wiestaw Roztucki
and the Office of Securities and Exchange Commmshkieaded by Mr. Lestaw Paga. These
two units were the nucleus respectively of the téxchange and the Securities and
Exchange Commission.

Already on 22 March 1991 the Sejm (the Lower Chamiifethe Polish Parliament)
passedhe Act on Public Trading in Securities and TrushBs which officially created the
legal framework for the functioning in Poland oétstock exchange and other capital market
institutions: brokerage houses, trust funds, asl vesl the Securities and Exchange
Commission as a governmental body that controts promotes the securities marRet.
Several days later, on 12 April 1991, a memoranadfimssociation of the Warsaw Stock
Exchange (Gielda Papieréw Waitowych, WSE) was signed (initially with the share
capital of PLN 6 million, presently - PLN 41, 974llion), and the first trading session was
held on 16 April. Initially, trading sessions wereld once a week (on Tuesdays), but since
1992 also on Thursdays. Regular sessions, held diags a week, started in 1994.
Additionally, in the same year, the Warsaw Stoclcliange became a full member of the
International Federation of Stock Exchanges.

Today, the Warsaw Stock Exchange operates baséueoicts of Parliament of 29 July
2005 on:

» Public Offering, Conditions Governing the Introdoat of Financial
Instruments to Organized Trading, and Public Congsa@ournal of Laws of
2005 No. 184, item 1539, as amended),

® As at on 21.05.2012.

* Ziarko-Siwek U.,Gietda papieréw wartéciowych w Polsce — Gietda Papieréw Watdiowych w Warszawie
S, [in:] Gieldy kapitalowe w Europieedited by Ziarko-Siwek U., CeDeWu.PL Wydawnictwa lraee,
Warszawa 2007/2008, pp. 347-348.
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» Trading in Financial Instruments (Journal of LaWw2005 No. 183, item 1538,
as amended),

» Supervision of the Capital Market (Journal of Las¥dNo. 183, item 1537, as
amended).

It is also subject to the regulations of the Pokshmancial Supervision Authority and the
internal Rules of the Exchange.

The Warsaw Stock Exchange as a joint stock compaasy established by the Treasury.
Its shareholders are banks, brokerage houses andrdasury itself. However, to enable
Exchange's further development, a decision onrit&fization was taken. A possibility of
selling some shares to a strategic investor wasidered, but finally it was decided to
introduce the WSE to the stock exchange. Subsongtifor shares enjoyed enormous
popularity among individual investors. Therefore ool of available shares was increased
from 25% to 30%. A record of 323 308 entries wateddmore than for the shares of such
giants as PZU or Tauron). Even at a maximum priédeN 46, the demand exceeded the
supply. Successful debut was on 9 November 20168.cbmpany shares had appreciated by
more than 25%.

Currently, the company's ownership structure isodews: Treasury - 35%, free float -
63.82% of the share capital and the brokerage lsoarseé offices. It is worth noting that the
Treasury and the brokerage houses and offices reglidtered preferential vote shares. 35-
percent stake gives the Treasury 51% of votes eaigneral meeting of shareholders, and
1.18% of shares give the brokerage houses ansffic7/4% votes. The remaining free float

shares are ordinary bearer shares.

1.2. The Organizational Structure of the Warsaw Stock Exhange

The basic management and supervisory bodies ofctmpany running the stock
exchange are:
1. the General Meeting,
2. the Supervisory Board called the Exchange SupewviBoard,
3. the Management Board called the Exchange ManageBoamt!.
There also exists the Exchange Court, but it isthetbody whose operation would be
governed by regulations of joint-stock companiesPmoland. It is a permanent court of
arbitration settling the disputes between the trggiarticipants and civil disputes concerning

® Rynki finansowe. Organizacja, instytucje, uczestmipycit, p. 79.
9



property rights between the company and the shitefsFigure 1presents competencies

each of the bodie

Figure 1 Organizational structure of the Warsaw Stock Exchage

Warsaw Stock
Exchange

\_

( General Meeting of )

Shareholders

- the main governing body
of the Stock Exchange

- composed of all
shareholders

- approves changes in the
rules of the Exchange
Supervisory Board and
election of its members

- approves reports of the
Management Board
assessment by the
Supervisory Board

-

Exchange Supervisory
Board

- supervises WSE operation

- is composed of
representatives of banks,
brokerage houses, financial
institutions, chambers of
commerce and issuers (it is
now composed of 7 persons
and chaired by Dr. Leszek
Pawtowicz) elected by the
General Meeting

- evaluates the Exchange
Management Board
operation

- in place of the Board
members who are unable to
perform their duties,
delegates its own members

- gives opinions on the
Exchange Management
Board proposals

- approves the Exchange
Management Board rules

- adopts terms and
conditions
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Source: Own work based on
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( Exchange Management
Board

- the leading managing body

- admits financial
instruments to exchange
trading and determines the
rules for their introduction

- supervises the activities of
stockbrokers and brokerage
houses

- is a body of WSE current
control

- consists of 4 members

- is headed by the President
elected by the General
Meeting - presently it is Mr.
Ludwik Sobolewski,

- sets current goals of the
WSE and supervises their
implementation

- manages assets owned by
the Stock Exchange

. J

Proniewski M., Miegcki A., Gielda Papierow Wartttiowych
w Warszawi- ujecie retrospektywnéDrukarnia Biaty Kruk, Biatystok 2009, pp. 1-104.

The mentioned tasks and powers of individual bodies governed by thArticles of

Associationandthe Rules of the Exchanias well as by various internal rules. Itworth

noting that the ordinarGeneral Meeting is convened by the Management Boaidter thar

on 30 June each year. In its framework, each ofsttaeholers, with the exception of tt

Treasury, is authorized to carry no more than 5%bhef total number of votes, which
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believed to constitute one of the most importaatr&nts of the Treasury's ownership control
of the Warsaw Stock Exchange and clearly diffusesgus of other owners of the company

share capital.

1.3. Exchange Members

Exchange members do not belong to the WSE orgammzatstructure, but without their
presence on the floor no exchange trading woulddssible. In accordance with tRelles of
the Exchangé@we distinguish three groups of entities:

» investment companies making exchange transactioriteeir own account or
on the account of their clients,

» entities being the participants of the National @&{ory for Securities, making
exchange transactions solely on their own account,

» other entities not being the National Depositorgtipgants, making exchange
transactions solely on their own account under dbedition of indicating
entities being the National Depository participaméich will commit
themselves to fulfil the obligations related to Hettlement of the transaction.

It should be, however, observed that the exchangmbers operate primarily through
stockbrokers, including the supervising brokers wherform management functions in
relation to other brokers. Besides, an individwadrot be a member of the stock exchange.

Since 2004 banks have been also authorized to lEe®¥8E members. They operate on

their own account without being brokerage firms.

1.4.Instruments Listed

Financial instruments listed on the Stock Exchazayebe divided into three basic groups:
securities, derivatives and other instruments.

Historically, securities are the most important megt of exchange trading, although
a gradual reduction of their share in the totahdwrer has been recently observed. However,
they remain a very important part of the stock markhe following are listed on the Warsaw
Stock Exchange: shares, bonds, rights to sharesnfeht certificates, PDA) and subscription
rights.

Shares are undoubtedly the most important groupnstfuments listed on the Stock

Exchange. They are first sold in the initial pulitering (IPO), at the so-called selling price

® http://www.gpw.pl/publ/files/PDF/regulacje/regulamgpw.pdf [accessed on 29.05.2012].
"Proniewski M., Niedwiecki A., Gietda Papierow Wartwiowych w Warszawie- ¢gie retrospektywne,
Drukarnia Biaty Kruk, Biatystok 2009, pp. 105-106.
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that may be lower than the nominal value. It imtigh them that the company attracts capital.
Further trading in shares on the secondary markst o impact on cash inflow to the

company. The shares are also associated with thecigption rights, which are issued in

connection with the issuance of new shares of jetotk companies. Existing holders of

shares can opt out of their pre-emptive right & tiew shares thus admitting this right to
trading. The right to share (allotment certificatef security that allows to make transactions
during the period from the date of registration tfee public subscription of shares until their

introduction to public trading. Trading in allotntecertificates may take place only after

a formal process of allotment of shares has talasep

Bonds are the second group of securities. They veelmitted to trading in 1992.
Currently, treasury and corporate bonds are tramfedhe stock exchange. There are also
foreign bonds.

Derivatives' trading was launched on 16 January8,19$hen an opportunity to trade in
futures contracts on WIG20 was introduced. In sgbest years, an offer of derivatives was
extended inter alia by warranf61998), options’(2003), index participation units (IPUs)
MiniWIG20 (2001).

Beside securities and derivatives, financial imsguats that cannot be classified in any of
the groups are also listed on the Warsaw Stock &g This group includes: short sale
orderd® and structured products - i.e. financial instruteewhich are a special type of
derivative instruments, such as structured bonsigse by issuers whose securities are not
exchange-traded, but are in the organized tradirigg Polish territory®

8 Registered securities or bearer securities ewgittheir holders to register for or subscribe shawith the
exclusion of the subscription rights (subscriptiwarrants). (Art.453 (2) of the Act of 15 SeptemI2800

Commercial Companies Code - Journal of Laws of02906. 94, item 1037).

° At the moment, options on WIG20 are exchange-ttattéroduction of subsequent series of stock oystito

exchange trading and trading in all series of agtibas been suspended since July 4 2007.

19 As explained by the Warsaw Stock Exchange, a stabet transaction is a reversal of the order ofpical

exchange transaction, in which one buys cheapeselfglat a higher price. Short sale operation m¢faat the
investor first sells on the stock exchange a boedwaper, and then re-purchases it. Short salessoodn be
very effectively used in arbitrage strategies (bygcombining short sale and purchase of a futcoagract).

Y hitp://www.gpw.pl/pub/files/PDF/regulacje/regulamgpw.pdflaccessed on 04.07.2012].
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Joanna Knap

2. Initial Public Offering - company introduction to t he stock exchange

The increasing number of IPOs on the stock exchaeflects the growing popularity of
raising capital by introducing the company to theck exchange. Already since the initial
phase, i.e. the initial public offering (IPO), iotluction of the company assets to the stock
exchange not only makes it easier to raise capita, also has a positive effect on the
company thanks to organizational, legal and firanchanges. Changes made on the way to
IPO are extremely important for the company in eohfuture benefits from shares' issue.

Every successful company sooner or later will Havanswer the question of whether it is
a proper time to introduce the company's sharéisetgtock exchange. This decision requires
a thorough and robust analysis of the company'sadp as well as prospects for its
development. If the company prospects are goodjtdatks the resources to carry out its
plans, it should consider entering the public apiharket. A very important factor in the
process of deciding whether the company shoulduliiqy is the convergence of objectives

guiding the company owners with future benefitbeihg present in the stock markeét.
2.1.The Process of Company Introduction to the Stock Echange

Benefits and costs arising from the introduction tfe company to the stock exchange

The objectives of the founders and the business pla constantly changing, so an
important step is to analyse the benefits and gestgdting from entry of the company to the
stock exchange. Apart from other possibilitiesinéhcing the business, such as bank loans as
an alternative to an IPO, one should considethallgros and cons of the process of company
introduction to the stock exchange.

The most visible and the most important benefittfee company deciding on the IPO is
raising more capital by issuing shares. Capitahioled as a result of the skilful introduction
of the company to the stock market can be usedgarel the business or improve its market
position. Thanks to the acquired funds the comparable to achieve in the future the short
and long term goals. Introduction of informatiomueement (current, periodic reports) and
supervision by the institutions that control fuonaing of the company leads to easier and

cheaper access to financial capital for companies.

12 Droga na gietd, jak przygotowa spétke do emisji publicznepraca zbiorowa ekspertéw BDO, Wydawnictwo
Difin, Warszawa 2008, p. 47.
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Going to public is also associated with an increagerestige and with extra promotion.
Thanks to becoming a public company, the compamegie in the market is strengthening.
There is a growing confidence in the company, bmwihthe part of investors and business
partners, as well as lenders. Changing into pubticeases the visibility of the company and
its products on the market. The quality of compamnagement and its transparency also
increase. These actions translate directly intopaong’'s increased efficiency and so also its
profits*®

Impartial valuation of the company's assets isi@agrly important in the process of
attracting foreign investors. Every day a tradiegsson presents an accurate valuation of the
company, which includes not only the current sitraiof the company, but also investors'
opinion on its future, which is expressed in mankatie of shares. Higher attractiveness of
the company will increase the probability of thengsaction.

It is very important for the company to have a cetept and well-qualified team. High
trading of the company on the stock exchange imeentive for employees to remain in the
company, as well as a method for attracting spetsalStakes granted in implementation of
loyalty programmes may be a motivation for the nggmaent board.

In addition, thanks to company introduction to #teck exchange, there is an increased
ability to change company's debts into the neweshar difficult situations?

In addition to the benefits, one should also casrspgbtential costs associated with the
company going public. Changing into public is asstec with large expenses. Company's
future costs include for example expenditure assediwith IPO process or costs of future
operation as a public company, such as the cosbwipany owners losing their personal
privileges™

Company's admittance o the stock exchange leadsh@ange in the percentage of votes
at the general meeting. Thus there is the riskhahges in the shareholder structure, and - as
a result - of the majority shareholders taking dhercontrol of the company.

In addition, there is a need to disclose informatabout company's activities to the
public, as well as to observe regulations relatepublic companies' operation and to respect
the rights of shareholders laid down in the Actant-stock companies (Journal of Laws of
2000, No. 94, item 1037, as amended).

3 Droga na giel@, PricewaterhouseCoopers 2011, http://www.pwc foypki-kapitalowe/Droga_na_gielde
2011 f.pdf [accessed on 19.05.2012], p. 8.

% http://www.portfel.pl/pdf/art543, [accessed on(02012).

> Mach A.,Wprowadzenie spétki akcyjnej na gigllEGE ARTIS Dom Wydawniczy, Krakéw 1998, p. 80.
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2.2.1PO Terms and Conditions

Any economic entity introducing companies to stegkhange has to meet certain terms
and conditions that are contained in the Regulatiothe Minister of Finance of 14 October
2005 and in the Rules of the Exchange. Companagsajpply for listing on the main market
are required to comply with specific restrictionsdaconditions. The main obligation is to
prepare an information document to be approvedhay Rinancial Supervision Authority
(Komisja Nadzoru Finansowego, KNF). It is requirdtht no bankruptcy or liquidation
proceedings are underway with respect to the issneaddition, the Rules of the Exchange
provide that shares' transferability may not betéch An additional requirement relates to the
issued shares: namely, they must be referred teirapplication for admission to exchange
trading with a value of at least EUR 5 million. Thext restriction relates to the distribution
of company shares, and more specifically, not thss 25% of company shares or 500
thousand shares worth EUR 17 million must be inttheds of small shareholdéfsAt the
end, the issuer is required to publish a reporthoée consecutive financial years. IPO

procedure may start only after all those conditioage been met.

2.3.The Way to the Stock Exchange

Company's introduction to the Stock Exchange isallg@an extremely complex process.
It has been divided into stages, which in themsehegjuire great precision in action on the
part of the company owners. It is assumed that 8dm9 months are needed from the formal
decision to go public to the first listing on then& Exchange.

Before starting works associated with the publiemfg, the company owner is required
to take decisions and actions of a formal and lefafacter. They lead to the analysis of such
issues as, for example, capital needs of the compaciuding means' assessment in terms of
their necessity and potential level. Then one @édtve source of investment financing should
be selected. The last issue is to analyse the msitkation and its implications for the timing
and volume of issuancé.

Company's introduction to the Stock Exchange staith the issuers' decision to go
public® The company, which plans to take such a step orngsiize all issues of a formal,

legal and ownership character.

' Droga na gield, jak przygotowa spétlke do emisji publicznepp. cit., p. 67.
" Mach A., op. cit pp. 76-80.
'8 The exchange-listed shares may be issued only batiy which is a joint stock company.
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If the company has a different form of ownershipnust be converted into the joint stock
company. The rules for companies' transformatienlad down in the "Code of Commercial
Companies® After the decision on going public is made, in mamses there is
arequirement to draw up an appropriate informatitmtument, which necessitates the
cooperation with a certified auditor responsible &malysing financial statements of the
company and with a brokerage office. In preparation entry into the Exchange, the
company must choose advisers, especially a comffatyconducts brokerage business. In
addition, the company should choose legal advigedsan auditor, as well as - depending on
the needs of the company - a public relations agewtich is responsible for company
promotion?® Experts with the owners have to value the offerthg goals of shares' issuance
and to create a strategy of company's introdudtiche Stock Exchande.

Preparation of a high quality, reliable prospectusich is a showcase of the company, is
very important in the whole process. The prospedtube presented to investors, is a kind of
knowledge compendium about a given company, itsnkas and financial results achieved.
The prospectus should be prepared in accordandethét European laws. The prospectus
consists of three parts. The first is a registraf@art with information about the issuer, the
management, company operations and resourcesethbadpart contains information of risk
factors associated with a type of securities arttl thie corporate group of the issuer. The last
part is a summary, which is a recapitulation of sh@st important information contained in
the previous two documentsindividual investors pay attention mainly to thersnary, and
the part describing risk factof3.

The next step on the way to IPO is to apply to KiNF prospectus approval. After its
verification and - if needed - consulting the igslNF takes a decision on the approval. This
means a permission to conduct public offering urtderterms described in the prospectus. It
should be noted that KNF constantly monitors théerofg process, and is entitled to
intervene if any irregularities are detecféd.

Prior to the Offering, the issuer is obliged toezninto a contract with the National
Depository for Securities (Krajowy Depozyt Papierdiartaiciowych S.A. , KDPW) in order
to register the securities, as determined by aipoffiering.

19 Commercial Companies Code of 15 September 2000
2 http://www.idmsa.pl/repo/dzial-brokerski/gieldowabe/droga-na-gpw.pdf [accessed on 18.05.2012)].
%! Droga na giet@, jak przygotowa spétie do emisiji publicznep. cit., pp. 169-170.
2 Droga na gield, op. cit., p. 29.
3 Droga na giet@, jak przygotowa spétie do emisiji publicznepp. cit., p. 146.
% bid., pp. 387-388.
16



2.4. Public Offering

Public offering is the most important IPO stagesthrts at the moment of prospectus
publication. During the offering process, subsaoipg are collected from investors interested
in buying the shares of a given company. At theestime there are conducted meetings with
investors and actions aimed to promote the offering

It is very important to choose the relevant promptiools meeting the requirements of the
company. When advertising the public offering, tmnpany has a variety of media at its
disposal: radio, television or the Internet arequmeocal allies of the advertising company.
Other tools may be also used for promotion purposesh as investors' subscriptions in all
brokerage houses or the Stock Exchange informatistem.

In the public offering process the so-called "sgsiare created, i.e. the issue price range,
which are based on fundamental valuation createdinancial advisors. The fundamental
valuation is prepared, inter alia, based on theadisted cash flow method. It reflects the
company's ability to generate capital in the loergn®

The so-called roadshow is an important stage ofptitdic offering, when seminars and
company presentations are organized. They areedamut with participation of the
management board members and investors, analygi®@amalists. The roadshow is a series
of company presentations with the most importaribrmation about the company, its
strengths, achievements and business partnerse Tibealso presented the strategy and
forecast of results for the next period as weltlees structure of the public offering (dates,
shares' prices).

At the time of prospectus publication, the issuegmay be also determined. However,
more often the so-called book-building is carriaeat, ovhich consists in collecting from
institutional investors, sometimes also from indual ones, declarations as to the proposed
price and a number of shares. This process is lysuganized by a brokerage house, which
at the same time prepares a relevant distributetvark. The shares are allotted at a price
which ensures that the interest reported during kbek-building would exceed shares'
supply. This ensures a stable shares' price abélginning of trading® The decision on
shares' allocation to individual investors is taksnthe company management immediately

after the subscription proceSs.

% |bid., p. 404.
% Droga na giet@, jak przygotowa spétie do emisiji publicznepp. cit., p. 410-411.
" bid., pp. 421.
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Before the public offering it is required to combdua contract with KDPW to register
shares and allotment certificates in the KDP\Whe contract allows to seek admission of
shares to trading. After receiving an approval loé¢ tintroduction of shares to trading,
termination of the public offering and registratiohshares of a new issue by the court, the
company may apply to the Exchange Management Boaittie introduction of the shares to
trading on the main or the parallel market. In tbése the Exchange Management Board
determines inter alia the date of the first listolgthe Stock Exchangde.

The first listing is equivalent to the completiointilee company's admittance process and is
called the company shares' debut on the Stock Egeharhis event is accompanied with
celebration in the Stock Exchange building. It issinoften used to promote the company and

its business.

28 For the admission of shares to trading on thekSE@hange it is necessary to register the incrgasiee
share capital in the court. In the meantime, thetrabnt certificates, which entitle to new sharéthe company,
are listed on the Stock Exchange.
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Paulina Sieiko, Adrian Nems
3. Stock Market Organization

Gietda Papierow Wartgiowych w Warszawie S.A. (the Warsaw Stock Exchanigethe
largest national stock exchange in the CEE andodrike fastest-growing exchanges in the
world.

WSE is a leader in the region in terms of capitdion size and turnover. In 2011, the
value of trading in shares for the first time ie WSE history exceeded PLN 250 billion, and
a record number of debuts were noted - 38 debutthenMain Market and 172 on the
NewConnect. This enabled the WSE to take the pilsste in Europe in terms of the number
of new companies and the third place in terms 6fsdRalue (EUR 2 199 millior.

As at 25 May 2012, 435 companies are listed orwhaesaw Stock Exchange, including
40 foreign companies. And the companies' capitiadineon the Stock Exchange on that day
amounted to PLN 638 522 million. Interestingly, piés a small number of foreign
companies listed on the Stock Exchange in Polduail, tapitalization accounts for 29.91% of
the total. Foreign investors' participation in ttiading within the framework of session
transactions is also significant. In 2011, foreigmestors generated 47% of trading on the
stock market and 16% of trading on the futures wiark

Companies listed on the Stock Exchange operdlé imarket sectors, of which 13 are
different types of industry. Currently, the structure of exchange-listed comigm is as
follows:

» construction - 36 companies,
finance - 32 companies,
wholesale - 32 companies,

IT - 31 companies,
electromechanical industry - 28 companies,
food industry - 28 companies,

developers - 27 companies,

YV V V V V V VY

retail trade - 23 companies,

%0 Sprawozdanie Zagzlu z dziatalnsci Grupy Kapitatowe Gieldy Papieréw Wastiowych w Warszawie S.A.
za 2011 rok
http://static.gpw.pl/pub/files/PDF/raporty/okresdple2011_skonsolidowane/Sprawozdanie_Zarzadu_z aizial
nosci_Grupy_Kapitalowej GPW_2011.pdf, pp. 5-15ccfssed on 30.05.2012].

%1 http://www.gpw.pl/analizy_i_statystyki, [accessat30.05.2012].

%2 http://Iwww.gpw.pl/lista_spolek, [accessed on 3(20%2].
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» metal industry - 20 companies,
» other such as banks, media, energy, hotels ataurasts, telecommunications, fuel

industry, raw materials, pharmaceuticals and othar®tal of 178 companies.

Companies are listed on the Stock Exchange acapiirestablished forms and rules.
There are two trading systems: the single-pricdiaucystem and the continuous trading
system. And all transactions are made in rigidlfiréel session schedule, with the exception

of block trades, which are implemented in the @mess®n and off-session system.

3.1.Listing Forms

Two basic types of transactions are made on thekSExchange: spot and futures
transactions. Generally speaking, capital is temnsdl in the spot (cash) market and liabilities
are transferred in the futures market. Liabilies acquired by the futures transaction parties
at the time of the transaction and payment takasepin the future. Transactions in the spot
market are settled in full at the conclusion of tt@saction, while in the case of futures, the
settlement between the parties occurs after aicelitae in the future. Thus, the futures
market is identified with the derivatives market.

Spot transactions are completed immediately dfieeir tonclusion, no later than 1-3 days
after they are made. Thus, during that periods#iker should deliver assets to the buyer, the
buyer should receive them and make payment - witha@mmission. Delivery of securities
does not necessarily require their physical trangfehey are deposited in a bank or in
a particular trust institution. Their delivery malyen consist in making a relevant act of
transfer of ownership of the deposited share plastfor the transfer of the depository
receipt®

Forward contract is one of the simplest futureade&tions. Its settlement is based on the
difference in price of the underlying instrumenttta¢ date of the contract and at the date of
contract execution between the contracting parfibs is done without having to deliver the
underlying instrument, so the transaction can llec¢anreal. The contract is settled after the
expiry of the contract

Parties to the futures transaction tend to earnmegsilting from price differences of

a given type of asset that occur between the dhtéheo transaction and the date of its

%Czekaj J.Rynki, instrumenty i instytucje finansqwiydawnictwo Naukowe PWN, Warszawa 2008, pp. 16-
17.

**Bien W., Rynek papieréw warfoiowych Wydawnictwo Difin, Warszawa 2008, p. 232.

% Mikos-Sitek A., Zapadka PRolskie prawo bankow®ficyna a Wolters Kluwer business, Warszawa 209,
179.
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execution. Certain forms of futures transactions/ rha also concluded in order to hedge
against losses that could result from an expeceirg: in prices of assets held by the
investor who does not want to get rid of them. Titeres transaction is concluded by two
partners who are guided by different reasons. @me geller) forecasts that the price of the
asset will decrease in the future as comparedtprice fixed in the contract. S/he is defined
as a "bear". The other expects that on the ligindadate, the price of the purchased assets
will increase. S/he is called a "buff* The seller expects to be able to buy securitieslee to
be delivered to the buyer at a fixed date at aeploasver than the buyer will have to pay
according to the contract. On the other hand, tingeb predicts that upon receipt of the
purchased assets, at the date of liquidation sfiiebe able to re-sell them at a more
favourable price than fixed in the contract, i.éhwprofit. It may be simply stated that if at
the close of the transaction the price of securitnereases, the buyer will gain, and if the
price falls, the seller will gai.

3.2.The Rules for Price Fixing on the Stock Exchange

Two trading systems operate currently on the Stex&hange: the single-price auction
system and the continuous trading system. A detiothe assignment of a given instrument
to one of these systems is taken by the Exchanged#sment Board. The main qualifying
factor is liquidity of companies (higher liquidity continuous trading, lower liquidity —
a single-price auction}

The single-price auction is based on a price detetion procedure (fixing). It consists in
collecting buy and sell orders during a given perithe so-called pre-opening phase of the
session). During this phase, the indicative opempinge (IOP) is calculated. Then the single
price is calculated (fixing) at which stock transaags are executed. The determined price
must meet several criteria, namely: maximizationtrafling volume, minimization of the
imbalance between the supply and demand, as webkdging price variations. The fixed
price is called the equilibrium price at which aisl@are executed. Then there is a phase of
post-auction trading when additional buy and sedlecs may be placed whose limit price is
equal to the determined single price. During eahaf trading in a single-price system there

are two auctions (fixings): in the morning andhee &fternoon.

% The bear period means a period of general dedlistock market values, and the bull period meageneral
increase in prices on the stock exchange.

$"Bien W., op. cit., p. 233-235.

%87aremba A.Gietda papieréw wartéciowych,Wydawnictwo HELION, Helion 2010, p. 125-135.

21



The single-price system is characterized by Imgitiluctuation. The single price must
not differ from the reference price by more than gdr cent in the case of shares and
3 percentage points in the case of bonds (botlagse ©f decline and growth). This applies
both to the single-price auction system with onetian and with two auctions. When the
price goes beyond the variation limits, a chairpersf the session may change the price
variation limits (the maximum is 21% for shares &ngkercentage points in the case of bonds)
or close the trading, which results in announcimgpa-transactional single price equal to the
upper or the bottom price variation limit, depergom an excess of buy or sell ordéts.

In continuous trading the price may change in sgbset transactions that are executed
during the trading session. This means that cuyrgtéced buy and sell orders are executed
immediately (on the condition that buy and sellesedmatch) or are entered into the order
book, which is kept for each security, and thery #neait orders on the other side, allowing to
execute a given transaction. There are two préxitn order execution in the continuous
trading system: price and order placement times Theans that whenever two orders are
placed at the same price, the one submitted edmdierthe priority in trading. The auction
(fixing) procedure is also used in continuous tngdi- at the opening of the session - the
opening price is determined, and at the close efddssion - the closing price. After the
closing price is determined, the post-auction trgdiphase occurs, during which all
transactions are executed at that pfice.

In determining the opening price and the closingepthe following rules are followed:
maximizing the volume of trade, minimizing the diénce between the number of financial
instruments in sell orders and in buy orders whingy be executed at a determined price and
minimizing the difference between the price beimgedmined and the reference price. The
opening and the closing price may not be lower thanreference price by 10 per cent in the
case of shares and 3 percentage points for bonklen\ttie prices exceed the variation limits,
they are not announced and market balancing aesvitegin. In effect, exchange members
may place additional buy and sell orders, as wethadify and cancel orders placed earlier. If
as a result of balancing it is possible to deteentive opening or closing price, the balancing
is completed and those prices are announced. Ib#i@ncing did not give the expected
effects, the chairperson of the session may atiee yariation limits or close the quotations

by announcing a non-transactional opening or ctppiice?*

%9 http:/ivww.gpw.pl/publ/files/PDF/regulacje/regulamgpw.pdf [accessed on 22.06.2012)].
40Becket M. Jak dziata gieldayydawnictwo K.E.LIBER, Warszawa 2009, pp.76-78.
“1 http://www.gpw.pl/pubf/files/PDF/regulacje/regulamigpw.pdf [accessed on 25.06.2012].
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3.3.Block Trades

Block trades may be concluded on the stock mavkidide the routine trading session.
These may be the pre-session and off-session ttamsa All securities and financial
instruments admitted to trading (other than futuaesl options) may be subject to block
trades. There is only one condition, namely, thairttrading is not suspended.

Pre-session block tradein securities may be executed before they areduoted to
trading. This solution enables to transfer the stea on the regulated market to ensure that
admission to public trading and the associatedsralel regulations do not completely block a
possibility to transfer the securities. The presggsblock trade may be carried out subject to
certain conditions:

» a block subject to the transaction must includeadt 5% of the securities that are the
subject of that transaction;

» at least one exchange member must submit the Bsoketers to buy and sell the
same number of securities at the same price, Wélsame settlement date, as well as
the reasons for the conclusion of that transaction,

» may not exceed 30 days from the date of concluthiadgransaction.

The pre-session transaction is deemed to haveditsated when an appropriate record is
made in the Exchange IT system. Immediately afterdonclusion of such transaction the
Exchange makes public information about the trammacincluding: the name of securities,
transaction volume, price, the value and the dbasetblement.

Off-session block tradeallows to transfer a significant number of secestiwithout
affecting their price in the listings at a specitfime on the trading sessions. The following
conditions must be met to conclude an off-sessmmsaction:

> at least one exchange member must submit orddrgytand sell the same number of
securities at the same price and with the samlesett date,

» the block value must be at least:
¢ PLN 3 million for shares traded on the main marketluded in the WIG20 index
s PLN 1 million for other shares traded in the comtins trading system,

% PLN 0.5 million for other shares, securities amdficial instruments,
« a maximum difference between the security pricelefsed in the order, and its
last price cannot be higher than 0.5%. The diffeeenf the price may be increased

in accordance with the principle that the increasé¢he block value allows to
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increase the difference by a further 0.5%. The marn difference cannot be
higher than 10%.

For block trades concluded outside the trading $otlte Exchange allows for a much
greater difference between the price of the sectinat is the subject to the transaction and
the reference price equal to arithmetic mean afggriin all transactions in the last trading
session. The difference may not exceed 40%. Ofdershe conclusion of block trades are
valid only on the date of their submission to tixeh@nge and they cannot be changed nor

cancelled?

3.4. Types of Indices Listed on the Warsaw Stock Excharg

The Warsaw Stock Exchange publishes 22 indicesuégalof WIG20, WIG20lev,
WIG20short, mWIG40, sWIG80, WIG-PLUS, WIGdiv, Respeand WIG indices are
published during continuous trading, other indie@e published three times during the
trading session - after the first and the secomntti@u (fixing) and at the closing of the
session. The share indices may include compan&snibet certain conditions, such as: the
number of free-float shares should be greater @, the value of free-float shares must
necessarily be greater than EUR 1 million, the cmmypmay not be designated in a special
way and cannot be part of the MINUS5 and Alert Issgments and may not be listed in the
Low Liquidity Zone®

42Socha JRynek papierow wartaiowych w Polscé/Vydawnictwo Gaudim, Warszawa 2008, pp. 89-95.
3 http:/www.gpw.pl/plik?ph_content_start=getFile&v _id=720 [accessed on 15.05.2012].
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Table 1 Selected Stock Exchange indices

* - As at 06.07.2012
L -This type of index is calculated taking into @ant the prices of shares contained therein anthtwne

from dividends and subscription rights.

2 -This type of index is calculated taking into @act only the prices of transactions containedetner

Source: Own work based on data from the www.gppoptal

The number of
Date of first The value of the
Index o Index type companies in the _
publication . index *
index *

WIG 16.04.1991 Income * 346 40792.66 points
WIG20 16.04.1994 Price 2 20 2273.28 points
mWIG40 31.12.1997 Price 40 2284.88 points
sWIG80 29.12.1994 Price 80 9536.76 points
WIG-PLUS 31.12.2009 Price 170 740.35 points
WIG-Poland 16.04.1991 Income 311 40893.82 paints
WIG-Ukraine 31.12.2010 Income 10 678.27 points

The latest Stock Exchange index is worth mentioridG-CEE. It was published on

30 May 2012. This is an income index, taking intzcunt income from dividends and

subscription rights. Its initial value was 800 gsinThe main criterion for the selection of

companies is their country of origin. Its portfohaay include companies from Bulgaria, the
Czech Republic, Estonia, Latvia, Lithuania, Romartidovakia, Slovenia, Ukraine and

Hungary, whose shares are traded on a regulateketmar in the alternative trading system

operated by the Warsaw Stock Exchange. Companiasgofen country may be included in

the WIG-CEE index only if at least two companiestlmdt country are listed on the Stock

Exchange, and they have been qualified to variea®ss. At the time of the publication, the

index consisted of 25 companies. Now it includesc@gpanies, and the index value is

847.01 pointé?

4 As at 06.07.2012.
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Katarzyna Grabowsk
4. The Capital Market Participants in Poland

The previous chapters have discussed functionimgaaganization of the stock mark
and financial instruments traded. In this chaptes,subjective structure of the capital mai
in Poland will be addresse

The most important groups of market pdpants include issuers, investors, finan
institutions playing the role of financial intermades between the two already mentiol
groups, as well as institutions regulating and stipig capital market and institutions tt

organize trading in fiancial instruments. This structure is shown in Fegi

Figure 2 The main groups of capital market participants

Institutions responzible far Instiutions carmving out and
financial maret regulation supporting trading in
and supervision t nancial instruments
Issuers E ‘ Financial a ) )
Investors
3 intermediaries

Source: Own work based Czekaj (ed.), Rynki, instrumenty i instytucje fisawve, PWN, Warszawa 20

The issuers are capital markplayers who- by issuing securities and other financ
instruments on their own beha- report the demand for capital. Investors are me
participants providing capital, wt- having surplus capite- acquire financial instrument
investing their seings in securities or other financial instrumenthis group include
individual and institutional investors, domestiddoreign investors, who will be discuss
later in this work

Financial institutions are another group, acting atermmediaries in capital mark
transactions. In providing their services, they ssponsible for transactions in financ
instruments facilitating the movement of capitanfr entities with its surpluto entities witr
its deficit. They also provide advisory servic

Specialized institutions responsible for marketutation and supervision as well
institutions responsible for trading organizatiore @n important group in the subject
structure of the capital market, creating conditions condacito proper conduct ar

settlement of capital market transacti
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While the subjective structure of the financial kerhas been presented above, the
individual groups of the Polish capital market @es/will be characterized later in this work.

The subjective structure of the Polish capital reairk shown on Figure 3.

Figure 3 The subjective structure of the capital meket in Poland

Financial Supervision Authority

National Depositor)l Warsaw Stock
for Securities Exchange
National Bank of
Poland, NBP (the
Settlement Bank)
Institutional Brokerage
— Issuers

Investors houses

Individual

Investors BondSpot SA}

Source: Gielda Papieréw Waftiowych w Warszawie SARocznik Gietdowy 2012. Dane statystyczne za rok
2011 GPW SA, Warszawa 2012.

4.1.1ssuers and Investors in Poland

As it was already mentioned, capital market issaeesentities engaged in the issue of
securities on their own behalf, which raise capitalfinance their operations by selling
financial instruments to investors. A wide rangearstruments traded on the capital market,

as referred to in Chapter I, translates into agtility of greater investment diversification.
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However, to a large extent, issuers of two instmisie shares and bonds - operate in the
capital markets.

Issuers in the Polish capital market primarily ut# such entities issuing shares, bonds
and other securities as: joint stock companies,Tit@asury represented by the Ministry of
Finance, responsible for the issue of treasury debtrities, as well as local governments
issuing municipal bonds.

Terms and conditions of the issue and an abilityndividual entities to issue securities
are governed by the commercial law. The most inggartegulations in Poland regarding
securities trading and its safety are included agmathers inthe Capital Market Supervision
Act, the Financial Instruments Trading Act and AwtPublic Offering, Conditions Governing
the Introduction of Financial Instruments to Orgaed Trading, and Public Companies.
Legal regulations govern the procedure of obtaipeagnission for issuance. They also oblige
the issuer to publish a certain range of infornmatigth securities sale offer and determine the
scope of legal liability.

Issuers' operation on the Polish capital markdissussed in Chapter Il in the light of the
process of entering the Warsaw Stock Exchange.

There has been already presented the supply sittee afapital market: issuers ensuring
the supply of securities. The demand side is reptes by investors who acquire securities,
as an alternative to investing their cash savimgekample in a bank. Thus, the investor is
defined as a natural person, legal entity or arammational unit without legal personality
which - having a certain amount of capital - maikegstment in order to gain profit.

As mentioned earlier in this chapter, there aréviddal and institutional investors on the
capital market. Individual investors are mostly Brimvestors. They include households and
non-financial institutions, i.e. entities that isté¢heir cash savings in the securities.

To gain knowledge of investment principles, indiwadl investors may associate in
investor clubs, primarily in order to jointly invies securities.

It should be also mentioned that the EU regulatenm the Polish laws provide individual
investors with protection in relations with invesint companies. These are primarily et
on Trading in Financial Instruments and the EU @&itive on Markets in Financial
Instruments (MiFIDY®> MiFID provisions aim to strengthen the single mpass principle,

relating to uniform regulations on financial instrents markets in the entire European Union,

“> Directive 2004/39/EC of the European Parliamentaifrttie Council of 21 April 2004 on markets in firaal
instruments amending Council Directives 85/611/EEQ $8/6/EEC and Directive 2000/12/EC of the European
Parliament and of the Council and repealing Coubicééctive 93/22/EEC.
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to increase the protection of investors' rights #rel competitiveness in trading in financial
instruments, to introduce the supervision of inwesit advisory services, to increase
consistency and transparency in companies' oparahd they lay down the "best execution”
principle

The purpose of the passporting principle is to vallmvesting entrepreneurs from
individual Member States equal access to marketfsirwihe European Union. By extending
the single passport principle, the MIFID provisicgigninate the possibility of establishing
local rules on financial instruments' markets bgividual states, which in turn enables and
facilitates the companies to conduct investmentnass and to provide investment services
across the European Union.

The 'best execution' principle imposes on investrfiams an obligation to execute client
orders by means of activities aimed at achievirgahst possible results for their clients.

Therefore the rules introduced by MIFID relate ltie &ctivities of financial institutions,
which will be discussed later in this work.

Institutional investors are mostly professionaltipgzants of the capital market with
a staff trained in the capital markets' operatiod an trading in financial instruments. They
have much greater financial resources, knowledgkeexiperience than individual investors.
Beside investing their own capital on the capitaerket as companies with financial
surpluses, the institutional investors deal withiesting their clients' cash, thus acting as
financial intermediaries. This group of playersiviié characterized in the next part of the

work.

4.2.Financial Intermediaries in Poland*’

The following should be mentioned as financialitnsibns acting as intermediaries on the
Polish capital market: the Central Bank, commergaiks, investment funds, pension funds,
insurance companies and other financial intermediarsuch as leasing and factoring
companies.

Among the commercial banks, an important role andhpital market is played by non-

depository banks. These banks conduct investmeatabpns associated with trading in

% Narodowy Bank Polski, Krajowy Depozyt Papieréw Wdgciowych SA, Gielda Papieréw Wagttowych

w Warszawie SASystem rozrachunku papieréw waidimwych w Polsce i Unii EuropejskidiBP, Warszawa
2009, http://www.mifid.com.pl/mifid_w_praktyce/,deessed on 22.05.2012].

4" Gietda Papierow Warfsiowych w WarszawieRocznik Gietdowy 2012. Dane statystyczne za rok,201
Gielda Papierow Wartgiowych w Warszawie, Warszawa 2012; Czekaj J. (&}hki, instrumenty i instytucje
finansowe PWN, Warszawa 2008; Komisja Nadzoru Finansow&gport o funkcjonowaniu polskiego rynku
finansowego w griu miedzysektorowymJrzad Komisji Nadzoru Finansowego, Warszawa 2011.
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financial instruments and with the risk emergingcapital markets. The main functions of
this type of banks in the capital market includgamization and conduct of clients' securities
placement, securities' underwriting in the form wfderwriting agreement, trading in

securities upon clients' order and on their behtdifough a bank brokerage office, client
investment portfolio management and securitieadifig on their own account as a form of
own bank investment.

Another group of financial intermediaries in Polaiadbe characterized are investment
funds being the collective investment institutiombe Fund may be created only in the form
of a joint stock company by an investment fund canypand the purpose of its operation is
the best possible placement of participants' ressur

There are distinguished open-end investment fumelying participation units and
redeeming them at the request of the fund partntipBhe specialized open-end investment
funds operate under the principles similar to oped-funds, but their statutes may contain
some regulations on the investment methods. Clesddunds are the last group. They issue
investment certificates traded on the regulatekatar Thus, investors have an opportunity to
sell investment certificates, but the investmemtdfumay not redeem its certificates on the
market.

When discussing the investment funds, the Natidnakstment Funds (Narodowe
Fundusze Inwestycyjne, NFI) should be mentioneeyTdre also special privatization funds.
They were created as part of the Mass Privatizaowmgramme. These funds operate in
a different manner than the above-discussed ifistist Participants in the National
Investment Fund do not entrust their resourcelad=und to be placed with benefit, but buy
its shares on the stock market.

Open Pension Funds (OFE) are another form of fiaamatermediation. They are also
a collective investment institution. Open pensiands are the second pillar of the pension
system in Poland as funded pension insurance. Cheation was the most important element
of the pension system reform in Poland in the 19%98ss pillar is compulsory and universal.
As already mentioned, it has the funded charact@iesmanaged by private entities - General
Pension Societies (Powszechne Towarzystwa Emeeytaln

The Open Pension Fund invests cash collected bydtieipants - prospective pensioners
in securities and other assets. The purpose ofOpen Pension Fund is, following the
investment strategy adopted, to maximize the sgcand rate of return on their deposits.

Open Pension Funds, managing assets with a highvaiue, may be included to major

institutional investors operating on the Polishitzmarket.
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Insurance companies, being the oldest non-depgsitgtitutions, are the last financial
intermediary institution in Poland, which is debed in this chapter. These entities are
designed to insure clients against adverse eftdchgrtuitous events. The risk of damage as
a result of the fortuitous event is spread out ggralh participants in the insurance company
who are exposed to such risks. Upon premium patheginsured receives a policy which
certifies the insurance contract.

Insurance companies are largely involved in investimactivities. They invest the
temporarily unused funds, designated for compemsatn securities in the capital market.
This trading is not, however, governed by the ganerinciples.The Act on Insurance
Activity*® dated 22 May 2003 imposes certain conditions soramce companies and defines

the types of securities in which they may invest.

4.3. Institutions Regulating and Supervising the CapitalMarket in Poland*®

The following institutions are responsible for wégion and supervision of the capital
market in Poland: the Financial Supervision Auttyorand the National Depository for
Securities.

The Polish Financial Supervision Authority (Komisikadzoru Finansowego, KNF)
supervises the capital market, but also the bank&wgor, the pension scheme, the insurance
market, payment service providers (PSP) and eleictreaash institutions. KNF was
established under the Act on Financial Market Suipem and is subject to the supervision
by the Prime Ministet°

While supervising the financial market, KNF is dg®d to ensure its proper functioning
and development of its competitiveness and to ptaiee interests of market actors. Its
activities are aimed to increase the stabilityngpmrency and security of the financial market.
What is also important, the Financial Supervisiamh®rity builds up trust in the financial
market in Poland.

The Financial Supervision Authority is actively ailved in the creation of regulations
relating to the financial market operation. It alstdertakes information measures related to

the financial and capital market operation in Pdlafdlso important are measures taken by

“8 Journal of Laws 2003.124.1151 as amended

49 Gielda Papieréw Wargoiowych w Warszawiegp. cit; Czekaj J. (ed.pp. cit,
http://iwww.kdpw.pl/pl/Strony/Home.aspx, accessed.brD5.2012; http://www.knf.gov.pl/index.html, [&ssed
on 15.05.2012].

%0 Journal of Laws 2006.157.11109.
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KNF to create opportunities for amicable and coattly settlement of disputes between
financial market actors.

With regard to the capital market and stock exckartige most important tasks of the
Financial Supervision Authority include granting lbookers, brokerage houses, investment
advisers, other entities organizing markets orstwent funds licenses and permits to operate
in the public market. KNF is also responsible fpp@ving prospectuses, i.e. for admission of
financial instruments to public trading and, agatty mentioned, it undertakes a number of
other activities aimed at the orderly functionirfghee financial market.

KNF carries out international cooperation on a dasgale. It is a member of the Basel
Committee on Banking Supervision, the Internation@rganization of Securities
Commissions, the International Association of laswe Supervisors, the International
Organization for Pensions Supervisors. Besides, KiiFesentatives sit in MONEYVAL, the
Council of Europe Committee of Experts involvedewaluation of methods for anti-money
laundering and counteracting terrorist financing.

From 1999, the Financial Supervision Authority a#s signed a number of international
agreements on cooperation and exchange of infavmatith major financial institutions
from such countries as Argentina, Armenia, AustB&lgium, Belarus, Bulgaria, China,
Croatia, Cyprus, Czech Republic, France, Germanghuénia, Latvia, Luxembourg,
Macedonia, Malaysia, Malta, Mexico, Mongolia, Nataads, Portugal, Romania, Slovenia,
Switzerland, Ukraine, the USA, Hungary and lItaly.

The second most important institution regulatingl @apervising the capital market in
Poland is the National Depository for Securitiesgjiwy Depozyt Papierow Wacowych,
KDPW). Being the supervisory institution, keepingdasupervising the depository and
settlement system in Poland for trading in finahanstruments, KDPW keeps a central
securities depository and settles transactions niedle on the regulated market and in
alternative trading, inter alia on the Stock Exa@nBondSpot as well as NewConnect and
Catalyst, which are discussed in separate chapters.

The National Depository for Securities operates aagoint stock company, whose
shareholders are the State Treasury, Warsaw StackaBge and the National Bank of
Poland.

Within the framework of the international coopewati KDPW is involved in a number of
initiatives, inter alia of the European Central Bamd the European Commission, and is also

active in several international organizations.
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The National Depository for Securities carries\atiis within ECSDA, the European
Central Securities Depositories Association, settaifacilitate cooperation of the Central
Securities Depositories of individual European Mem®tates within joint projects, and being
a forum for the exchange of opinions between them.

SMPG, Securities Market Practice Group, is anotinganization where KDPW is active.
SMPG aims to develop market standards and practiceschieve Straight-Through-
Processing (STP), which refers to the full autooratdf orders' processing on the capital
market.

National Depository for Securities is also a membiethe ESA, the European SWIFT
Alliance, which brings together representativescofintries benefiting from the SWIFT
financial networlk’* ESA aims to exchange information, experience awngige a forum for
discussion.

The last international organization in which KDP$Vaictive is ANNA, the Association of
National Numbering Agencies that assign ISIN codedernational codes identifying

financial instruments) to all securities in pulitiading.

4.4.Institutions Trading in Financial Instruments in Poland

Institutions trading and supporting trading in s@®s in Poland include, first of all, in
addition to the Warsaw Stock Exchange, brokerafjeesfand houses and BondSpot S.A.

Brokerage houses act as intermediaries in theacéinss listed, through which investors
may trade on the organized market. They primardaldwith opening and administering
brokerage accounts, organizing public offering ridftiuments' sale, receiving and executing
buy and sell orders of financial instruments on tharket, managing the portfolio of
financial instruments upon order, as well as priogjchdvisory services. As mentioned in the
previous part of the work, brokerage activity idbjsagt to authorization by the Financial
Supervision Authority.

Activities of brokerage houses in Poland are goserioy the Act on Trading in Financial
Instruments. In accordance with this Act, the brage house may carry out its activities only

as a joint stock company, and brokerage officeseparate organizational units of banks.

*1 The Society for Worldwide Interbank Financial Telerounication is a telecommunications network that is
used to exchange information between internatifinahcial institutions inter alia by serving asiatermediary

in transactions between stock exchanges, bankkelage houses; http://www.swift.com/, [accessed on
20.05.2012].
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There are 42 brokerage houses and 7 brokerage®fficPoland®® Supervision of their
activities is exercised by the Financial Supervisisuthority. In order to represent these
entities in Poland, the Chamber of Brokerage Hqusesered into the Register of the
Economic Chambers, was established on 28 June T%9@6legal basis for its functioning,
beyond the Statute of the Chamber of Brokerage é/usthe Act on Trading in Financial
Instrumentsandthe Act on the Economic Chambgtsf 30 May 1989.

The Chamber of Brokerage Houses, which is a selegong organization, associates
brokerage businesses in Poland, creating favourebfelitions for the development of
brokerage houses and offices, providing them, germaarket actors, with an opportunity to
influence the capital market development in Polar8ly creating the rules of good practices
in the brokerage, the Chamber protects entitiesled in trading securities. In order to
improve the capital market regulation, it also emout cooperation with other institutions of
this market and with the state administraion.

Institutions that organize trading in financial tmsnents in Poland include BondSpot
S.A., managing the over-the-counter market. Thepaom is a unique institution in Poland
due to the fact that it has a license to manageetelated market and the alternative trading
system. At the same time it may also create otlafopms for electronic trading in financial
instruments. The Company was established in 1986ugh the initiative of over twenty
major Polish banks and brokerage houses, undendhee of Centralna Tabela Ofert S.A
(CeTO S.A)). Since 2000, the Warsaw Stock Exchdragebecome CeTO S.A. shareholder.
Nine years later MTS-CeTO S3.joined the Warsaw Stock Exchange capital group,
changing its name to BondSpot S.A. in 2009 Startiogh this period, the Warsaw Stock
Exchange has been constantly a leading sharehafi@mdSpot S.A., holding 92.47% of the
share capital. 3.56% of the share capital is hglthdnks, 3.88% - by brokerage houses and
0.09% of the capital is in the hands of other &sijtincluding Treasuryf,

BondSpot aims at the creation of a competence eamd a centre for trade in debt
instruments in the Polish capital market. To achidwese goals the following intermediate
objectives have been adopted for the organizatidrading in debt instruments: to create and
implement modern, competitive and comprehensiveutigols, to provide professional

*2 http:/iwww.mf.gov.pl, [accessed on 22.05.2012].

*3 Journal of Laws No. 35, item 195 with amendments.

> http://www.mf.gov.pl, [accessed on 22.05.2012].

% In 2004, CeTO SA was transformed into MTS - CeTO. Qiffer entering into a strategic alliance with the
Italian MTS Group; http://www.bondspot.pl/o_spolf;cessed on 20.05.2012].

*5 http://www.bondspot.pl/o_spolce, [accessed on2QM 2].
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expertise, to integrate various segments of thestPdlond market and to focus within WSE
capital group competencies in debt instrumentdinige’

An important objective of the company is to suppgbd Stock Exchange in pursuing the
strategic goal of creating a regional centre ofiteaprading through gaining a competitive
advantage in this field by the WSE as comparedtieromarkets in the Central and Eastern

Europe>®

> http://www.bondspot.pl/strategia_bondspot, [acedsm 20.05.2012].
%8 |bid.
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Pawel Szyga

5. Foreign Issuers and Foreign Investors' Participatio in Trading at the Warsaw

Stock Exchange

Polish accession to the European Union in 2004 ava®ry important event for the
development of the Stock Exchange in Warsaw anddding a regional financial centre.
This not only allowed to facilitate the access afefgn capital to the Polish market, but also

the domestic securities market became part ofdbergties market of the European Union.

5.1. Introduction of Foreign Issuer's Securities to Tradng

On the basis of the single European passportutistit, which has been discussed in more
detail in Chapter 4, the procedure to enter thesRoéxchange by a foreign company
registered in another country of the Community gaesatly facilitated. Currently, such issuer
has an opportunity to submit a prospectus to iteonal securities market regulator. At the
same time it is released from an obligation to prepthe prospectus for the supervisory
authority of a stock exchange where it wants todsgs securities. However, such public
offering may be carried out in Poland only if thelish Financial Supervision Authority
receives from its sister institution in another Bldmber State the following documerits:

» a notification document confirming approval of tissue prospectus relating to
such securities and defining the scope of inforomtvhose omission from the
issue prospectus has been authorized by the com@etéority or not included in
the issue prospectus on account of the nature eofisbuer's activities, its legal
form, the securities in question, or of other r@ade considerations which justify
omission of such information from the prospectusng with a statement of
reason for such authorization or non-inclusion;

» a copy of the approved issue prospectus, drawmdpupdated in compliance with
the law of such Member State, along with a tramsfiainto Polish or English
(along with translation into Polish of the parttbke issue prospectus including
a summary of the information contained therein).

After the approval of the prospectus by the Finan@upervision Authority, the
requirements for the issuer, and subsequent proegdor the admission of shares to trading,
are similar to those applied for Polish companies.

% The Act of 29 July 2005 on public offering and terand conditions of introducing financial instrurtseto
the organized trading system and on public comga®idicle 37, Journal of Laws of 2005 No. 184, it&&89.
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The issuer from outside the Community who intendsenter the Warsaw Stock
Exchange, must receive approval of its prospecyuthé securities market regulator of any
EU Member State, which results from the aforememtibprinciple of the single European
passport. The most common practice used by foresgnpanies from outside the EU is to
create a special company in one of the EU MembateStand to contribute their shares to
such company. Companies that took advantage of gbistion include among others:
Ukrainian companies Kernel and Astarta, Belarushabis or Israeli Cinema City. After
approval of the prospectus, all applicable regotetiand procedures are identical as for an
issuer incorporated in one of the EU Member States.

The rules for foreign shares' introduction to trgdon NewConnect, upon approval of the
information document (in this case, too, therehes tequirement of appropriate language and
the principle of the single European passport Igl)aare similar to those applied for Polish
companies.

Conditions of bonds' issue on the Catalyst maikefioreign issuers are identical to those
for Polish issuers.

The most commonly cited argument for decisionsarifin entry to the Warsaw Stock
Exchange, is the IPO cost attractiveness. Comparéide London Stock Exchange, IPO on
the WSE is 3-4 times chea&r.

5.2.Dual Listing of Foreign Issuer's Shares

If the shares of the issuer wishing to enter thiisRstock exchange are already listed on
another regulated market of the European Uniors tecessary to establish a link between
the home depository and the Polish National Deposifor Securities. KDPW currenfly
holds 18 such links, which makes it a regional ézad terms of number of links. These
contracts allow for dual listing of companies fréwstria, Bulgaria, Czech Republic, Estonia,
France, Canada, Lithuania, Germany, Slovakia, Swed&A, Hungary, Great Britain, and
Italy.

In May 2012, 20 foreign companies took advantagé¢hefdual listing formula on the
WSE Main Market, which means that every secondigoreompany used dual listing. The
reason for foreign companies' decisions on thé¢ lditimg on the Polish stock market is most
often the desire to raise from the Polish marketitamhal capital for further development.

% przybylska-Kapfcinska W.,Rozwoj polskiego rynku gietldowego na tle sytuagjidgieuropejskich w XXI
wieku "Roczniki Ekonomiczne Kujawsko-Pomorskiej Szkotyx&zej w Bydgoszczy”, Bydgoszcz 2008, p.
128.

®1 As at May 2012.
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The decision to choose this formula may also haweee trivial basis, as was the case with
CEDC company, which comes from the New York StogkHange. If the issuer decided to
trade at the same time in both stock exchangede tma shares on the Warsaw Stock
Exchange would take place only for an hour ang fifinutes. This is due to the location of

Warsaw and New York in various time zones.

5.3. Foreign Issuers' Importance for WSE

At the time when Bank Austria Creditanstalt, asftret foreign company in the history of
the Stock Exchange, had its impres&i@ebut on the Polish stock exchange on 14 October
2003, the route was made for other foreign issutesested in the Polish trading floor, and
the process of the Warsaw Stock Exchange brandlibgilbegan as a regional financial
centre. After the Polish accession to the Europkbsmon and associated procedural
facilitation for IPOs from other Member States, tssue of foreign shares on the Polish
capital market began to follow (see Diagram 1)tHa years 2008-2010, the slowdown in
foreign IPOs can be seen, which was due to theasemrcrisis in Europe.

Diagram 1 Number of companies on the WSE Main Markeas at 25 May 2012.
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M Polish companies  ® Foreign companies

Source: Own work based on data from www.gpw.pléased on 20.05.2012].

The debut of the first foreign company and expectktuts of other companies
necessitated establishment of an index made omlgdmpanies incorporated in Poland —
WIG-Poland (earlier WIG-PL) in December 2683

Analysing the ratio of the number of foreign comigarto the total number of companies

listed on the Main Market of the Warsaw Stock Exae(foreign companies account for less

%2 Kurasz J.Akcje Banku Austria zadebiutowaty na GPW po 160GAzeta Gieldy Parkiet”, 14.10.2003.
3 http://www.gpw.pl/indeksy_gieldowe?isin=PL99999998ph_tresc_glowna_start=show, [accessed on
25.05.2012].
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than 10% in this comparison), one could get ther@sgion of low importance of foreign

issuers for the Polish stock exchange. Howeves, ithision disappears when one takes into
account the capitalization of the WSE Main Marketl garticipation of foreign companies

therein (see Diagram 2). It should be noted thataly in 2007, i.e. four years after the debut
of the first foreign company on the WSE, capitdlma of foreign companies was higher than
the Polish companies' capitalization. This phenanemmowever, turned out to be a one-off
event, because as early as in the next year thtakzation of Polish companies was again
higher than the foreign companies' capitalizatibms situation is related to the bear market
in the years 2007-2009. Two arguments prove a lmgswt that prices of foreign companies’
shares on the Warsaw Stock Exchange are moreisertsitpoor investor sentiment than the
Polish ones. The first of these is a summary oh dat the WSE Main Market capitalization

for the years 2007-2012 (Diagram 2). The seconithasfact that the broad market index -
WIG - since its peak in June 2007, to the predeas, fallen by 42%, while the WIG-Poland

index - by 25%. This hypothesis, however, is netdssed in more detail in this study, due to

its divergence with the objective of this work.

Diagram 2 WSE Main Market capitalization as at 25 May 2012
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Source: Own work based on data from www.gpw.pl¢ased on 21.05.2012].

Foreign companies whose shares are listed on thieaWastock Exchange Main Market,
come from the following countries (in brackets thember of companies from a given
country) Ukraine (10), Czech Republic (4), IsraBl Bulgaria (2), Estonia (2) , Lithuania (2)
Slovenia (2), Switzerland (2), Austria (1), CypKa$, Italy (1), Canada (1), Luxembourg (1),
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Germany (1), Slovakia (1) , Sweden (1), USA (1),teth Kingdom (1), Italy (1}* Most
foreign companies come from the food industry 10

A relatively large number of companies from Ukraarel the strategic importance of the
Ukrainian business for the Polish stock matkbas led to a decision by the Warsaw Stock
Exchange to create a second national index on thm Market - WIG-Ukraine - which
brings together companies established in Ukraisewall as those whose activities are
concentrated to a largest degree in this cofitfhis index has been published from 4 May
2011, and now it includes all 10 Ukrainian companierom the end of May 2012, there has
been created a WIG-CEE index, which brings togefibreign companies from countries with
at least two representatives on the Main Markaimfrat least two different industries,
including at least one whose shares are listederidrmula of single listing .

Despite the importance of foreign issuers, thearet on the Main Market do not enjoy
large turnover - in 2011 they accounted for 3% bftarnover in shares on the Stock
Exchangé,

The NewConnect market, conducted in the alternatimding system, may be called
international from 16 October 2008, i.e. the ddt¢he first foreign company debut - Czech
company Photon Energy. Currently, securities ofoieifin companies are quoted on the
trading floor for small companies (from Bulgariaze€h Republic, Ukraine and the United
Kingdom) with the total capitalization of PLN 104liion in 2011%°, which represents 1.2%
of the total market capitalization.

Debt instruments of only one foreign issuer - Aiast\Warimpex were quoted on the debt
market, Catalyst, in October 2011. However, WSEtsgy involves measures aimed at
encouraging foreign issuers to enter into this mark especially concerns companies from
the Czech Republig

WSE organizes by its own and in cooperation witk tinistry of the Treasury,
campaigns designed to promote all its platforms @asodern financial centre in the Central

and East European region. As part of these ae$vitiere are organized conferences both in

® As at 25.05.2012.

% As at 25.05.2012.

5 Mayer B.,WIG-Ukraine — pierwszy taki indeks gietldowy w EueppGazeta Gietdy Parkiet”, 05.05.2011
http:/imvww.gpw.pl/indeksy_gieldowe?isin=PL9999999&p8_tresc_glowna_start=show, [accessed  on
25.05.2012].

% Rocznik gietdowy 2012. Dane za rok 20Gletda Papieréw Warfoiowych w Warszawie, Warszawa 2012,
p. 80.

% bid., p. 264.
"http://wiadomosci.stockwatch.pl/l-sobolewski-rozveaitalyst-jest-dla-nas-kluczowy,obligacje, 3971, cissed

on 25.05.2012].
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Warsaw - CEE IPO Summit, and in home countriesarhganies potentially interested in
issuing their securities on the Warsaw Stock Exghan CEE IPO Roadshow. Within the
framework of the second of these events, repretbesgaof the Warsaw Stock Exchange,
KDPW and the Ministry of the Treasury visited in140Israel, Lithuania, Slovenia, Ukraine
and Hungar¥/.

5.4. Foreign Investors' Participation in Trading at the Warsaw Stock Exchange

Starting from 1997, a survey on the participatibmlifferent groups of investors in stock
trading has been carried out among brokerage hangesland. The survey relates only to
session activity: block trade and tender offersrantetaken into accoufft

Already starting from the 90s of the last centdoyeign investors have been exerting a
significant impact on shares trading on the War§&aeck Exchange Main Market. The last
decade has seen a further increase in their gc{see Diagram 3). In 2005 an increase in the
share of foreign investors by 8 percentage poirds moted, which may be caused by Polish
accession to the European Union in May 2004. Sk@¥0, foreign investors have been
generating almost half of trading on the Main MarKehe stabilization of their trading share
was also observed, which is important becauseeointrease in shares trading value in 2011.
The most common foreign entities trading on the 3&ar Stock Exchange are brokers from
the UK and Franc& The increased interest in the Polish stock mariat be associated with

numerous privatization projects carried out byNheistry of Treasury.

"http://www.gpw.pliwydarzenia/?ph_tresc_glowna_stsiiow&ph_tresc_glowna_cmn_id=46738, [accessed on
25.5.2012].
2 Droga na giet@, jak przygotowa spétie do emisiji publicznepp. cit., p. 23.
3 Rocznik gieldowy 2012. Dane za rok 2044. cit., p. 150.
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Diagram 3 Participation of different investors grous in stock trading

i
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Source: Gielda Papieréw Wagtiowych w Warszawie, www.gpw.pl

The share of foreign investors in the futures manke2011 was 16%, while in trading
options - 24%. In the first of these instrumentsréhhas been recorded steady growth in the
foreign companies' share starting from 2006, winilethe other, foreign participation in
trading doubled in 2011 as compared to the preweag*.

WSE trading floor for small companies - NewConnecurrently does not enjoy high
interest of foreign investors. Their share in sttekling in this market fluctuated in the years
2007-2011 in the range of 2-3%

™ bid p. 150.
5 Ibid p. 265.
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Matgorzata Jara
6. NewConnect

6.1. Introductory Issues on the NewConnect

In Poland, as in other neighbouring countriestelare lots of young, innovative and
promising companies that are undercapitalized, #mgs lack financial resources for
implementation of innovative business projects.tlm other hand, there is a large group of
investors on the capital market who are interestedotentially very profitable, although
risky, investments.

For this reason, the Warsaw Stock Exchange decidecheet the needs of both
groups: young companies and investors, by creatinglternative market NewConnéttt is
an organized stock market of the Warsaw Stock BExghabut it is run outside the regulated
market in the form of an alternative trading sysférithe creation of this market is also
a great opportunity for the development of the \WarsStock Exchange, and it has
contributed to the growth of the Polish economyowation. NewConnect is a kind of
a platform for financing and trading in the secagdaarket, for companies with a short track
record and a high growth potential. For issuerssita stimulator of growth, providing
investors with additional investment opportunities.

NewConnect creation was consistent with trend®mesl in many European capital
markets. Similar platforms operate on the LondatlExchange - AIM market, First North
market is attached to the OMX Nordic stock exchaggmip, in Ireland there is Enterprise
Exchange market, in Germany -Entry Standard Maaketched to Deutsche Boerse, in Italy -

Expandi, as well as Alternext market attached éoBhronext stock exchanffe.

6.2.Issuers at NewConnect

NewConnect is mainly intended for small and medgired joint-stock companies,
which are struggling with the so-called equity gapd also - because of their size, or for
other reasons - have problems with raising cap@aimpanies listed on NewConnect are

characterized by high growth rates, represent iatioe sectors based on intangible assets

® On 30 August 2007 the first session on NewConnetket was held with debut of 5 companies (Virtual
Vision, a film and video games producer, ViaGuaianf the alcohol beverage industry, Wroctawski Dom
Maklerski (Wroclaw Brokerage House), IT company SAH Bigital Avenue).

" The NewConnect market activity is governed by thierAative Trading System Regulations (accessible a
http://www.newconnect.pl/pub/regulacje_prawne/Raguh_ASO.pdf).

8 www.newconnect.pl/index.php?page=faq_spolki [aseeé®n 28.05.2012)].
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(e.g. IT, electronic media, telecommunications,tdgbnology, alternative energy, etc.),
usually have a short track record (the so callad-sips). However, mature companies may
also seek capital of several hundred thousand verake million Zloty on this market.
NewConnect platform is also regarded as a fornranfsition before the debut on the WSE
Main Market’® 400 companies are currently listed on the NewConnerket, the largest
group being companies from the retail and seriotos (28.76% of the totaly.

NewConnect market is generally simpler and moreréibthan the regulated market. It
differs from WSE Main Market by more simplified foalities and admission procedures,
fewer information (disclosure) obligations, and aball much lower debut and trading costs.
However, any company wishing to debut on this miankest meet the following admission
requirements:

1. the status of a joint stock company (or partnerihiied by shares),

2. unlimited transferability of shares,

3. the company may not be in bankruptcy or windingpupceedings,

4. must be aided by an authorized adVfsand a market maker (in certain cases, the

optional requirement)

5. Preparation of an appropriate information docunfiént.

6.3. NewConnect Debut

The Company may enter the NewConnect market inwags: through a private and
a public offerind® In the first case the issue is carried out inftren of the so called private

placement, targeted at maximum 99 investors. téheracterized by an easier admission to

9 Banaszczak-Soroka URynki finansowe. Organizacja, instytucje, uczegtnWydawnictwo C.H.Beck,
Warszawa 2012, p.87.

8 As at 22 May 2012.

81 The following may become authorized adviser: arestment company or other entity providing services
related to business transactions. The role of dvésar is to assist the issuer in drafting an adimisdocument,
then in its approval. From the debut of the compdoya period of at least one year, the advisepetts the
issuer in complying with the information (disclosyrobligations and advises the company on its rigadh
NewConnect. Only those entities that receive aightion of the Stock Exchange and will be enteredHsy
Stock Exchange into the list of Authorized Advisaray be Authorized Advisers in the NewConnect marke

8 The information document is drawn up under morerkb rules than the prospectus and information
memorandum. Detailed information in relation to #treicture and content of the information docuncamt be
found in Appendix 1 to the Rules of Alternative TireglSystem.

8 In this case all the requirements of public infatibon document, i.e. Regulation EC 809/2004 impleingn
Directive 2003/71/EC as regards information cont@imeprospectuses as well as the format, incorjmordty
reference and publication of such prospectusesimsémination of advertisements are applicabléydicg the
procedure of prospectus approval by a competerdgrgigon authority (Financial Supervisory Authojityor
tenders under PLN 2.5 million an information memadk&n must be prepared.
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trading, which is based on a short, simple infoiamtiocument* It is approved in advance
by the Authorized Adviser (cooperation with the Agibr is a necessary condition for the
private placement).

Another method of shares' issue is the traditioveal, known from the regulated market,
i.e. through a public offering. In this case, thempany must meet the same admission
requirements that are applicable in the WSE Mainrkegta This implies the need for
a prospectus or information memorandum (for tentleiSUR 2.5 million) and approval by
the Financial Supervisory Authority.

Extremely important is the fact that shares areothiced to trading in NewConnect

within 7 days of receipt of all required admissaotuments.

6.4. Information Requirements

One of the three characteristics of the NewConnsatket are the reduced information
(disclosure) obligations for companies, which hare absolute duty to present. current
reports (with a narrower scope than on the regdlatarket), quarterly reports, and annual
reports approved by the auditor. They do not neeibmit semi-annual reports.

A very interesting point is that from 2010 onwardsternative market issuers must meet
information (disclosure) obligations for complianggh the corporate governance rules in the
form of best practices for NewConnect listed congsrand for authorized NewConnect
adviserd” Issuers are required to publish, along with theuah report, a report describing

application of the best practice rules.

6.5. Benefits and Risks for Investors

Both institutional and individual investors can ést on NewConnect. We distinguish the
following categories of investors:
1. Individual investors looking for investment withhagh rate of return, accepting
the increased level of risk,
2. individuals with significant capital, the so-callbdsiness angels,
3. closed-end funds, open pension funds, open-endtment funds

4. hedge funds, private equity / venture capital,

8 In this case, the information document must bgamed, the scope of which is set out in Appendir the
Rules of Alternative Trading System.
% The corporate governance rules are described il detAppendix 1 and Appendix 2 to Resolution No.
293/2010 of the Management Board of the WarsawkSEoe@hange of 31 March 2010 on the changes in the
document: "Dobre Praktyki Spotek Notowanych na New@ect" [Good Practices of the NewConnect Listed
Companies].
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5. companies specializing in asset management services
Thanks to NewConnect the above investors have portunity to co-finance
innovative business projects and participate ifigreesulting from their rapid growth.

The Warsaw Stock Exchange has made every effe@hsore, by means of appropriate
regulations, high trading transparency and secorityhat market. However, one must realize
that higher development potential is always accanguhby an increased investment risk.
This is largely due to the specific profile of thearket, which brings together companies
operating in a competitive, volatile sector of emmry, with a lower market capitalization and

a shorter track record.

6.6. Trading Mechanism®®

NewConnect is based on an existing technologidaasiructure - WARSET. Listings
may be held from Monday to Friday, in two systems:

1. The order-driven system - session is open at &100and close at 5.35 p.m. (as at the
regulated market), where continuous trading sysaeoh single-price trading system
with two fixings are allowed. In this system, thenket animator operates, which is
required to support the liquidity of trading in tissuer's shares.

2. The prices-driven system - an innovation in theidPolmarket, where trading
resembles an auction. In this system, the mark&emaperates, which is responsible
for quoting, i.e. the issue of buy and sell offe@ontinuous trading phase lasts
between 9.30 a.m. and 4.10 p.m.

Besides, it should be noted that to promote the Isssiers, the Stock Exchange has
created a special NewConnect Lead segment, whidgsbtogether companies with a clear
potential to move to the main floor of the StockcEange. In this way, on the one hand it
honours leaders, on the other hand - provides iokgsvith an extra hint. To be selected for
this segment, the company must meet several exiteri

1. the average market value of the issuer’'s shardseipast 6 months was greater
than EUR 5 million, and at least 10% of the isssisHares are free-float shares
at the end of each quatrter,

2. the average number of transactions in the issushazes was greater than
5 transactions per trading day or the average vaflueading was greater than
PLN 5,000 per trading day,

8 As at 28 May 2012.
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3. transactions in the issuer’s shares in the lasiléndar months were made at
least on one half of all trading sessions,

4. price volatility over the past six months did nateed 15%, and the average
price in this period was higher than PLN 0.50,

5. the company was listed on the Stock Exchange fl@aat one year, it complies
with the “Code of Best Practice of NewConnect édsCompanies”.

6. the company carefully meets the disclosure obligetin relation to investors.

NCLead qualification is performed on a quarterlgiba

6.7. Market Members

NewConnect market members are market aninfdtarsd market makers. In both cases,
this role is played by investment companies thapsu the company for at least two years.
The main task of these entities is to ensure thedity of trading in the issuer's shares. The
market animator operates in the order-driven sysgerd in the price-driven system this role
is played by the market maker. 34 members currempigrate in the NewConnect market,
three of whom have together nearly 50% share diriga They are the following: Alior Bank
- 17.59% Dom Maklerski BZ WBK (BZ WBK Brokerage Hse) - 17.5% and Dom
Inwestycyjny BRE Banku (BRE Bank Investment Housé&}.51%° Only an entity having
the status of a WSE member may become a NewConrenber &

6.8. Market Index

NClIndex which is calculated for the NewConnect regrkncludes all companies listed at
this market. Index participants are updated on atquy basis, which allows to better map
the economic situation. Throughout the session,jrilex values are updated continuously:
the latest data are published every 5 minutes.

Moreover, there is one more index at such a youaiket - NC Life Science, dedicated to
companies from medicine and biotechnology sectagh(share of human capital and modern
technologies). It is one of a class of income irdeX his means that in calculating its value

the dividends and subscription rights are takea amcount in addition to the share price.

8 The detailed rules of operation are specified @Alernative Trading System Rules, Chapter VI, 8v20ket
Animators, § 21 Market Makers (http://www.newcongépub/regulacje _prawne/Regulamin_ASO.pdf).

8 http://www.newconnect.pl/index.php?page=1056 [ased on 28.05.2012)].

% The detailed rules for becoming a NewConnect maketspecified in the Alternative Trading SystemeRul
(legal status as at 19 July 2011).

9 As at 28 May 2012
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Currently, the NC Life Science index is determimedthe basis of 10 companies with a total

market block value exceeding PLN 1.5 millign.

*L http://www.newconnect.pl/?page=sklad_ncxlifescicissed on 28.05.2012].
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Anna Sopata
7. Catalyst

The debt securities market Catalyst was launched808eptember 2009. Thus, it is the
youngest capital trading market created by the WaiStock Exchange. Catalyst was created
to facilitate and disseminate investment in bordsch are not connected with such a high

risk as shares.

7.1. Catalyst Market Structure

The following may be the issuers in the bond markaiall and medium-sized enterprises,
local governments, territorial units and large gmises. Debt financial instruments have been
adjusted to such a wide range of issuers. Thetharéollowing’

» corporate bonds issued by companies and finanggttutions,
municipal bonds issued by local government uniig. (@unicipal units)
cooperative bonds issued by cooperative banks,
treasury bonds issued by the Treasury,

YV V VYV V

mortgage bonds.

The legislative definition of bonds was laid dow®9% (quote’: ,Bondsare securities
issued in series, wherein the issuer declareshihat a debtor of the owner of the bond (the
bondholder) and takes upon himself an obligatiomtke a specified performance for the
benefit of the bondholder. Securities issued iresenean the securities representing property
rights, divided into a certain number of equal sinit

The Catalyst Market is managed by the Stock Exchamg by BondSpdt a capital
company established by the Stock Exchange. WSE geanthe organized market of retail
transactions and an alternative trading systemrétail transactions. And BondSpot is
responsible for the regulated wholesale sub-mddtetvholesale transactions and alternative

trading system for wholesale transactions.

7.2.Reasons for Establishment of the Organized Bond M&et - Catalyst:

Catalyst market was created due to:

2 przewodnik dla inwestorgvDbligacje na rynku CatalysGietda Papieréw Waréciowych w Warszawie SA,
Warszawa 2011.

% Act of 29 June 1995 on bonds , art. 4. Journal efd.af 4. 19 July 1995, itedt20.

% BondSpot SA - a company established in1996 ainitiative of 20 Polish brokerage houses and Pdjishks.
Since 2009, WSE has been its main shareholder. ©hgény has a license to manage the regulated market
and the alternative trading system; it is alsotletito create other platforms for electronic tradin financial
instruments. Source: http://www.bondspot.pl/ [asedson 22.05.2012].
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e insufficient information on issued bonds and caroeet transactions,

e lack of a single settlement platform,

e inadequate standards for issuers,

e difficulties in comparing bonds' issues,

e large variations in the issue terms and conditions,

e diversity of internal bank regulations on keepihg tlepository (mainly banks dealt

with bonds trading prior to 2009).

Catalyst establishment means increase in liquidithe instruments' trading and access to
public data on transactions. The market valuatibiands may contribute to market risk
reduction. Moreover, the investment risk reductisrdue to access to information and an
ability to control the bond issuer's condition tkaro these data. Catalyst has also created
a standardized form of bonds' issue, which alloarsefasy comparative analysis of issuers.
Uniform requirements and regulations applied by WW8E and BondSpot reduce the legal
and operational risks. An important advantage dtlgat creation is application of a uniform
settlement and recording system maintained by tagoNal Depository for Securities and
high requirements put to the market participanis,albowing them to trade only through

brokerage houses and offices.

Financial instruments traded in the alternative tding system (ATS)

To be admitted to the ATS, bonds must have theviellg characteristics:
> no restrictions on transferability,

> no winding-up proceedings in relation to their esu

> information documents or notes must have beeneddat them.

The alternative trading system is managed sepwgrdigl the Stock Exchange and
BondSpot S.A. Bonds of 29 issuers are listed on A& managed by WSE and 16
participants are registered at the ATS managed doydBpot. Table 2 shows examples of

ATS participants.
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Table 2 Examples of issuers at the Alternative Traithg System Catalyst

WSE ATS and BondSpot

WSE ATS BondSpot ATS
ATS

COPERNICUS
SECURITIES S.A.

ALIOR BANK SA SOCIETE GENERALE SA

BANCO ESPIRITO SANTO
BANK BPH S.A. DE INVESTIMENTO S.A.
BRANCHES IN POLAND

BANK POLSKA KASA
OPIEKI S.A.

DOM MAKLERSKI BZ
WBK S.A.

DB SECURITIES S.A.

Source: Own work based on: http://gpwcatalyst. il flaccessed on 07.07.2012].

Financial instruments listed on the regulated marike

The Financial Supervision Authority has laid dowarerigorous guidelines for the terms
and conditions of trading and issue on the regdlatarket. Bonds may be traded on the
regulated market when the prospectus created byistheer has been approved by the
Financial Supervision Authority. Furthermore, asha case of trading on the ATS, the issuer
may not be subject to a proceeding as a resulthafhwit could have filed for bankruptcy or
liquidation. Also on the regulated market, bondmsferability may not be restricted. An
important point in the Catalyst Rules is a requigatthat on the regulated market the value
of the bonds, which are placed on the main marketllsl be at least EUR 1 million (PLN
4 million).

Catalyst has 60 patrticipants, each having its owgtruments traded on the Regulated
Market operated by the Stock Exchange. Twelve issi@ve their bonds in trade managed by
BondSpot, including;

» Raiffeisen Bank Polska S.A.,

» Societe Generale SA,

» Dom Inwestycyjny BRE Banku S.A.,
» Bank BPH S.A..

In addition, 10 Catalyst participants have thestioaments listed in 4 markets (WSE ATS,
BS ATS, WSE, RR BS), including:

» Bank Polska Kasa Opieki S.A.,

% http://gpwcatalyst.pl/1100 [accessed on 07.07.2012
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» Dom Maklerski Banku Handlowego S.A.,
» Dom Maklerski BZ WBK S.A.,
> ING Securities S.A..

7.3. Catalyst Authorization

Catalyst Authorization means the registration obtd&nancial instruments issue in
Catalyst information systems. At the same timeiskaer making authorization undertakes to
meet the requirements related to the presentationrcent and periodic reports. The buyer of
such bonds is not liable for any costs, authoratioes not bring about any impediments to
trade. The authorized bonds may be also tradedletitse organized market. Such a situation
occurs mostly with participation of brokerage hauaed banks, acting as an intermediary.

To receive authorization the issuer must submépart with information on the name
and address of the issuer, a brief descriptiorisobusiness, financial data for the last year -
amount of equity, revenue, net profit and totabilides. A compulsory part of the report is to
describe instruments that are to be subject tooaiatition. In addition to the report about the
issuer, an information about rating results and dbeent articles of association must be
submitted. Besides, the issuer seeking authorizatiast unconditionally agree to comply
with the "Catalyst Rules of Procedure."”

Obtained authorization is an incentive for investerit indicates that the issuer is
a participant of the market managed by the Stoakh&mge and, importantly, meets all the
disclosure requirements. Information provided bg tesuer should include a note of the
circumstances and events that affect its econoiuat®n, assets and financial situation. If
the issuer violates the rules and fails to meebhiggations, bonds that it has issued may be
deprived of the authorization. Instruments that badn listed will be automatically excluded

from the Catalyst trading.

7.4.Retail Trade and Wholesale Rule¥

1. There is a lot of difference between the wholesalg retail trade. The wholesale takes
place within BondSpot, and the retail trading tlo@ Stock Exchange.

2. In both cases prices are expressed as a percaftdgenominal value, but they have
different accuracy. Prices of debt financial instants on the Stock Exchange are
always determined with an accuracy of 0.01 pergengmints for all nominal values,

while in the wholesale trading accuracy is diveesifdepending on the nominal value:

% przewodnik dla inwestorawdbligacje na rynku Catalysop. cit. p.1.
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e 0.1 percentage points — nominal value of less Blax 100;
e 0.01 percentage points — nominal value PLN 1004@®,
e PLN 10,000 — price accuracy of 0.0001 percengemyets.
3. There are no restrictions on price variations i wWholesale, while in the retail trade
the variation is 3 percentage points to the refezgrice.
4. The opening price in the retail trade is determioadhe basis of orders placed prior
to the start of the session. There is no fixed oyeprice on the BondSpot market.
5. The minimum value of financial instruments in oneler is, respectively, one bond
and a block worth PLN 100,000 (the nominal price)retail trade and wholesale.
6. Another difference is the minimum block trade value the retail market it is PLN
100,000. In the wholesale it was determined thathiock trade value could not be
lower than the minimum value of the transaction iigah to this market.

7. The retail trade as opposed to the wholesale daoiesllow for negotiated transactions.

7.5. Instruments Listed and Authorized - StatisticS’

296 debt instruments denominated in the Polishecyr and one bond priced in Euros are
currently listed on the Catalyst market. They idelu

» 191 - corporate bonds;
38 — treasury bonds;
25 — cooperative bonds;

23 — municipal bonds;

YV V V VY

9 — a total of public mortgage bonds and mortgagelb).
Values of each issue of bonds are in the rangeLdf 10,000.00 - 29,570,737. The
biggest issue for the said amount was done by thasliry on 26 October 2008, i.e. before
the creation of the Cataly&t

There are 27 authorized instruments, the largestpgbeing the municipal bonds. The
following have received most authorizations: Jaeski poviat (district) and cities of Tczew,
Zabki, Cheln?®.

The table below presents the change dynamics irCttalyst, showing the number of

transactions, debuts, series, issue and tradesralue

9 As at 25.05.2012.
% http://www.gpwcatalyst.pl/instrumenty _notowanesdessed on 25.05.2012].
% http://www.gpwecatalyst.pl/instrumenty_autoryzowafsecessed on 25.05.2012].
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Table 3 Statistical annual data of Catalyst tradingn the years 2009-2011

Parameter Value 2009 2010 2011

The value of session trading (Pl

million) 169.97 751.06 1, 214.13
Number of session transactions 31B 4, 300 29 ,978
The value of block trades (PLN milliof 4,978.78 255.2 1, 279.90
Number of block trades 73 43 215
Number of series 47 109 268
including listed 35 97 246
including authorized 12 12 22
Issue value (PLN million) 10,690.79 21,552.7p 551,77
including listed 10,649.29 21,508.10 | 531,587.51
including authorized 41.5 44.67 64.26
Number of IPOs 35 69 146
Number of sessions 64 253 251
EUR exchange rate 411 3.96 4.42

Source: Own work based on: http://www.gpwcatalystatystyki_roczne [accessed on 23.05.2012].

The main perceivable relationship is the growtkalbindicators in the consecutive years,
which may be taken as an indicator of the Catatyatket development. 2011 was especially
fruitful in terms of debuts - a total of 146. It aso important to draw attention to a major
change in the issue value between 2010 and 20bin-dbout PLN 21,508 million up to PLN
531,650 million.
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1. Ukrainian Stock Exchange

Uliana Pavliuk

8. Ukrainian Stock Exchange-the way of development.

8.1. General information about the Ukrainian Stock Exchange (USE).

Ukrainian Stock Exchange is an important part o g8tock market of Ukraine.
Exchange is the organizational form of market iniclhtraded securities - stocks, bonds,
certificates, and documents connected with the mewe of credit and currency values.
Unlike commodity exchanges which regulate the ma@mof goods, funds exchange
provides the movement of the capital because therisies are different forms of its
equivalent. Acceleration of capital movement cdmités to increased efficiency of the
economy. This is one of the objectives, of the StBgchange. Ukrainian Stock Exchange
occupies an important place in the stock market.

Ukrainian Stock Exchange is:

* the first organized securities market createdkraine,

» created according to the Law of Ukraine “On Sdms and Stock Exchange” and
registered by the Decree of Cabinet of Ministertlifaine in 1991, October 29,

* closed joint-stock company. Its authorized cdpgalivided into 2000 ordinary shares,
which belong to legal entities, which amounts tp108,000 UAH,

* organizes securities trade under the licens@noiessional activity in securities market
in April 26, 2011 issued by the State Commissionhef Securities and Stock Market Under
the current legislation of Ukraine,

* is a self-regulatory organization of the secesitmarket since June 1998,

* has 3 branches in Crimea, Kharkiv and Ivano-Freskk

* has the leading structure of privatization preess(in 1993 USE became a pioneer of
money privatization and implemented the exchangehar@sm of price creation),

* is a member of Coordinating Council for secusitimarket’'s functioning questions
charged by the President of Ukraine,

* a member of Consulting and Experts Council inusies and Stock Market State
Commission,

» a member of Executive Committee of FederatioRuro-Asian Stock Exchanges,
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* a member of the Capital Markets Working GroupQrganization for Economic Co-
operation and Development (OECD),

» a member of Ukrainian Community “Intelligencetbé Nation”,

» official publication - Newscasts "Hermes" in "Buosss Ukraine".

The first auction in USE occurred in February, 19BRe practice of the stock market
shows that non-government securities markets arelal@ing more rapidly.

At the end of 2000, USE experts took an active patthe work of the Strategic group
on stock market development of Ukraine, which ideld (consisted) representatives
Ukrainian Government, Administration of the Presidef Ukraine, ministries and agencies,
SEC, professional stock market of Ukraine and maBonal organizations. The result of the
work of the strategic group was the following depghent projects: President of Ukraine
Decree "On measures of stock market of UkraineZ001-2005", Cabinet of Ministers of
Ukraine Order "On approval of a plan to impleméw basic directions of development of the
stock market of Ukraine for 2001-2005" and "Progsamh development the stock Market of
Ukraine for 2001 -2005 years ",which are directedcteate an efficient functioning stock
market, which should provide civilized level of @stment process and the practical success
of market reforms. In 2000, the project "the concepcreation and development of the
Single Stock trading in Ukraine" was initiated gordpared by the Ukrainian Stock Exchange
and was presented for consideration and discusgtbnthe organizers of securities trading.
Some provisions of the proposed project of the eptecwere taken into account and reflected
in the draft of the documents developed by thet&gra Group.

In 2000, the USE strengthened international refatiwith Warsaw, Frankfurt, Korea,
Moscow, Istanbul, Macedonian, Kyrgyz stock exchangde Austrian stock exchange
options and futures.

In the reporting period, representatives of theclSt&xchange took part in the
intergovernmental meeting in Germany. The main itefn the conference was the
restructuring of economy in Ukraine, in particulaanking system and stock market. In
September, took place 6th General Assembly of thedefation of Euro-Asian Stock
Exchanges. USE supports and promotes the Fedepatlimy of creating a single trading
platform for the countries - members of the FedenatDuring the year communication with
the Federation of European Stock Exchanges wastaima@a. Ukrainian Stock Exchange is
a member of the Working Group on the stock markethie Organization for Economic
Cooperation and Development (OECD).The main fumctbthe USE in the organization is
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to develop proposals for improving the practicegettgoment of stock exchanges newly
created stock markets of Eastern Europe and Cekdral

During the cooperation with  the Istanbul Stock Exmiee a Memorandum of
Understanding and cooperation between the exchamgesoncluded. This document will be
the start of the active exchange of informationaficial services.

To understand the dynamic of the development of W8Heed to analyze the trading
in USE. During the last 20 years the dynamic hasnbehanging, earlier there were

5 branches, now 3.
8.2. Short information about last years of the work ofUSE.

Exchange turnover on the basis of the UkrainiarclStexchange in 2011 amounted to
396.47 million UAH. (the corresponding figure in1D- 54.40 million UAH). The volume of
stock trading in 2011, compared with the previoearyincreased by 630%, due to activation
of the primary corporate bond market

At the end of 2011, Ukrainian Stock Exchange mesthp was represented by 50
market participants, including 28 members - tradiies remaining 22 - banking institutions.

In the end of the year 2011, in the stock list Bt&gchange had 125 financial instruments
117 issuers, which is 3 times higher than similgures in 2010.

The following year, 2011 on the USE and its sulasids, held 104 trading sessions (for
the same period in 2010 - 50 sessions).

The average trade volume amounted to 33.0 millié&sdHWthe corresponding figure in
2010 - 4.5 m UAH), the trading session - 3.8 millldAH. (in 2010 - 1.1 m).

During the reporting year to USE and its subsidmnivere signed 6,629 agreements (in
average of 63 transactions per trading sessionyyhiéh 6,599 contracts signed by Stock
Exchange, others - on its subsidiaries.

In terms of financial instruments, the largest nembf transactions (6,191 agreements)
was signed with derivatives - namely, an optiortitesite of purchase and delivery of the
underlying asset.

The biggest volume of trading was recorded on tiragry market of corporate bonds and
made a total 323.50 million UAH, Which was 81.59%tlwe stock exchange turnover by
2011.

The highest exchange activity amounted to 206.0RomiUAH, representing 51.96% of
total trade during the reporting period.
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Indicators of the exchange activity in the USE canep to the same periodof the last year
increased in 22 times.

The volume of exchange trading in the first quadeR012 totaled 49.3 million UAH
(a similar figure in 2011 - 2.2 m UAH). The growtt trading during the period is due to
increasing exchange activity in the primary mafketcorporate bonds.

At the end of the reporting period in the stock kid USE there was 186 financial
instruments, 180 issuers which is 4.6 times maae gimilar figures in 2011.

Shares take the largest place in the structureaak sexchange list (94% of financial
instruments).

During the reporting period, on USE and its sulasids were signed 168 contracts, of
which 126 agreements - on the Stock Exchange gtin@ining 42 - to lvano-Frankivsk branch
USE.

The greatest volume of trading was recorded inpttiary market for corporate bonds
and made 38.2 m UAH, representing 77.49% of tradalgme for the first quarter of 2012.

The highest activity was observed in March. Thenduer totaled 43.9 million UAH,
representing 89.14% of total trade for the firsb@nths of the work of Exchange.
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9. Current status and innovations in the stock markebf Ukraine.

9.1. General overview of the Ukrainian stock market.

The last year played an important role for the tmweent of the Ukrainian securities
market. During 2011 important events took placghmnUkrainian securities market and this
will determine the perspectives of its further depenent. The most important events
included: adoption by the Verkhovna Rada of Ukraangeries of laws that change the legal
conditions of market operation, the appearancehenWarsaw Stock Exchange index of

Ukrainian companies, active growth of operationthwlerivatives.
Ukrainian securities market

As for September 1, 2011 there were 128 profeskjmaudicipants, including 381dealers
(123 banks), 12 custodians, registrars, 2 depasstaf a license for securities clearing and
settlement activities on securities market of Ukeai

335companies had a license for implementation ¢ivigc of asset management. The
number of registered collective investment institog was 1,677,275 of which were
corporate investment funds and 1,402 were muturad)(;nvestment funds. 10 securities trade

organizers also worked on the market.
Issue of securities

During the period of January-August 2011 433 isspfeshares were carried out which
amounted 45.540 billion UAH. Compared with the esponding period in 2010 the volume
of issues of registered shares increased to 2k UAH (almost doubled).

Large volumes of stocks that significantly affected overall structure of the registered
share of issues during this period was made by ibgnkstitutions, to increase the share
capital, including: JSC "Kreditprombank”, JSC "Ukiian Development Bank", JSC "Virgin
Bank" JSC Bank "Imexbank”, JSC "State Export-ImpBdank of Ukraine®” OJSC CB
"Nadra”, OJSC "Alfa-Bank", JSC "Bank"Petrocommetdigaine”, JSC "RodovidBank",
OJSC AB "Brokbiznesbank", PJSC "Marfin Bank", OJSE"UGB", JSC CB "Privat", JSC
CB "Pivdencombank”, PJSC "First Ukrainian Interoasil Bank" and JSC "Subsidiary Bank

Sberbank of Russia."
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Compared with the same period in 2010, the volumésues of registered corporate
bonds of enterprises increased to 18.770 billionHUA24 issues of corporate bonds of

enterprises were registered which amounts to 21b8lién UAH (Table 4).

Table 4 The volume and number of issues of enterges bonds during January-

August of 2011.
Volume of issue of enterprises bonds, million UAH

Enterprises Number of

Month (without banks Insurance | ©verall volume :

. Banks . of registered Issues
and insurance companies .
) issues
companies)

January 934.54 1,700 0 2,634.54 19
February 1,121.81 2,700 0 3,821.81 22
March 318.00 10( 0 418.00 6
April 6,029.39 700 0 6,729.39 17
May 490.16 2,00¢ 0 2,490.16 10
June 387.09 100 0 487.09 6
July 581.00 1,10( 100 1,781.00 19
August 3,010.00 200 0 3,210.00 25
Totally 12,871.98 8,600 100 21,571.98 124

Source: USE, 2012

From the beginning of 2011, 3 issues of stock mgtiere also registered on the total sum
of 2.91 million UAH which compared with the datarihg the same period in 2010 increased
to 2.81 million UAH.

Besides, during this period there were registerégbies of municipal loans bonds in the
amount of 485 million UAH. The issuers of these d®rwere: the Parliament of the
Autonomous Republic of Crimea in the amount of 40@lion UAH, the City Council of
Zaporizhzhya — 25 million UAH and the City CounailCherkasy — 60 million UAH.

The issues of securities of collective investment

During January-August 2011 the volume of registessdes of investment certificates of
Asset Mutual Fund amounted to 39.59 billion UAH,jethcompared with the data during the
same period in 2010 increased to 18.27 billion UAH.

The volume of registered shares of corporate imvest funds decreased compared with
the data during the same period in 2010 to 3.1ibIJAH and amounted to 4.88 billion
UAH.
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The activity of trading organizers

As of August 31, 2011 trade organizers include®4 $ecurities on stock listings.

The number of securities, which were included i $kock registers of trading amounted

373,119 securities (including staying in the stoeffister of several organizers of trade — 215

securities) were included in the stock listed anribgistry for the first level of listing and 254

securities (including staying in the stock registeseveral organizers of trade- 283 securities)

for the second level of listing.

As a result of organized trading, the volume ofhextge contracts of securities between
January and August 2011 amounted to 162.98 billiafl (Table 5).

Table 5. The volume of exchange contracts with segties on the trade organizers

during January-August 2011, million UAH.

Organizer of trade
MEPCIIE
Period YOB! Kl]\;/[:l) neTC YNiBB 112111(% nop* y1]\;/£q) KTHUBA CEDRS VB’ Totally
(USE) (KISE) (PFTS) (UICE) (g;{g (PSE) (UISE) (CP:EII?;I;E (EESE) (UE)

January 0.89 11.98 4,838.64 0.2D 0.7 9.21 1/62 4,554.03 95 2. 4,649.81 14,069.4%5
February 0.63 195.98 5,866.21 018 1645 8.4 3|31 5,661.99 259 7,201.02 18,956.70
March 0.70 530.11 7,214.94 0.21 0.12 21.86 25601 7,808.9 6.32 7,630.02 23,569.28
April 0.64 194.89 9,215.37 0.39 0.96 20.32 1/91 7,970.70  99.75 6,095.59 23,600.5B
May 3.30 87.57 6,165.21 0.1B 0.01 9.46 2133 6,243.21 64 5,827.98 18,356.86
June 0.82 88.28 5,306.24 0.2p 0.85 10.p6 154(69 4,875.83 6.36 4,641.24 15,084.58
July 1.02 7.65|  10,422.53 0.15 0.08 711 43J30 8,303.92 .80 4,457.60 23,248.18
August 4.45 156.66 9,113.7 0.18 0.01 113.43 112,39 100364 7.93 6,517.97 26,090.82
Totally 12.47 | 1,273.12  58,142.97 1.7  18.55 199(80 57556  5,582.69 148.33  47,021.24 162,976.89

1Ukrainian Stock Exchange
2Kyiv International Stock Exchange
3Ukrainian Interbank Currency Exchange

*Pridneprovsk Stock Exchange
SUkrainian International Stock Exchange
SEast European Stock Exchange
“Ukrainian Exchange

Source: UKRSTAT, 2012

During the period January-August 2011, compareth Wie dates of the same period of
2010, the volume of exchange contracts of secaritieorganizers of trade has increased
almost 1.5 times (98.42 billion UAH in 2011 and2@10 — 64.93 billion UAH.

The greatest volume of trading in financial instants during the period was recorded

with:
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- government securities of Ukraine —66.20 billioAR) (or 40,62% of the total executed
exchange contracts to organizers of trade in Jgpragust 2011);

- shares in the amount of 59.76 billion UAH. (36/67

The volume of exchange contracts of securitieshenttading organizers in the secondary
market is 76,84% of the total exchange contractinguthis period, including the cost of
government contracts, concluded here, has madéotlo&ving amounts of shares — 46.11
billion UAH, Corporate bonds — 4.4 billion UAH, Gesnment bonds — 66.2 billion UAH,
Local bonds—42.2 million UAH, investment certifieat —8.38 billion UAH, derivative
securities—72.6 million UAH.

9.2. Ukrainian stock index on the Warsaw Stock Exchange

Since 4 May 2011 WIG Ukraine, the national indeXUfainian companies listed on the
WSE, has been calculated and published. This iditsieand so far the only stock index
outside Ukraine, in a basket of which will be tleenpany of our country.

The index WIG Ukraine is the second national indexthe Warsaw Stock Exchange
(WSE). Since December 2003 WSE has published infi®olish companies WIG PL, which
changed its name to WIG Poland from May 4, 2011.

Creating an index of Ukrainian companies is thelltesf the increasing number of issuers
from our country on the Warsaw Stock Exchange. ifldestrial Milk Company is already
the seventh Ukrainian company on the Warsaw Stock&nge markets and the sixth, whose
shares are traded on the main site.

Considerable interest in the Warsaw Stock Exchamgeng Ukrainian companies is the
result of a coherent implementation strategy of W&med at luring foreign companies (with
special emphasis on eastern markets).

The debut of the first Ukrainian company in 2006l ancontract with the first Ukrainian
partner WSE IPO Partner, opening of the WarsawkSEbchange in Kyiv in 2008 and the
opening service www.wseinternational.eu, devotefbteign companies that are listed on the
WSE, and finally introduced WIG Ukraine — these ak the elements of a chain of events
that the WSE has initiated and implemented, to nadaperation with Ukrainian business
closer.

The idea WSE is providing for investors from Polamdabroad is another very important
investment tool. The Ukrainian index should empbashe strategic importance of business

in Poland of Ukrainian origin and pay attentionriternational market participants on WSE.
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The composition of the index WIG Ukraine will indiet companies whose shares are listed
on the Main market of the WSE, with an office inrblike, or companies in which Ukrainian
company is a major part of the holding structurdhwain office outside Ukraine.

The share of company stock in free float of WIG &ike will be no less than 10%, and
companies must belong to one of these segmentherMain market WSE 250PLUS,
50PLUS or 5PLUS.

Revision of the index will be made quarterly. Nesguers may be included in the index
after three sessions of the beginning of their tdelruthe stock bidding. WIG Ukraine is
a profitable index that provides dividends. Baste dd index is December 31, 2010, and its
base value of 1 000 points.

Earlier it was reported that the structure of WI®r&ine, will probably be as follows:
73,13% of constitute the structure of the indexomcof "Kernel", 13,18% - "Astarte," 7,13%

- "Milkiland" 4,15% - "Agroton "and 2,41% -" Gardésroup ". However as we can see, these

indicators later became significantly different andny of them increased. (Table 6)

Table 6. The structure of index WIG Ukraine (as ofL8 August 2012).

Weight in the
Ne Name of company Package index basket
(%)

1 KERNEL 14,991,00( 43.36
2 ASTARTA 9,256,000 23.29
3 COALENERG 11,253,00 6.59
4 IMCOMPANY 9,955,000 5.99
5 MILKILAND 8,426,000 5.86
6 OVOSTAR 1,500,000 5.47
7 KSGAGRO 5,126,000 3.50
8 AGROTON 6,610,000 3.16
9 SADOVAYA 10,771,000 1.37
10 KDMSHIPNG 996,00( 1.13
11 WESTAISIC 11,033,000 0.27

Source: WSE, 2012

Consequently, we can confidently speak about tim@pnities which our country should

use for the development of the securities markeétsaock exchange.
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9.3. Legislative regulation.

In recent years the Supreme (Verchovna) Rada @Palhit) of Ukraine adopted a series
of laws that regulate the activity in the stock kedr The most resonant of them became the
law number 7106, which requires issuers to registéne State Committee of Securities and
Stock Market the prospectus not only in public offgs of securities, as now, but in private
(closed). According to the document, after suchstegfion issuers not entitled to make any
changes to the prospectus. Later they will be plexvito persons that are involved in
positioning of the securities (this document is pohted in the mass media). Regulators of
the Market believe that this approach will sigrafitly increase the transparency of the
domestic stock market and provide his participaduitional opportunities for monitoring.

The Stock Market experts ambiguously reacted toirthevations. All over the world
the closed issues of securities have one large pBmeed. As soon as the issuer has the
urgency in attracting funds and he negotiates withestors about the conditions of
borrowing, he can do it as quickly as possible tiased location. The new registration not
only slows the process, but also opens opportenitie corruption: because the regulator can
refuse to register and paralyze the company. Homwenest financial experts are sure that if
during the private placements issuers will not ble & adjust their prospectus for the issue,
the stock market will only benefit. The invariabjliof provisions of the issue prospectus
allows controlling more carefully the placementseturities and fulfilment by the issuer of
undertaken obligations. As a result of violatioresorting to the different tricks, the investor
will be left alone with his problems.

Not less important for the securities market wilcbme two documents that increase
the responsibility of its participants. The Law rian 8274 established for criminals to be
responsible for manipulation in the stock market] the law number 7330 - for intentionally
illegal disclosure of insider information.

If in the first case you can go to prison for uphoee years, the second - to five years.
In the opinion of the regulator, by introducingneimal responsibility for manipulation in the
stock market, Ukraine fulfills its obligations toet FATF.

The requirements are being strengthened for staakeh experts with two other laws
adopted by the Verkhovna Rada (Parliament) of WieaBy the LawNe 7051-d to persons
who have the outstanding or not withdrawn convictior financial crimes it is prohibited to
own shares in the capital of securities marketippents. And by the Law number 3662 for
the all issuers of securities is introduced obbgataudit. Until recently, only professional
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participants had to do this to obtain license farky Experts believe that these actions will
increase transparency of the information of seiesrissuers in the sector and will reduce the

risk investors.
9.4. Derivatives transactions

Ukrainian operators have started the developmerih@fnew domestic stock market
instruments - an option on the indexed futures.igdpfLat. option - choice, desire) - the
agreement under which a trader obtains the righhaée the purchase or sale indicated in
option the asset during a specified period of tamea fixed price. The index futures - is
a contract which represents obligations on the paxies to implement a certain date in the
future mutual settlements based on the differericten actual index value which has been
fixed in the futures price on the day of his signiBenefit turns to the one who most
accurately prognosis the future value of stock erge index.

The Ukrainian Stock Exchange has recently stadqudvide the ability to operate with
these derivative securities. According to the stexghange data on the first day of trading
(April 26) the volume of transactions with the @ps on the indexed futures amounted to
more than 2 million UAH. The Securities traders édpat the launch of optional trade will
cause a further growth in trading on the derivasigeurities market. The number of traders in
the market of derivative securities increased osen¢ years. More and more, this market is

becoming the market not only for corporate but &s@rivate investors.
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Diagram 4 Trade volume in the market of the derivative secuties, million UAH.
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Source: USE, 20:

In the opinion of stock market experts, investaes iaterested in options because
trading of options provides the opportunities ttahnot propose other financial instrume
Thus, the option gives for the buyer a right toase perform or not perform futures contra
But it can be appropriate to unpredictable markae point is that in the case of futures
the index trading the winning party of the contrégtthe one which has predicted
dynamics of stock prices moreecisely. Options generally recognized indispensable tc
for insurance against unfavorable price changeshaires, currencies, indexes and o
assets. Combinations of options with other tod®saktreate ris-free portfolio. In the currer
situatior traders of Futures on stock exchange index aretalitesure in case if their vision
future growth or fall stock exchange index will flae from real.

Futures on the index do not accidentally becomasictasset for the option. The futu
index of"Ukrainian Stock Exchange" appeared about a yearaag now is one of the mc
liquid financial instruments in the domestic stochrket.

Sometimes the volume of futures trading higher tientotal volume of trading shart
And consideration the fact that on the "Ukrainiaxclange" agreements concluded v
more than 260 securitie

According to the data of "Ukrainian Stock Exchamgmaly 2,700 physical and leg
persons or approximately one third of all clientshe stock exchange are trading futures.
share of clients, who are trading in the marketiefivative securities, is rapidly increasi
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There are those who come to trade exclusively emtharket of derivative securities, because
there are lower costs and higher liquidity.

Securities traders predicting that new financiadtimments will cause interest and
foreign investors.

This gives hope, as a result of the fact, of aneiased observed demand for futures. If
the investment funds managers are waiting for loprezes on shares which are located in
their portfolio then they are selling futures.

Such a way the investors insure themselves adaifisg markets.

Also, the stock exchange experts are expecting $hmatrtly in Ukraine market
instruments of derivative securities will allow usgo the institutional investors in particular
private pension funds (NPF). But to ensure thathsae opportunity appeared that it is
necessary make changes to Law of Ukraine "Abouecile investment institutes, equity
and corporate investment funds."

At the same time the European Union legislatiol gtbhibits the NPF work in the
market of derivative financial instruments.

Option and futures — these are the contracts, wabefays have a side that wins, and
a side that loses. Besides, Ukraine has a lot e$tipns not regulated by law. In particular, it

has not adopted the law on derivatives (derivatigguments).
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Vira Tymchyshyn, Andrew Demianek

10. Stock Exchanges In Ukraine. Status, Problems and Bspects of Development.

10.1. Status Of Stock Exchange In Ukraine.

Every day new financial instruments and financiatvies appear, technologies of
conclusion and fulfilment of agreements are imjmgy their legal execution is optimizing.
An important role in this process belongs to theclstexchange, which, due to significant
concentrations of capital, became a kind of glababvation centers, directing financial
flows into attractive objects and territory. In fathe formation of full-fledged stock market
securities can be regarded as a necessary prdoondlir development of investment
processes in the country. It is reflected by theadyics of trade volume on the Stock
Exchange, according to the report of Ukrainian tGechange for the last 9 months in 2011
and is characterized by a positive trend in growtlicators of exchange activity over the
same period compared with the previous year ineckhy 70.35%. Exchange turnover on the
basis of the Ukrainian Stock Exchange in the repgrmperiod was 14.6 million UAH. (The
corresponding index in 2010 is 8.6 m UAH).

For nine months in 2011 the Ukrainian Stock Exclearagnd its subsidiaries held
72 trading sessions (for the same period in 203D session). Average trade volume totaled
1.6 million UAH. (The corresponding index in 201Gsv0.95 million UAH), per trading
session - 0.20 million UAH (in 2010 - 0.27 millikwAH).

During the reporting period on Ukrainian Stock Exigge and its subsidiaries was drawn
up 1,707 contracts.

The greatest volume of trading was recorded orsdo®ndary market of shares and
was 8.27 million UAH, what is 56.61% of the stockcleange turnover for nine months of
2011. The highest Exchange’s activity was obsemeéday of the reporting period. Turnover
in May was 3.3 million UAH, what is 22.6% of exclggntransaction during the reporting
period.

Information about volume of trade of securitiesUdkrainian Stock Exchange and its
subsidiaries for nine months in 2011 is reflectedable 7.
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Table 7. Trade specifics on the USE in Q1-Q3 2011.

Trade territory Quantity | Quantity Quantity of Volume of
of of realized trade,
sessions| transaction securities, UAH
pieces.
t. Kyiv 68 1,702 360,913,857 13,697,990.94
East-Ukrainian 2 3 1,694 29,190.30
subsidiary
Ivano-Frankivsk 1 1 11,769,617 823,873.19
subsidiary
Krym subsidiary 1 1 412,372 61,855.80
total amount 72 1,707 373,097,540 14,612,910.23

Source: USE, 2012

Turnover of trades on the Leading Stock Exchandégkoéine (LSEU) almost doubles
every year. This trend occurs in almost all majachiianges of Ukraine, in particular on the
Ukrainian Exchange (UX), and Ukrainian Stock ExdamanMarket’'s liquidity increases, it
becomes more effective and attractive for investm&ithough there are still some problems

in the Ukrainian stock market which must be overeataring further development.
10.2. Problems Of Stock Exchange In Ukraine.

Problems of the effective functioning of stock exisges and enhancing the process of
buying and selling securities are becoming moreontgmt for the economic development of
Ukraine. The domestic stock exchange, which is adagory attribute of a market economy
and an important element of financial infrastruetutoes not fulfill the inherent functions of
attracting financial resources into the financigdtem and does not provide their direction
and redistribution in advanced branches of manufang.

Stock Exchange is a loan capital market, on whiatlihg with securities take place —
it can be stocks, bonds, shares, etc., as wethds in payment documents drawn in foreign
currency.

The main role of the stock exchange is to maintaish capital movement, which
mediates the distribution and redistribution ofioral income as in whole in the economy, as
between social groups and sectors of the economy.

The stock market of Ukraine is developing day by dad expands the field of its
investment opportunities. The decisive factor aftsa rapid development of the stock market
is a catastrophic shortage of money. One of the fogictions of the stock market is to attract
additional working capital through the emissiorse€urities - stocks, bonds, notes, depositary

receipts, indices, shares through mutual funds.
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Stock market’s infrastructure, despite the compyexand inconsistency of the
transformations that exists in Ukraine, has a teogdo grow and development. However,
during the recent years, due to the economic ctisgse is a weakening trend of growth.

Although the current macro-economic processes laaeacterized by instability, the
Stock Market of Ukraine increases its potentialrgweear and shows an increasing tendency.
Of course, the global crisis that began in 200&i6gantly affected the state of securities
market.

At the present stage of development of stock tadnUkraine there are still many
unresolved issues that require more detailed siliaig. primarily concerns such issues as:

- low level of capitalization of national stock rkat;

- insufficient supply of capital market's instrumgnwith adopted characteristics for
investors about profitableness, liquidity and sgguand also the small amount of investment
capital;

- low level of corporate management in companiesssters, insufficient level of
disclosing of the information about the activitieb such enterprises, lack of appropriate
dividend policy;

- lack of an effective mechanism of the protectaninvestor’'s rights, complexity of
procedures of restructuring and, as the resulifdonsecondary market (the market for debt
securities);

- the complexity of organizing and conducting mlitipublic offerings of financial
instruments on the Ukrainian stock market, whanificantly reduces the access of investors
to investment objects;

- scarce development of markets of basic instrusnentl imperfect legal regulation in this
field that caused actual absence of market of deves;

- too low level of transparency of stock markeformation that is disclosed by market
participants about their activities is not alwayfisient, relevant and objective;

- a small supply of investment capital in the stowkket.

In case the present deficiencies will be eliminated country can receive a clear and
available stock market.

It is important to improve the existing deposit@ystem, by adapting it to changes
that have occurred in the legislation of Ukraingenent years according to tendencies in the
domestic and global financial markets, taking irocount international standards and
recommendations of Depositary Registration. We atsgt eliminate existing shortcomings

in the accounting system of ownership on securitasswell as conceptually to solve the
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problem of technological consolidation professiomaémbers of Depository System of
Ukraine, and also to resolve corporate conflictateel to the maintenance of a register of
holders of securities.

Another, equally important problem of stock exchesgs the degree of its readiness
for computerization, namely: whether each emplopéeexchange is ready to enhance
qualifications, change the technology of his waok,shaped around the exchange’s stuff
developed infrastructure, service, including metiogical, technical and program software.

The number of problems related to automation ofharge activity, are extremely
broad. They include both, general technologicablems of information processing (like
formation of optimal dialogue, definition of cole forms of information processing,
development of procedures to communicate with destedy etc...) and the selection of
effective technological measures that are necegesarsuch work. Professionals, engaged in
exchanges, using personal computers are ableitibeftectheir career.

Automation greatly simplifies the exchange’s waksists its efficiency, and enlarges
the number of represented products and the nunili@okerage firms that increased turnover
of stock.

A typical problem is that the level of automatidnstock exchanges in Ukraine is not
high enough. The reasons for this are:

» lack of national experience of automation of exgeactivity;

» the specific features of markets as objects ofraatmn;

» lack of a developed domestic market for the exchamith information technologies;

» lack of readiness of the object of management ® the purchased software and no
unified exchange operations.

As it was mentioned above, one of the problemshe ¢apitalization of stock
exchanges. Power indicator of the functioning afcktexchange is capitalization, which
includes evaluation of the level of its developmantd competitiveness on domestic and
foreign markets. Comparing with countries with deped market economy, capitalization of
stock markets of Ukraine is extremely low and représ only 0.4% of total world gross
domestic product (GDP), while the U.S.A. - 21.1%pah - 7%, Germany - 4.5%, Africa -
3.2%, Russia - 2.6%. Such low level of capitalmatof stock exchanges in Ukraine due to
the peculiarities of formation and development &bck market in the country, its
fragmentation and disorder. Since the foundingretheere no positive displacements, and
therefore they do not perform their inherent fumes of engagement and reallocation of

capital and its direction in the real sector. Ud@eeloped stock markets in Ukraine impede
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economic development, income of foreign investmenproving efficiency of redistribution
in the economy. Under these conditions the issubeievelopment of stock exchanges, to
ensure their durability and resistance to extefiabrs are especially important. Therefore, to
increase the capitalization of stock markets ofdile should identify the main problems of
development and to make all necessary affordslte sbhese problems.

At this stage of the development of stock exchangefave to use the experience of
leading countries that have undergone the procéstook markets and stock exchanges
development in general. We also need to work aérees of steps to help introduce positive

changes and to facilitate the development of ttips.
10.3. Prospects of Development.

Presently the stock market is active in Ukraine Hredperspective is a promising socio-
economic component of the market economy. It presiaiccumulation of capital for
investment in the economy through purchase, owieesid free disposal of securities. The
stock market is an important sector of the finantiarket.

It is impossible to increase the efficiency of thecurities market in Ukraine without
a clear definition of the main directions of itgther development. These directions should
be: to increase its transparency, openness anlitijuintegration into international stock
markets. For this it is necessary to introduce $anins and methods of regulation that would
significantly raise the level of investor protectjgociety and state.

Overcoming the current challenges of Ukraine's kstocarket, most experts and
researchers associate with the need of improveofdagislation that regulates the market as
whole and individual components of its infrastruetun particular. Therefore, in Ukraine
today basically completed the process of develofiegregulatory framework that regulates
the securities market participants, and begins \& pkase; which is connected with the
improvement specific legislation based on the asislpf practice of issuers, investors and
professional participants of securities market.

Another important point in the stock market devetemt in Ukraine is to increase the
activity of banks in conducting transactions in tteck market. This will facilitate the
development of mortgage loaning, because only alyideveloped stock market can provide
long-term refinancing of mortgage loans grantedolgks, which in comparison with many
European countries are at the stage of developmattially taking into account that the

regulatory framework of banks participating in cgteins in the stock market as a whole is
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already created, the main step of the National Bauté take measures to revitalize the banks
in the stock market.

Technological progresses takes an important rotaerdevelopment of the stock market,
and contribute efficient work of modern Exchandesijlitate trade, improve the system of
communications. Nowadays, widespread usage of aiiom helps to form a solid
technology base for improving organizational mamaget exchange. Today in our country,
the emergence of electronic exchange indicategr@fisant increase in technical level of
trading securities that has a positive impact @enettonomy in general.

However this will help to solve only a part of theoblems associated with unbridled
growth of the information. Automation greatly sinfigls the exchanges’ work, increase its
efficiency, briefly speaking — increased turnogestock.

However, access to the domestic stock market lisrestricted by its weak technical
equipment. Such service as online trading is jugwayears. It is very common worldwide
and allows individuals on their own, through congsyirogram, to trade on stock markets, to
pay to the broker commissions for agreement. Tanes time, money and gives customers
the opportunity to see their operations in realtiim Ukraine, the number of users of this
service is still measured in hundreds, in the wtrkte are millions of such people.

Active government’s involvement in the developmehthe stock market will create an
effective mechanism for monitoring and managemkirghould be mentioned that the State
Commission on Securities and Stock Market conclingeprogram of the stock market till
2015. The draft of this document provides the meigmas of solving the problem of low
liquidity markets, improving its infrastructure arfecilitation of exchange control. The
program includes more than 120 actions to solvepiftblems. To the end of 2012, the
program foresees to appeal the concession of ctgbonds, to reduce the requirements for
listing securities, to allow inclusion in the lisgj of shares exchange, which have already
passed the listing procedure on other stock teyriteotential local markets in the nearest two
years, State Commission on Securities and Stockeéflavill be open through the stimulation
of initial public offerings of securities (IPO). $hould be noted that the IPO - (Initial Public
Offering) — is a relatively new way for Ukrainiaoerapanies to attract investment resources
and deserves special attention. Ukraine's econosygradually integrating into the
international financial markets, and the conseqesnaf this process are becoming more
tangible for the Ukrainian financial system. Theref a high rate of integration continues to
stimulate the development of IPO market. It shduddnoted that Ukraine has accumulated

sufficient experience in raising capital throughlR®.
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Our new Tax Code that was adopted last year crelagegreconditions for the emergence
of domestic IPO and cash flow from the populatiorthte stock market. There are a lot of
technical, but important details in the Code. Igulates the taxation of investment
transactions of individuals, attributing securitie®rporate and investment derivatives to
assets, whereas previously it was not clearly dtatethe tax legislation. Tax Code also
abolishes the tax on income from family profit, sheliminating the harassment for
conducting public offerings (IPO). Availability afuch kind of tax encouraged corruption
among officials of enterprises, manipulation atebihl use of insider information.

Among the currency innovations of the program far stock market - is to simplify the
procedure for foreign exchange operations for ezgiglin order to enable Ukrainian investors
to buy securities of issuers in other countriesavamtively. It is planned to resolve the issue
and circulation of currency derivatives. It alscldees the obligatory creation of the Central

Depository.
10.4. Conclusion.

After analyzing the state of Ukraine's stock market can conclude that the main factors
that hinder its development are weak legislatiagrgdiquidity of financial instruments, and
a general lack of awareness of all segments gbdipellation about the role of stock market in
the economy. All considered issues of improveménhe stock market will help to make it

more attractive for citizens of Ukraine, as welfasforeign investors.
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Ill.  Belgrade Stock Exchange

Milena Stanisavljevit®, Jelena Puri¢®, Borko Mihajlovic'®® Ksenija Vlaskovit™,
Dragan Stojkovi¢® Jelena Damjanovit?™, Nemanja Lojanica®®

Republic of Serbia - Capital Market
The capital market can be defined as "the placknking supply and demand for
long-term financial instrumentd® The basis of its functioning are financially instrents
with a maturity longer than one year, includinguitigs (stocks), debt securities (bonds) and
derivative securities (financial derivatives). Idd#ion to these three segments there is the
oldest segment of capital markets, namely the ragagmarket, which includes a set of
transactions of securities, directly or indirectigcured by mortgage, which represents debt

secured by real propert{?
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Figure 4 Capital market organization
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In Serbia on capital market operate only Belgrattcks Exchange and derivatives

market on Commodity Exchange in Novi Sad.

11.The history of the Belgrade Stock Exchange

11.1 Establishment and Organization

The first ideas of a stock exchange occurred dutieghirties of the 1 century, but
the idea is transformed into action at the endeotury, when the National Assembly adopted
Law on public stock exchangeghich was declared and published by the then &ingerbia
Milan M. Obrenowé. Eight years after the adoption of law, namely 8lober 21 1894 was
held in the Constituent

Assembly which was elected a permanent governmathttiaeir stock brokers. The
opening ceremony was carried out in Januafyrid regular work began in January 3
1895 The aim of founding stock exchange is contaimegromoting and facilitating trade
transactions- a variety of goods (especially adftical products), all securities which listing
is allowed, checks and coupons, coins and papeeynon

During first years of existence, BSE managed ta g@ion many regular visitors. Her

courses are given in importance, becoming appkcablthe whole of Serbia. Particularly

199 pugalié V, Stimac M. Basics of stock market operatigi®tubovi kulture, Belgrade 2007, p.370.
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important was its role during forming of prices agricultural product in domestic market,
or development of its activities as a commoditycktexchange.

The first exporter meetings were held in “Bosna’téloon Sava river coast, where
they made arrangements for deliveries of produttEhvwere characteristic for Serbia. The
aforementioned activities initially gave poor reésuland Commodity Exchange was closed
in 1896, but not for a long time, the work was rasd next year.

Currency and foreign exchange market, which frone trery beginning was
successful, a new impetus was given when the BS&wvwed equal treatment in conducting
exchange affairs, considering that these affairewsuch more taxed on the Stock Exchange,
than without her.

Stock exchange trading has become more successfdl,accordingly, there was
a separation of affairs- in the coast of Sava riwas left a department for a goods, i.e.
Commodity Exchange in “Serbia Crown” Hotel in thadg Mihailova Street was transferred

to the department for currency and cash, and itclessed until 1914.
11.2 Belgrade Stock Exchange during World Wars

BSE was closed since 1914 till 1919. The business nestored after World War I,
and the reason of it was creation of the KingdorBeibs, Croats and Slovenes, as well as the
annexation of the territories that were part of Austro-Hungarian Empire. Stock Exchange
were made in Zagreb, Ljubljana, Sombor and Skom@j®] BSE continued her business
as usual.

There were large differences in the developmentestain parts of the country’s
economy, which caused disparity in the performasfcemerging stock market trading. For
that reason, in 1927, was adopted Regulation oabksiting the delegation of stock
exchange, whose main goal was to bring togethedaatiestic stock exchange, to represent
them protect their interests and to facilitate itngcand uniform stock exchange rules.

After World War |, BSE began operations in Knez Kllbva 137, and soon moved to
the Palace of Academy Sciences in Jaksiceva 2tStvbere she was located till 1934, when
she received her own building at King’s Square 3fck exchange operations recorded
arise. BSE was visited by 100-150 people per daychange rate list were printed
in a thousand pieces. The most intense developofestock market has been made from
1923 till 1930. That was also a period of consdiaaand stabilization of national economy

and national currency.After that, European Coustrizave been affected by crisis,
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and countries begun preparations for the coming which certainly adversely affected on
the operation in BSE. The largest financial tratisacon BSE in the years between wars was
achieved in trading foreign currency, whose valo®ant several times surpassed all other
transactions that were realized on stock exchalffgeaom existing source's; we can be sure
that indeed was so, taking for example 1925, inctvhit recorded the highest financial

transactions of foreign currency in national cueserbetween 1919 and 1939.

Table 8Belgrade Stock Exchange, 1894-1994
_ foreign
year effects currencies products total
currency

1925 | 634.651.649| 13.965.750 3.562.473.2084.265.044 | 4.295.355.647

The financial transactions on BSE were higher tamll stock exchanges in country,
achieved a great reputation and was ranked amandettding European stock exchanges
during that period. In the years before World WaPFesident of BSE was elected for Prime
Minister of Kingdom of Yugoslavia, Milan Stojadiniev(University Professor). This fact was
the best illustrate of importance of BSE during fheriod.'*?

Before the World War 1l, business was more difficahd less. The last Annual
General meeting was held in 1940, and 10 montles the country was occupied, and BSE
has stopped working. Managerial Board held lasttimgen 28' March 1941.

During World War I, financial markets could notagper, normally, and therefore
some institutional parts, especially stock maridtich did not exist til 1953. That year was
considered a milestone in development of the mopestistem and financial markets.

During that period existed strife between two syste capitalist and socialist.
Countries with capitalist economy system, theirivéteés focused on restoring financial
market, while the socialist countries declared lyigindesirable capitalist type of financial
market, especially secondary market of securitAfter World War 1l, Yugoslavia was
transformed into federal state with socialist ecoimmosystem, and stock exchanges did not
resume their work after war, and as intermediandsade occurred only banks and sovereign

funds. Decision of Presidium of the Serbian GoventrBSE has ceased to exist in 1953.

10 pygalic V, Stimac M, op. cit., p. 374.
111 Belgrade Stock ExchangBelgrade Stock Exchange1894-19p444.
112 hitp://www.ekapija.com/website/sr/page/213737¢émsed on 03.05.12).
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The only institution that was something like Mark@trganization was Money market
and Market of securities, the Bank Association afj¥slavia, established in 1967

The eighties of the last century have brought namnges, mainly referring to the social
and economic reforms. Although the development afket economy was at the center of
change, some kind of change lacked in the fieldroperty relations, because social property
was still in the first place. What led to the deprhent was adoption of numerous laws

and the most important:

1. Law on Enterpriseswhich allows establishment of joint stock comganand limited
liabilities companies, that creates opportunities ¢ompanies to come to capital
through equity (stock).

2. Law on Securities,

3. Capital Market Lawwhich regulates establishment of stock exchangheagrimary

institution in the secondary financial market.

The adoption these laws have been created conglitenthe complete reconstruction of
the financial system. Approval for commencement eyomarket was given by National
Bank of Yugoslavia, November"71989, and the work began Novembef"14 the same
year. Beginning of the capital market was precetigdthe maintenance of Founding
Committee in Belgrade and Ljubljana in October 19880on after Constituent Assembly
of the Yugoslav capital market was held in Belgrad&992 and stock exchange gave a hame
Belgrade Stock Exchange (BSE).

Nineties on the stock market mainly traded withrsberm and government bonds. First
trading with shares was performed in 1991, the nafmeompanies- Sintelon and Auto
Dealers Kikinda. A significant prosperity in tradimn BSE was achieved in 2000, when in
the secondary trading were included shares prelyiqusvatized enterprises. At the BSE
during 1996 was traded with commercial-goods nateshe Directorate for Commodity
Reserves with the substrate in wheat, corn, sughod and with the first municipality bonds
was traded in 2000 when in market was included strgabills (NBJ)'** Issue of Republic of
Serbia bonds on basis of old foreign currency ggvicontributed for development domestic
financial market.

Extremely important for development of Stock Exdmamwas improvement of BELEX

trading system, there was introduced a permanedt ramote trading and intensified

113 pygalic, V., op. cit., p. 75.
14 hitp://www.belex.rs/o_berzifistorijat, [accessendy.05.12].
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a international cooperation with other developedkeiz. BSE introduced first index BELEX
fm during 2004, and electronic trading system. Bgir2005, the emphasis has been placed
on improving process of informing and reportingnfretock exchange. On 2006, initiated
of process education at general public (citizette)pugh a variety of courses and courses
still hold at Stock Exchange. In 2007, we havetfirsting of shares, which contributed
increasing the liquidity of the BSE, which is stilbt at high level. In recent years special
efforts have been invested the better cooperatietwwden BSE and companies because
of increasing of listed shares, and thus overcdaime$asis problem of BSE, lack of liquidity.
Since 2008, BSE is not at a high level moreoveiishe the limit of endurance. One factor is
impact of world financial system crisis. AlthougbrBia did not invest in high-risk securities
foreign investors who invested in our stock excleamgrket, they were.

For that reason, investors closed their losses &h bharket by retreating funds from
small markets, including BSE market. Money was edethem, and they offered the most
liquid shares for lower value than reality. All thfat resulted to decline of individual shares
and index of shares, logically. A large numberssiers from the period of crisis till now are
excluded from the market.

For example, the number of issuers on OTC mark&0@7, was 1886,and today that
number is 955, on multilateral trading platform.aBtic drop in the number of issuers was
contributed by implementation of Capital Market Lavecause there has been a complete
reorganization of BSE. Aim of this law-increasimgrtsparency liquidity of domestic capital

market.

12.Belgrade Stock Exchange- current situation

12.1 Market organization

On the BSE, to the Law on the Capital Market ("@fazette RS", no. 31/2011), differ

more types of markets:

» Regulated market - which consists unlisted anddistecurities, is multilateral system
organized and managed by the market operator arwhwdcilitates connection of the
interests of third parties for the purchase ande saf financial instruments
in accordance with its binding rules and the wayiclw leads to the conclusion
of contracts relating to financial instruments udgd in trading by its rules

in the system, licensed and regularly operateséonraance with the capital market.
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» Multilateral trading platform (MTP) is a multilatrsystem, which is organized and
run by the market operator or investment company, which facilitates connection
of the interests of third parties for the purchasel sale of financial instruments
in accordance with its binding rules and the waat thads to the conclusion contract,

in accordance with this Law.

» The market outside the regulated market and MTF, falows:
Trading without the participation of the investmeodmpany, but with
mandatory notification of the Central Registry ekc8rities.

» Counter trading on the OTC market with an investnfieeakerage company

Figure 5 BSE Market organization

BELEX ‘

- REGULATEDMARKET | MTP

J MTP Quotation

________

- - -

I
| Shares | | Shares ! |i Shares ! ' Shares |
‘o VoA e ) ‘e )
“aonds | [ donds [ onas “Bonds
+ Bonds | 1 Bonds | | Bonds | | !
N e ! I\ _______ [ I\ _______ ) N e !
Listing

Source: http://www.belex.rs/eng/trzista_i_hartijgémizacija_trzista [accessed on 22.04.2012].

Securities, now at lists A and B, ijgime andstandardlisting, will be traded at the
regulated market. There are eight of this kindexfusities (shares) in total, which are: five on
the prime market and three on trstandardlisting. Multilateral trade platform (MTP) fits
momentary out stock market, which numbers 1252ad$isuers, i.e. 1 bond issuer.

Since 2004 with the transition from telephone teectbnic trading system,

the Belgrade Stock Exchange gets one totally negarorational form. By introducing
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the new trading system for the mentioned secuyibased on FX protocol, in the year 2008,
the Belgrade Stock Exchange becomes closer anerdmshe world Stock Exchanges. That's
how it is provided faster, more secure, more edfitiand cheaper way of securities
at the Belgrade Stock Exchange. Also, through dgreént of the broker's application,

based on FIX protocol, Stock Exchange members geounvestitures with easy, fast and
effective way of sending orders from their persamhputers.

Advantages of implementation of the FIX protocol dandevelopment
of the BELEXFIX trading system are still not fulexploited. The main reason can be found
in the outbreak of the crisis in the world’s finalcsystem, as external, and unsatisfying
number of valid trading securities, as internakdac\What is wanted to achieve by the new

Law is revival of the domestic capital market, whiwill be ready to greet the exit from the
crisis.
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Table 9 Market capitalization on May 28, 2012

Listed Companies

Standard Listing

Komercijalna banka jsc Belgrade

Alfa plam jsc Vranje

Metalac jsc Gornji Milanovac

Listing-total

Open Market

Total Market capitalizaton of shares
% Listing/total Mcap of shares

Market capitalization

16.838.504.750

13.978.442.550

1.197.462.200

1.662.600.000
138.784.245.346

191.947.735.068

611.470.474.820
22,7%

(JSC-joint-stock company)
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12.2 Activity

Joint stock of company BSE is a legal entity witfhts and obligations stipulated by
Law on the Capital Market. Under this Law, BSE arga trading with securities
and financial derivatives on regulated and MTP rearhe performs the affairs organizing
the public offer of securities, and matching suppatyd demand of securities, then makes
publication information about supply, demand andrkeia price of securities. BSE also
publish and circumstances exchange rates of siesuaibhd perform other duties in accordance
with the Law. BSE organize public offer trading. €llsubject of a public offer can be
securities, standardized financial derivatives atieer financial instruments. These financial
instruments can be subject of trading on stock axgh and OTC market in accordance with
Commission of Securities ACt> BSE cannot perform trading and give an advice kligc
related to the purchase and sell securities. BSE ahnnot give advice about choosing
broker-dealer or authorized banks.

12.3 Regulatory and legal framework of the Belgrad&tock Exchange

BSE operates under rules set by the Law on thet&dgarket, both in terms of the
Labour Exchange, and in terms of establishmentagaatation of stock exchange members.
This law defines the following*®

1) A public offering and secondary trading of fic&l instruments;

2) Regulated market, multilateral trading platfqimereinafter referred to as MTP) and the
OTC market in the Republic of Serbia;

3) The provision of investment services and camy iavestment activities, including
licensing and editing of investment companies aridero capital market participants
in accordance with this Law;

4) Disclosure of financial and other data, and repg obligations of issuers and public
companies in accordance with this Law;

5) Prohibition of deceptive, manipulative and otitlegal acts and acts in connection with
the purchase or sale of financial instruments, afi as the exercise of voting rights in
relation to securities issued by public companies;

6) Clearing, settlement and registration of tratisas in financial instruments, as well as

the organization and jurisdiction of the CentrapbDsitory and Clearing House;

15 hitp://www.belex.rs/o_berzi/delatnost, [accessed .05.12].
18| aw on the Capital Market ("Off. Gazette RS", nb/2911).
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7) The organization and jurisdiction of the Comnaedor Securities.

Debt securities issued by the Republic of Serbi Mational Bank of Serbia, can be
traded on the stock market without any special tmm$ which sets out the Exchange
to other issuers of securities, while securitissiésl by foreign legal entities may only receive
the listing under the established conditions.

One of the important participants in the capitalrkefin Serbia is the Ministry of
Finance, responsible for the legal framework ofuséies market, namely the adoption and
harmonization of laws on stock market operationd s@curities. On Figure 6 can see the
place and the relationship of each institutionstier effective functioning of the BSE, and its

place in the whole system that makes the capitakehan Serbia.

Figure 6: Subjects in the Serbian capital market

» Securities

Commissio

Ministry of
Finance

National
Bank

Brokers/Dealers

I

> Buyers / Sellers 1

12.4 Bodies (Authorities)

The highest governing body is Assembly of stockhexge, Managerial Board
convene Assembly of SE in accordance with lawsh#ireholders of SE who are registered
in Central Depository and Clearing House, are memlsd Assembly. Assembly hold
at headquarters of stock exchange. All informatadout shareholders are available on
website Agency for Business Registers. Manager@dré elects Assembly of SE, consist
of 11 members who are shareholders of SE. Memlddvianagerial Board are- shareholders
with the largest percentage of capital BSE, shddens who are also members of SE as well
as minority shareholders. When the Commission fgu8ties gives consent, the mandate

begins for newly elected members.
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The Director of Stock Exchange elect by the Assgndfl BSE. He is responsible
for organization of exchange operations, the imgletation of decisions for Assembly
and Managerial Board, as well as the other dutpeciSed by Law, Statute and Rules
of BSEM'

Stock Exchange create arbitrage. The main taskes®lving disputes between
participants on SE. The list arbitrators prescissembly of SE and it is very important-
members of Board cannot be members of Exchangetratibn. Arbitration is based
on special rule book. SEC prescribes conditionsraathod of promoting arbitration in case
of possible disputes between participants on Skbahangée*®

Exchange Commission - Commission for listing andtgtion, which has five
members elected by Managerial Board, performswdmsé&h is related to:

» The process of admission securities to the regiilaarket,
» Temporary suspension of trading in securities,

» Exclusion for listing securities of Stock Exchanged other duties established by
Statute and Rules of SE.

Commission for violations on SE is the first instarof body which conducts proceeding
for determining violations on SE. It consists: Rifest and Vice President elected
by Managerial Board of SE, and from two members tava deputy members from among
of employees of SE and other qualified persons.ddemperiod is one year, and Commission
has an obligation to quarterly, and sometimes orteh period, if Managerial Board require,
to inform Managerial Board about procedures andlaoted penalties and measure. There is

a opportunity to appeal against decision made hyi@ission.
12.5 International Cooperation

The process of integration requires, for all ingtiins and Stock Exchange to invest
efforts for better international cooperation. Thegess of integration contributes erasing
boundaries in terms of investment, BSE is forcedfighting and maintaining competitive
position globally. It does it by constantly improgi its image of a unified corporate brand,
which features professional identity are built iorld standards in the field stock exchange
operations.

17 hitp://www.ekapija.com/website/sr/page/214157¢émsed on 04.05.12).
118 htp://www.belex.rs/o_berzilorganizacija_2, [acexson 04.05.12].
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International activity of the BSE is reflected big iongoing activities in a number
of regional and international projects and prograras well as an active presence
in international associations. BSE is:

1. A full member of theThe Federation of Euro-Asian Stock Exchanges (FEAS)

2. Corresponding member of the Federation of Eurof@ssmurities Exchanges (FESE),
3. Corresponding member of the World Federation ofianges (WFEJ*

International cooperation is exceptionally impottah is based on bilateral agreement
about cooperation and joint projects with regiorarkets, including- Ljubljana, Zagreb,
Sarajevo, Montenegro and Stock Exchange in Skamjegration of BSE with regional Stock
Exchanges would involve creation of strong stockke@which would be traded with very
liquid securities and would be very attractive iforestors who invest in world markets. All of
this still is a distant prospect. Special atteni®igiven to the cooperation of media services
in region and wider environment. There are esthbtisregular lines of communication

through the distribution of reports and news.
12.6 Methods of trading in securities on the BSE

Securities trading at the Exchange sessions cangamized by the following methods
of trading**°
» Single price auction - members place trading orders in the pre-openihgse,
and the price is determined during the auction @haased on the placed trading
orders. During the single price determination tlodofving criteria are applied:
maximization of the trading volume and minimizatioh the difference between

the possible price and the reference price.

» Continuous trading method - under this method of trading orders are entered
into the electronic order book and are issued InLB&-IX system, which
continuously compares the conditions of price andngty from previously issued,
accounts and unrealized trading. Orders are impiéedein priority order from
the price, and if the prices of several orders bquaference is given to previously
issued order. Implementation of orders is possiiflethe system exposed
in BELEXFIX are contrary to the type of transacBothat have a price equal

119 hitp://www.belex.rs/o_berzi/medjunarodna_saradajecessed on 10.05.12].
120 Belgrade Stock Exchange. Methods of trading. Gaur
http://www.belex.rs/trzista_i_hartije/metode_trgoja [accessed on 11.05.12].

87



to or greater than the order that the status afexcirders awaiting implementation.
Closing price is calculated as the weighted averagded price of each unit
of securities during the trading d&y Continuous trading method consists of the

following phase¥?

First phase pre-opening- at this stage of the continuous trading methqdaés the
prevailing price method, but only until 9:55 pm.igphase includes two sub-phases:
* Receipt of orders - the period of receipt of ordersade, and

* Random time-limited period for the receipt and é&ratiow information.

Second PhaseOpening - opening price is equal to the price determinathgl the
prevailing price.

Third phase - Continuous tradingn which members of the Exchange may turn out to
continuously trading orders, including orders tiaat.

Fourth phase—Closing

Table 10 Example of trade continuous trading method

| Turnover | VWap |

Sgd 100
1,022 100

Source: Inter Capital Securities (2009), Guideading on the BSE, Belgrade, p. 9.

The process of pre-opening method for continuoading takes place in the same
manner as in the single price method. However, wiien begin continuous trading,
the transactions are carried out if the conditiares fulfilled for trade between supply and
demand.

Table 10 can be seen that it is impossible to ctntbe conclusion of order, because

there are no accounts that could be paired. Nad,1&@ws the number of shares to foreign

21 |nter Capital Securitie§uide to trading on the BSBelgrade 2009, p. 7.
122 BSE,Basic Course on Stock Exchangelgrade 2008, p. 13.
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buyers who are below the "LlOThe same situation exists on the supply side revtiee 274
shares listed under the™.0

Market orders are in the continuous trading pemachediately realized, provided that
a bid (in case of purchase), or demand (in the o&sales)® In the event that no foreign
sales orders, and the demand appears a market @rdatomatically goes into limit orders
with prices equal to or above the indicative pdetermined in the course of trade. The same
goes for the demand side there are no purchasespmt®ed appears to offer a market order
sales.

Block trading - includes a block transaction, whistthe subject of securities traded
on the regulated and unregulated market. Featadsde the performance of block trades
outside the trading session trading method and phevailing price or the method
of continuous trading. For the trading of secusiie determined zone of fluctuation, which is
the largest allowed price deviation from the intliaaprice of securities.

13. Products and Services
13.1 BELEXFIX

BELEXFIX based on Fix protocol is a official systdan trading on BSE, and was put
into operation 14.04.2008. According to developedintry BSE has decided to develop
a trading system that is integrated into singléqual for the exchange of information in the
financial markets for safer and easier informatierRchange. The system bases on
interconnected modules from which perform all fuoras of the Exchange:

» Listing module, which is used to record material market, thesfusion on the Stock

Exchange, trading suspension, the registration tofks exchange members, their

licenses, suspension and power brokers. It endbkesfficient functioning of the

department listings, as well as facilitating thdydaork of employees in this sector.

» Trading module, which is also the center of the system, is s@ndanstomers, that
take basic data about the market. In this modu& iamplemented two methods

of trading: continuous and auction, and all typesrders that are currently us&d.

» Information module allows automatic generation of periodic reportd associated
for the purpose of the web site of the Exchange.

123 Inter Capital Securities, op. cit., p. 9.
124 hitp://www.belex.rs/proizvodi_i_usluge/BELEXfix [acsed on 23.04.2012].
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The new system enables electronic order entry girdtiXAPI modules, based on which
members can connect yoBackofficeapplications and enable customers quickly enteersr
into the system of trading. Overall implementatioh the new trading system means
improving system performance, speed and securay @ine extremely important for both
investors and all market participants in our cdp@aistomers will be able, as investors in the
world markets, that their orders are issued byriie Luxembourg stock market was a major
donor to the project.

BELEXFIX allows processing up to 500,000 orders &@®,000 transactions per day.
Maximum at the BSE was 10 000 orders and 2,508 &etons, and that number is lower due
to more impact, both economic and non-economictofac Version of the FIX protocol,

which uses the BSE, is 4.4 and includes electromiemunication between:
> The broker and the stock market, which is bidim@ and is done when:
» giving orders to the trading (buying or sellingjroker -> Stock

» providing trading feedback (if the transaction iempleted, at what price,

volume, etc.) - Stock -> Broker
» Broker and a Central Registry, which is:
» checking customers - Broker -> Register
* giving feedback on the client - Registry -> Broker

» Broker and clients (buyers and sellers of secuajitié the broker-dealer company
developed its own system of receiving orders eb@dtally (via mail or by installing

a special application on personal computer us€@mnmunication takes place at:
* receipt of purchase and sales orders - Customestoek
» statements of purchase - Stock -> Clients
» Central Registry and the stock market, which is &lglirectional and is done when:

* providing information about the completed trangawi - Stock -> Central

Registry
» providing information about the owners of secusitieCentral Registry -> Stock

The following image can be observed relationshipwben participants who do

communicate electronically and those who continwe dommunicate in writing

90



or by telephone. On the basis of the following elstaristics, represented graphically, it can
be interpreted on Figure 7.
&
. & Electronic communication between participanthim $ecurities market

\Qﬁ\\ O".

i'G":{u%\ . . . " . .
[ &/ Communications in ertlng between partles in thewities market
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Figure 7 Communication of participants in the securities maket
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13.2 Information Servises on BSE

On BSE distinguish the following information semsc

1. Belex.info - to distribute information about trading to afleus via the Internet in real
time. In this way, users have continuous insiglo ithe securities market, that is,
the price movements of securities.

2. SMS - provides easy access to information about tradin the BSE, the use
of mobile telephony. Allows users to always be infed about the current price
of securities, the percentage change in price eadingg volume by way of sending
text messages.

3. SMS start-stop- can be used by users who wish to be informeditatihe daily price
movement of specific securities, the price at dgshighest and lowest daily price,
procenutalnoj change in price and daily tradinguweé for the selected value
of the paper.

4. Data Feed- dedicated to the professional information dmttors, known as data
vendors, the data retrieved, processed and reabditdd, in whole or in part, to end
users.This service is possible only previous sigrendistribution agreement with
the Stock Exchange, to distribute information omrent prices of securities, depth,
concluded transactions, indexes, and corporate hisi®@d companies and companies
included in the index basket BELEX1&

5. Ticker - if users are interested in at any time be inftrof current prices and price
changes of securities traded during the day, theydownload the BSE ticker online

6. RSS- involves downloading and displaying data in pagsate program to read your

mail on the basis of which the formation of "per@lomewspaper".
13.3 Indicators of BSE

Classified indicators we use to rate business if,B8ith the help of using different
mathematical patterns. It is important to calculeaéos compared with indicators from
the previous period or with indicators of regiorsibck exchanges. There are following
groups of indicators:

1. Market capitalization - the product of market price and the total numtfeissued

shares or bonds.

125 BSE. Products and serviceSource: http://www.belex.rsffiles/proizvodi_i_ugk/gi_2010.pdf 11.1.2012.g.,
[accessed on 13.05.12].
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2. Indices;

» BELEX15 - includes actions that are in continuaasling. This index is weighted
by market capitalization, calculated on a daily i®asThe participation

of individual companies is limited to 20%.

» BELEXIine - a general market index. This index exants the price movement of
a representative sample of shares on the StockaBgeh The participation of

individual companies is limited to 10%.
3. FIT, FIS, FIB - the participation of foreign investors
» FIT - an indicator of foreign investors in total
» FIS - the participation of foreign investors todeastocks
» FIB - the participation of foreign investors todeabonds RS

4. BELEXsentiment - represents the expectations of market partitgpaon the
movement of stock prices in the coming month. Tineesy included: participants in

trading, institutes, universities and the geneudllis™*.

5. Ratios - balance is the ratio of one position to anothexpressed in simple

mathematical formula. The most popular ratio iathes are:

» EPS (Earning Per Share) - is obtained as the oatiet income and the number of

issued ordinary shares

» P/ E (Price / Earning per share) - is obtainethasatio of market price of shares

and earnings per share

» P/ B (Price / book value) - given as the ratiar@frket value and book value of

shares

» ROE (Return on Equity) - is obtained as the raticmet income and ongoing

capital

126 BSE,Basic course on the stock exchangelgrade 2008, p.4.
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14. State on the Belgrade Stock Exchange in the ped 2007- 2011
14.1 Condition on the BSE during year 2007

Conditions in economics and politics during 2008arbia and the region to which it
belongs, represented a given frame within which Beé¢grade Stock Exchange business
occurred. This year was marked by significant evemithin the EU, as well as dynamic
international activity of Republic of Serbia, mgstseen through diplomatic activity
concerning the status of the southern Serbian pcevi

In the year 2007 the Belgrade stock Exchange wasragly successful in turnover,
number of transactions, number of issuers includedrganized market and number of the
Stock Exchange members, as well as according taowement of the total business
conditions, educational activities and financiaiuie™*’

In order to define the overall business environmer009, we have to mention few

important events that characterized the economlitigad scene in Republic of Serbia:

1. Economic trends were characterized by high rateg@dnomic activity, GDP was
7,3% of export, import and earnings. Despite of therease in inflation which
reached 10,1%, the core inflation was successfuliypt within the planned
framework from 4% to 8%, which indicated a favdeabmacroeconomic
environment. What spoiled, it was the high foretgade deficit, caused by higher

growth of demand due to fiscal expansion in the 206.

2. The growth of domestic and foreign loans contridute the increase in domestic
demand below the level of economic activity andh® growth of the foreign trade
deficit.

3. The growth of foreign direct investments amounte®®0 million euros, as well as
the growth of net inflow of foreign investments Balgrade Stock Exchange, which

were 36 billion euros in previous period.

4. Creating the first foreign index of Serbian sha®¥x and selling the first llicence
for the index BELEX15based on which the products traded on stock ex@saimy

Francfut and Stuttgart were created.

127 Belgrade Stock Exchange, Annual Report for 20065EBp. 1.
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5. The cooperation with stock exchanges in the regisnfixed by signing
thePartnership Memorandum. The goal was the promotibmegioral market,
thedevelopment and creation of regional stock exchangeucts and servict

Business operation

> Turnover:

The total turnover in 2007 was valued at 165 hillidinars, an increase of 64
compared to 2006. Also, there was the increasnumber of transactions per year by 11

since that yes

Diagram 5 Structure of turnover on the BSE in 200-2007

Structure of turnover
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H 2006th

2007th

Source: BSE 201

» Shares

As in previous years, the shares had the dominalg in the total turnove
onBelgrade Stock Exchange with 90%, which is 3% mniben in the year 2006. Compai
to shares of companies traded on Belgrade Stockdbge the shares of banks comple
charged their participation and ty no longer have the absolute domination over
domestic capital marke

The decline of these shares in trade is 21% cordp@rgrevious year. Compani
shares traded by ttmethod of continuous trawreached the turnov of 68% of total turnove
of shares, indicating an increase in liquidity tltdaracterizes the shares selected L
thesingle price method and are included in continutrasling. The most liquid shar
covered b the index BELEX1 achieved 75% of the rnover of all shares traded by 1

method o continuous trad**

128 Belgrade Stock Exchange, Annual Report for 2008 BS ¢
96



Diagram 6 Belex15 share index in the total turnover of share

Belex15 share index in the total turnover of shar

m BELEX15

B Other turnover of shares

Source: BS, 2011
» The block trading:

The block tradin reached about 9% of total turnover, and the highesie was
achieved b trading with a large amount of shares of AIK Banbnfi Nis, but regardless
that fact the turnover of block trading decreasgd b% compared to 2006 which indica

the increase in market efficienc

> Bonds:

Of total turnover reached on Belgrade S Exchange, only 10% was the segmen
trading with bonds, but in total amount the turnover ofesobf hand increased by 3(
compared to 2006. The achieved turnover was 20fomituros. The number of transactic
decreased by 39%, and we can concluat the frequency of transactions is lower on

market of notes of hand, with simultaneously highaue of individual transactior

> Indices:

At the beginning of the year the index BELEX15 d@onéd togrow, noting nev
historical valies every day. Thenusual growth of 70% in the first three months dcboted
to recognizing the Balkan region as the fastesigig region in the world's capital mark?®
It reached its historical maximum on May®, with the value of 3335,20 points. The fi
depreciation happened in May with the noted recdepreciation of 6,53%. Lat
depreciations followed in summer period, as welinafourth quarter, but all these could |
decrease the growth of index which was 38,4% on aheual level. The new inde

of Belgrade Stock Exchange was presented in — BELEXIline which was a success

1291pbid., p 20.
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of the first stock exchange index, BELEXfifhe movement of this index was in correlation
with BELEX15, with intensive growth in the first quarter, as wal with record values in the
month of May. This index also noted depreciatianshie same periods as index BELEX15

On the annual level the growth reached 44%.

> Other indicators:

BELEXsentimentwas in the zone of positive expectations for theatgr part of the
year 2007. However, the first time this indicatoaswvpublished, it was in negative zone
fortwo months, below 100 points, reaching its drstal minimum. Certainly,
macroeconomic and political occurrences in the seéd¢mlf of the year contributed to that.

Participation of foreign investors in total tradioguld be seen in trading with notes of
hand of foreign currency savings, while in tradwi¢h shares we could see decreasing of this
indicator. In relation to the year 2006, there wasrease in relative values of FIT by 18,2%,
but if we look at absolute values, there was anegee in trading of foreigners by 89%. Net
inflow of foreign investments on Belgrade Stock Eaxcge was around 500 million euros.

» The listing:

Commission for the list and quotation has held %etngs, on which among other
things, it made the decision on admission to Emene marketshares for these issuers:
Sojaprotein jsc Becej 2. Energoproject Holding Belgrade. It also brought a solution to the
admission of shares of another issuer, and thiager co. Pirot, with the provision that it had
to meet additional criteria relating to liquidity.

> The OTC market:

The OTC market in 2007 included shares of 775 isswehich together with shares
of those included in previous years made the tftdB44 emissions of shares issued by 1886

Issuers.
14.2 Condition on the BSE during year 2008

As in previous year, the situation on the BSE wasult of economic-political
situations in Serbia, and also the problem of diebdon and global economic crisis

provided the framework in which the report shoulthsidered for this year. To define
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the overall business environment in 2008 year, aselto mention several important events

that have characterized the global and domestieanir and political scene:

1.

The crisis of the world financial system that hasleed into a economic recession
and affected all areas of life;

to reduce GDP by more than 1%, increase in theentiaccount deficit, which could
not be compensated surpluses recorded in the fadaarod capital transactions, which
resulted in a reduction of foreign reserves CBhe level of 12,85 billion dollars,
reducing unemployment, reducing investment acéigjtbut experts fear that the crisis
will persist even up to 2010, which eventually cane,

The fall of giants in financial sphere,
The decline in economic activity,

State intervention in the economy, which alter Wwjidaccepted concept of strict
separation of state and business companies. Theepbwas adopted already in 2006,

as a necessity in further development of econ@eaitor,

The tightening of regulations governing businesthénfinancial sector,

The deterioration of the investment rating of coynt

Frequent exchange rate fluctuations,

Postponement of the privatization of public entisgs by initial public offering

A positive signal for foreign investors was cerhgithe conclusion of stand-by

arrangement with the IMF, as it did monitor the lempentation of economic policies

and structural reform of country.

BSE was also in 2008 year participated in “roadwshactivities, which was held in

Zagreb, and later in Wien in cooperation with regiostock exchanges. Cooperation with

leading index providers, American DJ-Stoxx, wasultesl the creation of family DJ Stoxx

Balkan Index whose calculation involved the sharmaded on BS

g

130 bid., p. 8.
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Business operation

» Turnover:

A total turnover was amounted to 71.8 billion RSihich represented its reducti
for 56.4%, over the prewus year. Also the number of transactions was deece#or 18-
thousand, which was 60% less than in 2(

Diagram 7 Structure of turnover

Structure of turnover

H 2006th
M 2007th
2008th

Source: BSE, 20:

Although in 2008, saw a significant decrease inestment activities, actior
as inprevious yee had dominant contribution in total financial tracsans on BSE, whic
was 92.6%, which was 3% more than previous yeareshwhich were traded to the metl
of continuous trading turnover amounted to around 88l®dn RSD, it was more than 52
of total financial transactions by shares, which wastikedower contribution than previol
year. About 28% of total turnover was achieved tpck trade, which was 40% more th
in previous at year, all of this indicated the reduttin liquidity and tendecy to large
transactions carried out through bilateral agre¢sm

The number of transactions has been decreased%rafhd strong depreciation of t
price on stock market, there was no recompositiopootfolio through bond accumulatic
by organized tock trading. Bond which was traded in 2008, ad @a®lin previous year, w:
the bond A201¢

> Indices:

Trend of declining index values was formed durig tthird quarter of 200°

However, the first negative effects came into plag008. Increasing of litical risk markec
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the first quarter of 2008, caused by uncertaintst fpresidential election, then the Kosc
crisis and the fall of Government and the earlysigential elections. All of this result
onthe weaenng of the index to 25.86%, durinhe quarter, while the second quarter brot
some stabilization and positive result (3.75%) Wwhigas mostly caused by p-election
expectations

While the first quarter of 2008, was determined lbgal circumstances, the thi
andthe fourth was deterined by events in world financial markets and théaté
of financial crisis, which were strongest in Septendret October. BELEX 15 in this peri
decreased by 43%. In the last quarter has beend adbéstoric minimum of the index, whit
was only 474.2index points. BELEX line was correlated with an erdBELEX15, with

somewhat weaker oscillations, recording annualidedf 69.08%"*

Diagram 8 Belex15 ‘hare index in the total turnover of shares

Belex15 share index in the total turnover of share

W BELEX15

B Other turnover of
shares

Source: BSE 20!
» Other indicators:

BELEX sentiment during 2008 was in negative zonexgectations, participants r
used to negative trend, expected recovery of tmeedtic market in m-year, to which wa
not there

Participation of foreign investors in total turnoyehich measure t an indicator FIT
increased compared to 2007 for more than 8 pergertaints, indicating lack of domes
demand rather than growth of domestic market dgtivhs regards the participation
foreign investors in financial transactions by sisarsale ‘as reduced only by about 2
which was a signal that the our market was not éa@d, while it sales has been a dran
increase of sales, for some 20%, which also reptedemain cause off falling share price:

the domestic mark

131 bid., p. €.
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» Listing:

Commission for listing and quotation of BSE in 2088opted a decision about
admission shares to the regulated market of isgoiat: stock company Metals bank, on the
Prime market and Company Alfa Plam, Vranje, on &ath market, which hold that position
to this day.

Metals bank did not keep position on Standard markevas soon given solution
of exclusion and return to the OTC market, due ith bt fulfill its obligations on time,
in particular obligation in relation to reporting.

During this period, the issuer Tigar, Pirot fulitl the necessary conditions, namely
the increase of liquidity, with whom he had probéem short term, for admission the shares
to Prime market, On Prime market already have b&erother issuer: Sojaprotein Becej, and

Energoprojekt Holding, Belgrade.

» OTC market:

During 2008 was significantly reduced number ofrehaof the issuer on the OTC
market compared to 2007. In addition to the reductf these factors influenced the decision
of the Commission that it was not possible to idellaction on the OTC market without
a prospectus, Commission wanted to guard agaist fon the market and there by increase

the liquidity of the entire market.
14.3 Condition on the BSE during year 2009

As in past years, the situation on BSE in 2009 wasditioned by economic
and political situation in Serbia. The basis afthostulate is that the Exchange mirror
the economy and the economy can not be divorcexd fralitics.

This year was marked by a dynamic internationavigtof Republic of Serbia, which
has largely been directed towards meeting the tiondifor joining the EU. Also this year

was marked by the following economic and politieaénts, local and international scene:

1. Continuation of the world financial system crisisdaeconomic recession that has
caused a decline in GDP of 4%, increase the budegktit, rising unemployment
by 2 percentage points compared to last year, arease in borrowing, reducing
the activity of investing and definitely negativepectations for a longer period

of time.
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2. The decline in economic activity in many sectorghaf economy, caused the gen

decline in spending and further government intetie@nn the econom

3. Sale of 51% of NI-Gazprom Russian, the direct negotiation and furtiedayin the

privatization of public enterprises initial pubbéfering,
4. The introduction of vis-free regime for Serbian citizens in the
5. Free distribution of 15% shares of NIS citizenSefbia

6. Significant changes in the course of the domesticeticyin the last quarte
Business perations

> Turnover:

In 200¢. the turnover was valued at 41.8 billion, representa decrease of 41.
compared to 200 Decline in liquidity in the trading of the numbeaipted on transactiot

of 77.215, which represents a decrease of 35% compai2@D&"*

Diagram 9 Structure of turnover in 2005-2007

Structure of turnover
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2007th
H 2008th
B 2009th

Source: BSE 20!
> Shares

Share turnover of stocks amounted to 87.83% wlicimost 4.7% percentage poi
less than in the year 2008, and tvalue was 36.7 billion dinai Reducing the numbe
of transactions is 4.38% over the previous \

The method of continuous trading in the OTC maddatieved a 29% share of to

turnover, if we add the action to the stock matké&dl turnover achieveby this method wa

132 Belgrade Stock Exchange, Annual Report for 2009(.
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37%, which is 16% less than in 2008. Block tradesavmore than half of total turnover

on the Exchange, which is the result of sales Aygit brewery.

> Bonds:

The total turnover on this market recorded a deatih17.4% over the previous year,
but the number of transactions increased by 6.18mdB with which most trade is, as in
previous years, A2016, whose trade was one-thitdtaf turnover in this segment.

> Indices:

The first quarter saw a sharp decline BELEX15, aslenced by the historic low
reached in this, and BELEXIline index. March 11 BB index was 347.46 points, while
the April 1 BELEXIine index stood at 841.99 poinfe second quarter marked by strong
growth and has recorded a vyield of 48%, and meds&€LEX15-om 60% compared
to historic low. In the third quarter, this indeashcontinued to grow, reaching an annual
maximum of 870.2 index points. In the last quathere was reversal trend and crossed into
the zone of constant negative returns. BELEX15 hrs tquarter lost more than 19,
and BELEXIine 15 index points. In 2010, we entetied year with a slight increase in the
index, which lasted until April, the month in whithe BELEX15 was 761 index points.
Since April to October, BELEX15 and reasonable &t EXline, recorded a continuing
decline in value. 9. October BELEX15 index valuesw&06.57 percentage points, while
the index BELEXIine was 1212.65.

» Other indicators:

BELEXsentiment showed his sensitivity to what's gexpng in the world economic
scene by entering the red zone since September, 20@8e he was left in the first 7 months
of 2009. Turning point occurred in August of 2008em this indicator moved in the green
zone and remained there until the end of the y&%r.

In 2009 there was a decrease in participation i@&ido investors compared to the year
2008, both in trading shares and trading in boRdE,is reduced by 10.5% compared to last

year, while reducing the FIS amounted to 6.4.

13 bid., p. 26.
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» Listing:

At the end of 200%rime marketas the most liquid segment of the Stock Exchange
accounted for shares of the issuer of the sama #sei previous year, while tH&tandard
market-no change. In May 2009, included the comisalietalac, Gornji Milanovac and the
shares of the bank with the largest capitalizatinrthe Stock Exchange - Commercial Bank,
Belgrade.

Characteristic for the year 2009 is the increasmgmber of market makers

to 5 members, while in 2008 there was only onetagttito the company Tigar Pirot.

14.4 Condition on the BSE during year 2010

As in previous years, BSE has maintained its bgsite the limits of endurance. The main
reason is still the dominant influence of the gldio@ancial crisis, which caused an outflow
of capital from the domestic market. BSE, in twsayught to according to the markets needs,
improve their business reputatibfi. Despite the crisis the world financial system,
the Belgrade Stock Exchange was hit by:

1. the decline in economic activity,

2. the increase in inflation,

w

increasing of Budget Deficit,

4. the growth of unemployment,

(62

. significant course fluctuation
Business Operations:

> Turnover:

The total turnover on BSE in 2010 was 23 billionads, or 45% less in last year. This
percentage shows how the crisis as an externairfaod unfinished process of privatization
of public enterprises initial public offering, theeak economy and the overall economy
contributed to the deterioration of the busines&lpyhe most important financial institutions.

Turnover is achieved with stocks, bonds and cotpdoands trading. For these reasons,

the average daily turnover was lower by 44% congbdeelast year. This trend changed

134 Annual Report for 2010, BSE, p. 1.
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in August of involvement in the trading of sharéghe Oil Industry of Serbia (NIIS), which
were distributed free to citizens.

Investors, who continued to invest on the BSE, ditito invest in less risky financial
instruments, which speaks in favor, 33% of turnavethe stock market. Trading at the BSE
has retained the dominant share in 2010 year, whdrom last year's 87.8% to 79.5% of

total turnover.

Diagram 10 Total turnover of shares per month
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B 200
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Source: Annual Report for 2010, BSE, p. 5.

The most traded bonds in 2010 were the A2011 senesghich trading has a turnover

of 7.7 million*®

> Indices:

BELEX15 recorded a decrease from 1.81% in respedtivyear 2009. During the
year, alternating periods of growth (at the begignof the year, April and October) and fall
periods (February, May, June, July, October). Entth® year was marked by a slight indexes

increase, which is offset by 5% of the index.

35 bid, p. 5.
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Diagram 11 Moving of BELEX 15 through year 2010

Source: Annual Report for 2010, BSE, p. 11.

BELEXIine recorded an average rate of decline @%, a trend is nearly identical
to the movement of BELEX15.

Diagram 12 Moving of BELEXIine through 2010
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» Other indicators:

BELEXsentiment: Positive expectations of investtisgan in September 2009, calming
of the economic crisis in the world's leading ecoies remained at approximately same level
within green zone until the end of 2010.

According to the above reasons, the indicatorsooéifin investors in the market is
dramatically reduced. Participation of foreign istggs in trading(FIT) was reduced
compared to the previous year by 20.6% and amounte38.6%. What is encouraging is

the decline in the participation of foreign invastom foreign sales of 60%.
» Listing:

The prime market shares of issuers included NISiNg&ad. Listing of shares of NIS,
as the first privatized public companies on thelstmarket had multiple positive impact on
the capital market, in terms of increasing the readapitalization of the Stock Exchange and
the qualitative and quantitative contribution téeofin the capital market in Serbia.

In the OTC market occurred a significant drop ofaiwved, in relation to the number

of excluded shares. This ratio is 242:57 or 1:5.
14.5 Condition on the BSE during years 2011 and 201

Deepening global financial crisis had a significampact on the operations of the BSE

in 2011. Depreciation of the international stockcleanges indices and new problems
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in european markets have caused an additional raitved of capital from the domestic
market. In 2011 and the first half of 2012, lackpalitical stability, also influence of BSE
bussines. Also, all indicators (GDP, inflation, Bomic activity) showed an additional
decline in value.

Movements of the BELEX15 through June 2011, ha@gative trend, which shows
the value of the index in May 2012 of 435 indexmpeicompared to May of 2011 when
the value was 793.

Also, the value of BELEXIline has decreased thraugh2011 and early 2012.
The value of this index in May 2011 was 1541 pgintsile the value in May 2012 was 884.

Table 11 Relation of Belex15 and Belexline in acoding of total turnover of shares

Years | Total turnover | BELEX15 % BELEXIline % Belex15/
of shares Belexline

Source: BSE 2012

Value of BELEXsentiment (76.72) indicates that tleepectations of market
participants about the developments on BSE is messimistic since April 2009 - a period
of more than three years. But despite of pessionigéiws of the indicators, foreign investors
bought more than sold, and that gives hope for dtimenarket development. The following

comparation of charts are proof of that.
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Diagram 13 Relation of b-FIS and s-FIS in period fom Jun 2011 to May 2012
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Situation on BSE in 2011 and 2012. We will addregse in the next section that
relates to the determination of the BSE marketidiigqy

15. The size and liquidity of the BSE

Exchange has a crucial role in the developmenngfaapitalist econom}?® BSE is
a relatively new and underdeveloped market. Altiofagunded in 1894, the Belgrade Stock
Exchange is a young market, it was reestablishd®@9, after nearly half a century bréak.
On the other hand, its underdevelopment is refteatethe existence of a small number
of high-quality securities, the dominant shareitrgé&nd very low market liquidity.

Until 2002. BSE was a market of short-term seasi@nd cash. Most of the traffic
in 2000, 2001 and 2002. and performed with the ceraial bills. Only since 2003 and in

2004. he received the mark of the capital marketii@ BSE's shares are traded mainly with

136 Cecchetti G. Stephen, Schoenholtz L. KeriMioney, Banking, and Financial MarketdcGraw-Hill, Irwin,
3-rd editon, New York 2011, p. 240.
137 Decision of the Presidium of the Government ob&eBelgrade Stock Exchange has ceased to exi8rd95

110



low trading volume in government bonds. In the peérirom 2007 to 2011, turnover stocks
is about 85% of the total turnover on BSE. Thisjgrbwill analyze the size and liquidity
of the total BSE market.

The size and liquidity of the overall market wile bobserved on the two most
commonly used indicators which were used by nunseuthors, which regularly publishes
the World Bank (Boubakari and Ognaligui (2010), Aimou (2009), Nowbutsing and Go,
(2009), Levine and Zervos, Deb and Mukherjee (2008)

Analyze the market size, based on the ratio of stk market capitalization to gross
domestic product of the Republic of Serbia, while Wwok at liquidity ratios on the basis
of turnover (turnover ratio), which represents tado of the total turnover of stocks and
shares of total market capitalization. Therefore @an easily conclude, that the market
capitalization of shares is very important fadtocalculating both indicators.

However, the question is, which amount of markeitesization should be taken into
account when calculating the indicators in certp@riod? Bearing in mind, that during
the year is often a significant change in markgtitaization is necessary to calculate the
amount included in the analysis of the average atar&pitalization.

Before we approach the more detailed analysis, Weskhow the movement of stock
market capitalization and turnover of shares on B®&E during the period 2007-2011
(Diagram 14 and Diagram 15, respectively). Also, present the movement of gross

domestic product of the Republic of Serbia in teaqu (Diagram 16).
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Diagram 14 Trends in the market capitalization of fares on the BSE during the

narind 20072011

1600000
1400000

1200000
1000000 / \

800000 —
v \
600000

400000
200000

Source: BSE, 2012

In the period from 2007 to 2011, market capital@atof shares was the highest
in the third quarter of 2007 and amounted to anrames 1 375 494 810 000 dinars,
and the lowest in the fourth quarter of 2011 with average amount of 693 271 290 000
dinars.

Diagram 15 Trading of shares on the BSE during th@eriod 2007-2011
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Source: BSE, 2012

In the period 2007-2011, total turnover share peargr ranged from minimum
2.65546 billion dinars in the third quarter of 201(ph to a maximum of 47.32041 billion
dinars in the second quarter of 2007. On an anhasis in the period a record turnover
was achieved in 2007 in the amount of 148 357 Z®idinars.

112



Diagram 16 Gross Domestic Product of the Republicf&erbia in the period 2007-
2011
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GDP (Gross Domestic Product) is a worldwide stash@aud is adopted by the System
of National Accounts of the United Nations, Eurapdanion, OECD, World Bank and
International Monetary Fund® It includes both tangible and intangible productio
expression as an aggregate value of final goodsarndces produced in one year. These are
usually more accurate comparison is expressed3ndallars, but the practice and expression
in local currencies.

Based on the data access to the calculation dalibee indicators of size and liquidity
of the market.

Table 12 shows the quarterly values of these imdlisaare calculated based
on the average amount of market capitalizationkstoc

138 Rost 1., Veselinovi P., National Economics, Faculty of Economics, Kjagac 2006, p. 58.
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Table 12 Size and liquidity of the BSE in the perid 2007-2011

2007/Q1 1.810540335 0.047504701
2007/Q2 2.600606043 0.035861286
2007/Q3 2.568531899 0.020354886
2007/Q4 2.323595599 0.02551410¢
2008/Q1 2.534096247 0.01206648¢
2008/Q2 1.893050843 0.025416624
2008/Q3 1.628689775 0.01230201¢
2008/Q4 1.253230968 0.01229456¢
2009/Q1 1.224524174 0.00590144¢6
2009/Q2 1.166959772 0.007054953
2009/Q3 1.169347540 0.005275424
2009/Q4 1.126268303 0.031985674
2010/Q1 1.132295760 0.005861907
2010/Q2 1.041978489 0.005616588§
2010/Q3 1.032735648 0.00356647¢
2010/Q4 1.045887714 0.009868202
2011/Q1 1.215011465 0.010379951
2011/Q2 1.080898406 0.009827855
2011/Q3 0.993639857 0.00585035C
2011/Q4 0.908995932 0.006023400

Source: BSE and the Statistical Office of Serbid, 220

Diagram 17 Trends in the size of the market sharegr quarter in the period 2007-2011
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Source: BSE, 2011

Based on Diagram 17 we can see that the size oB8te in the period 2007-2011

in constant decline. The most influential factortirese developments is the current world

economic crisis that has shaken the whole wortieend of 2008. On the other hand, in this

period there was a reduction in the number of congsathat are on the BSE. Of course,

when this downward movement of the market capa#itbn of shares placed in relation

to gross domestic product in the period increagttly downward trend we observe.
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Diagram 18 Trends in the liquidity of shares per garter in the period 2007-2011
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Source: BSE, 2011

Based on Diagram 18, we see a bad example in thudily of stocks that are
on the market of the BSE. Liquidity ratio has desexl values in the period with
the exception of the fourth quarter of 2009. Howetlds increase does not indicate improved
liquidity of shares, it is caused by a very lardeck trade realized in December that year.
Rise of large public companies on the Belgrade KSE>xchange, the highest quality segment
of the market, contributes greatly to improving tbreerall liquidity of the market. This
contribution can be seen on the graphic that shinas in the last quarter of 2010, when
the NIS Novi Sad to Belgrade Stock Exchange, cangedn liquidity ratios.

In addition to shares of the company give its dabaotron to the shares the Airport
Nikola Tesla Belgrade, while the expected significancrease in liquidity recent release
of Telekom Serbia.

To the liquidity and size, the Serbian market shaoenpared with other markets
in the world, we will calculate the values of ingliors on an annual basis (Table 2). Table 3
shows the values of indicators of size and liqyidif the stock market of the European

Union.
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Table 13 Size and liquidity of the BSE

Market Turnover
cap. (%GDP) ratio (%)
2007 58,5 12,26
2008 44,3 6,35
2009 29,3 4,68
2010 26,5 2,51
2011 26,1 3,24

Source: BSE and the Statistical Office of Serbid, 20

Table 14 Size and liquidity of the stock market irthe EU

Market Turnover
cap. ratio (%)
(%GDP)
2007 92,1 184,7
2008 41,6 163,6
2009 60,2 111,8
2010 64,7 92,8
2011 - 113,5

Source: World Bank, 2012

BSE Market Size: Market capitalization of shardatree to GDP in this period was
highest in 2007 with the amount of 58.5%. It sde it is a solid stock size, but we should
not lose sight of the fact that the Law on Privaian of the Republic of Serbia with open
joint stock companies were coerced to vote in tleeks market. This resulted in a large
number of companies in Belgrade which was only fdlyron the market because their shares
are not traded. Table 15 shows the total numbeoofpanies that are on the market, BSE,
and the number of companies whose shares are lgctragled. Based on these data we
conclude that the market capitalization of stodksling disproportionate neetfs.Capital
Markets Act of the Republic of Serbia which enter@d force on 21st November 2011 will

help to significantly reduce the number of listeinpanies on BSE.

139 Marinkovi¢ S., Financial markets and financial institutions in tRepublic of SerbiaFaculty of Economics

Nis 2008, p. 93.
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Table 15 Number of companies on the BSE
Year Total Active

2007 1710 1122
2008 1848 1066
2009 1779 788
2010 1601 657

2011 1339 581
Source: BSE and FEAS, 2012

Market liquidity BSE: Belgrade Stock Exchange sinite re-establishment is
characterized by low liquidity, and total annuahtwver of stocks reached the highest amount
of 7.2% GDP (2007). In that year, and achievedcarcgeamount of liquidity ratio of 12.26%
that cinema seen in table 10. From that year anh@ewliquidity is constantly decreasing.
Slight increase in liquidity in 2011 was the resalt previously mentioned, leaving two large
public company Prime Listing on the BSE. When wmpare the obtained values of liquidity
indicators relating to the Belgrade Stock Exchamgth the values that make the stock
exchanges within the EU come to disappointing tegslich as BSE in 2011 had a Turnover
Ratio 3.24%, while in the EU amounted to 113.5%gbl& 13 shows values of Turnover
ratios in most developed markets of the world. Th8. stock market used to be by far the
largest in the world.

However, for 80's of the 20th century occasionbtppened that the value of traded
shares in Japan exceeds the value in the UniteadsStehe U.S. investors today do not just
look at the Dow Jones average, industrially, buhvaqual attention and follow the stock
market indexes (for example, the Nikkei 225 averagel the Financial Times Stock
Exchange 100-Share index). Thus, the internatipa@din of financial markets has a major
impact in the United States. The foreigners, egfigclapanese and Chinese, not only
to provide funds to U.S. companies, but also higlanice large budget deficits of the federal

government°

140 Mishkin F., Eakins SFinancial markets and institutionMate-Zagreb 2005, p. 21.
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Table 16 Trends in turnover ratio on some of the mst world stock exchanges.

Year United United China Japan Germany Italy Spain
States  Kingdom

2007 216.5 269.8 180.1 141.6 179.7 2204 189.7

2008 404.1 227.2 1213 153.2 193.3 84.0 177.7

2009 348.6 146.4 229.6 127.1 107.2 109.7 142.6

2010 189.1 1019 1644 114.5 103.0 169.7 110.2

2011 187.6 1379 188.2 108.9 1345 236.8 128.9

Source: World Bank, 2012

So, when we look at the overall market shares dE,B& conclude that the market
size is disproportionate to the needs of tradirwatTs, the analysis should focus only on the
highest quality segment of the market.

Capital Market Act, which entered into force on Rbvember 2011, the Board
provides for strict separation Listing as a topliqpanarket segment BSE from other parts
of the market not reflected the listing. In the uleged market is another segment (Open
Market) which includes companies that meet certajnidity criteria, but not a listing.
The following section shall effect the analysissife and liquidity of shares of companies
that are listing (Prime and Standard Listing).

16.Commodity Exchange Novi Sad

Adoption of Public Markets Act from 1886, which wagned by King Milan, was
established first Stock Exchange in Novi Sad. Afiély years, in March 1921, started
working in order to promote, facilitate and regaldatade transactions. The first President
of the Stock Exchange was one of the most promitemiowners of the time, Gedeon
Dunderski*

Commodity Exchange Novi Sad, in the presents, wasided on the premises
of today's Serbian Matica, in December 1958 yeathey Government of the Republic of
Serbia. Since its establishment, through the Conimé&xchange in Novi Sad was sold over

16 million tons of goods.
The bodies of management of the exchangé“are:

» Assembly as the highest governing body, which ctegif all employees,

141 Commodity Exchange.History. Source: http://www.proberza.co.rs/o-nama-2/igti [accessed on
17.05.12].
142 bid.
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» Board of Directors elected by the Assembly anddmposed of seven members,
which includes two representatives of provincialhauities and five representatives

of the "Commodity Exchange”,
» Director, appointed by the Board of Directors.

In order to participate in the stock trade is neagsto become a member of the exchange
and to pay a specified amount of money. In additiothe conditions of membership, it is the
existence of legal personality. The basic quessoidow can trade individual producers?
This is possible with help of "Agrar product”, whit¢oday is representative of individual
farmers in the sale of agricultural products thtoughe "Commodity Exchange".
This company operates as a broker of individuahéas.

On Product Stock Exchange, where the trade talkase phainly in the spot market,
traded commodity derivatives (futures) and commpodiading records, which has not
developed yet. These are securities backed witimgra component of animal feed, seeds,
fertilizers, industrial plants, consumer goods.

Trading system is still in early development, altgb the Commodity Exchange has
been around for a long time in our market. The npaoblem is lack of interest for further
development of this Stock Exchanges by legislatiedies and the farmers and consumers.
In the future, is expected to increase the prodisting that will serve as the basis
of securities traded on exchanges and increase eruafibinvestitors in this market. With all,

that is necessary and implemetation of new infoionagystem.
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V. Conclusions

17.Establishment of Stock Exchanges and Legal Regulatis

The origins of the capital market in Poland datekita 1817, which is much earlier than
in Serbia, where the year 1894 is assumed asatieeodl creation of the first exchange. Both
markets operated till the wartime period, and thiar political and ideological reasons - they
resumed their operation only in the first yearstlod market economy formation. Stock
exchange functioning in the centrally planned ecoynavas in fact contrary to the underlying
principles of socialism and was not feasible indibons that developed in Europe after
World War 1. After 1989, the Belgrade Stock Excbanwas revived as the first one. It
currently operates on the basis of the Act - theu8tes and Capital Market Law.

Subsequently, in 1991, two stock exchanges wergbkstted in parallel: in Warsaw
(established by the Act of 22 March 1991 on Publiade of Securities and Trust Funds,
based on which it operates to date) and in Kied¢uithe Securities and the Stock Exchanges
Act, additionally confirmed by the Decree of theb@eet of Ministers).

Taking into account the initial situation, both thgarsaw and the Belgrade Stock
Exchanges were in the incomparably better positian the stock exchange in Ukraine,
which had no history and no established traditi¢tswever, decades of interruption in the
Warsaw and Belgrade Stock Exchanges operation dethd point where each of these
countries lacked adequate technical facilities, &mesources and legal base to operate such
undertaking as the stock exchange. The biggesadbsivas, however, the lack of capital and

uncertainty that accompanied economists and fiksgtors.

18. Organizational and Ownership Structure of Stock Extanges

When comparing the organizational structure of lstexchanges in the three analysed
countries we can see some parallels, especialligarcase of Warsaw and Belgrade trading
floor. The highest authority in the Polish Stockckange is the General Meeting of
Shareholders, which plays a supervisory role amgists of all shareholders. In the Belgrade
Stock Exchange, this body is called the Stock ErghaAssembly. One of the tasks of these
bodies is to elect the BSE Board of Directors drel\WSE Supervisory Board respectively.
The Belgrade Exchange consists of two basic bodikie in Warsaw there are three bodies.
The BSE Board of Directors holds competences of Mwnagement Board and the

Supervisory Board of the Polish Stock Exchangeaddition, the following are attached to
120



BSE: Arbitration Committee, Listing and Quotati@ommittee, Exchange Violations
Committee. In turn, independent rulings at the Vi&&issued by the Exchange Court, which
- although not being a body - performs the fundiohthe court of arbitration.

Completely different is the situation in Ukraineheve the organizational structure is
completely unclear. Available sources only indichi® the current USE Chairman, Valentyn
Oskolskyy, and his family are in possession of gontg stake in the Exchange. However, it
is purposeless to look for accurate informationudBdSE organizational structure, because
none of the sources that we succeeded to accesssadd this issue. The official website only
informs of the existence of three departments withe USE, and namely: the Department of
Operational Exchange, the Financial Department &mel Management Organization
Department [Trading Department, Financial Departnaeidl Administrative Department.

In terms of the ownership structure, all three exges are joint stock companies. As
regards the WSE, the Treasury holds 35% of shau@$%% are in the hands of the free float.
In Serbia, the government is in possession of rtiaae 10% of the shares, and the remaining

free float is distributed among brokers, dealeasiks and insurance companies,‘étc.

19. International Cooperation

The importance and prestige of the stock exchangha international forum is proved
by its membership in international organizations.also confirms the high level of
transparency and quality of practices, based orclwite trading is carried out. In this
respect, the leading role is played by the WSEclwhs a full member of the following
organizations: World Federation of Exchanges (WHREBH the Federation of European
Securities Exchanges (FESE). The BSE is a full negnadd the Federation of Euro-Asian
Stock Exchanges (FEAS) and an associate membéedfdderation of European Securities
Exchanges (FESE) and the World Federation of ExpésWFE). The USE does not record
the membership in any federation. And also nonethef aforementioned organizations
recognizes it as its member. Membership in intéonat organizations indirectly proves the

quality of individual exchanges.

143 http://www.ukrse.kiev.ua/about/contacts.shtmtfssed on 4.09.12].
144 Godisniji izvestaj o poslovanju u 201dodni, p. 27, http://www.belex.rs/files/proizvodiusluge/gi_2011.pdf
[accessed on 20.08.12].
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20. Instruments Listed on Stock Exchanges

Financial instruments, which are most often tradadhe stock market can be divided
into three basic groups: securities, derivatived atiher instruments that do not qualify for
any of the groups, that is, short sale orders andtsred products. Their good knowledge
allows each investor to build a portfolio that witinimize the risk and maximize potential
profits. However, each stock exchange has differegulations that individually govern
trading in each of these types of instruments. éddaot all instruments are equally available
to investors at different exchanges. The main medso the differences is the lack of
legislation that would govern trade in a given tygfeinstruments. The size of the stock
market and demand reported by participants alsgebardetermine the range of offered
instruments. In the case of the analysed stock amgds, each of them trades in certain
instruments, which are listed in Table 17. Numbkinstruments that can be traded is an
indicator of stock market development and attraoteestors with different investment
preferences and entities which are not necessatidyested in the most popular securities,
such as shares and bonds. A wide range of instrigsnieavailable only when an appropriate
legal basis is created. Instruments must correspmrdpital resources held by the investors

and to the specifics of their issuers.

Table 17 Instruments traded on the WSE, the BSE anthe USE respectively (as of

30.06.2012)
WSE BSE USE

- Shares, - Shares, - Shares,

- Treasury bonds (Catalyst - Bonds of the Republic af - Corporate bonds,
market - corporate and Serbia. Treasury bonds and self-
municipal bonds), governmental bonds,

- Futures, - Investment certificates,

- Warrants, - Options.

- Index Participation Units
(IPUs),

- New shares' subscription
rights,

- Rights to shares,

- ETF,

- Structured products,
- Investment certificates.

Source: Own work based on: WSE, BSE, USE, 2012

Table 17 shows exactly how the different stock excgjes are advanced in development

in terms of number of financial instruments thah d¢ee traded. In spite of many problems
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encountered by the stock market in Ukraine, ithge do offer investors a wider range of
products than the BSE. This does not mean, howekat,the Serbian Stock Exchange is
stagnant and not growing. Attention should be paithe fact that it is a country of much
smaller internal market, where the SMEs sectoi0ib02accounted for 99.02% of all operating
companies, and micro enterprises alone (accortbnthe nomenclature of the Serbian
Statistical Office micro enterprises mean compamwdéh revenue below RSD 100 million)

accounted for 91.79% of all companies registere8arbia. For companies of this size the
capital market, as a rule, is not a viable alteveator raising capital and further expansion.
Therefore the privatization of state assets seambet the main catalyst for change and

a stimulus for further development.

21. Capitalization

The level of the stock exchange development tagelaxtent is determined by market
capitalization, i.e. the total value of all secestlisted on the stock exchange. This indicator
informs of the actual size of the stock market, asgeriodic analysis allows to observe the
dynamics of changes and trends in those changes.

Table 18 presents the market capitalization of \Wersaw, Belgrade and Kiev Stock
Exchanges in 2005-2011, expressed in millions &. dollars. It can be clearly seen that the
WSE was characterized by the highest rate of machkeitalization during the analysed
period. For example, if we compare 2011 data, t8E Bapitalization equals 1/39 of the WSE
capitalization, and the USE capitalization - oy7D0, and respectively 1/20 in comparison to
the BSE.
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Table 18 WSE, BSE and USE capitalization in 2005-2Q, USD million

Capitalization

(USD million)* WSE BSE USE
2011 393 055,95 10 108,82 510,60**
2010 425 630,20 11 774,26 477,93
2009 360 220,46 13 972,03 224,49
2008 343 850,66 14 572,26 238,55
2007 516 919,07 26 811,35 273,25
2006 309 658,66 13 489,14 193,50
2005 220 418,88 n. a. 541,28

* Currency conversion based on the average annulahege rates published by national banks
** Data for the period January-September 2011
Source: BSE, WSE, USE, 2012

The WSE was the only stock exchange which increasedapitalization over the
analysed period. In 2011 this rate almost doubled/alue recorded six years earlier. The
biggest drop in capitalization value was recordethe BSE (taking 2006 as the beginning of
the analysis period). Similarly, the USE has failed increase the capitalization level,
although its decline expressed in the nominal vauwer than at the BSE due to much
lower base value. Furthermore, it is clear that thecussed exchanges are not fully
synchronized with each other. None of them, howegenot indifferent to the political and
the macroeconomic situation, both in the countryvhich it operates and in the context of
the global economy. Both the WSE and the BSE mgsrte2007 as a particularly successful
year, thus becoming the kind of positive econonaimometer of global markets at that time.
In this year both stock exchanges achieved an éxogtly high level of capitalization,
which almost doubled over 12 months (in the casthefSerbian Stock Exchange, while in
the case of the Warsaw Stock Exchange it increbgetD%). The increase in capitalization
was also recorded on the USE, after 2006, whichcheerly the weakest year for that stock
exchange. At that time - mainly because of the ghartaking place in Ukraine and instability
of its market - capitalization value dropped onaamual basis by as much as 280%. It is
worth mentioning that the rate of change in valergressed in the local currency may not
coincide with that expressed in US dollars dueiti@@nces in exchange rates. However, the
capitalization brought to a common currency alléwsompare the dynamics and direction of

changes, as well as to obtain and compare thetza&ch of these exchanges.
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Diagram 19 WSE capitalization in 2005-2011, USD ntibn
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Market capitalization of the BSE, in contrast te iWSE and the USE, is characterized by
a clear declining trend (Diagram 20). In the ye2096-2011, its value fell by 3.38 USD
billion, which means a decrease of 25%. Only 2Q0%dd out to be particularly beneficial
year for the BSE, because at that time its capafabn recorded an exceptionally high level
close to 27 USD billion, and - if measured by timaal growth rate - it was almost 100%,
thus showing a big BSE potential for further depehent. The next year, however, was not
so successful, because the dynamics of change tlewegh it reached a similar value, had the
opposite direction. Both of these phenomena indiealhigh BSE susceptibility to changes in
the economic environment in which it operates. @lifph the Serbian economy is relatively
small, but, as Diagram 18 shows, stimuli thatéates are of crucial importance for the well-

being of the Belgrade Stock Exchange.
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Diagram 20 BSE capitalization in 2005-2011, USD ntibn
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The USE capitalization value in 2005-2011 (Diagrah) is quite varied. Therefore it is
difficult to speak of a single dominant trend omtttrading floor. The average level of the
USE market capitalization during the describedqubtotalled 355 USD million. The largest
decrease was recorded in 2006 (by 64.3% as compard 2005 baseline). Then, for the
next four years (to 2009), it was maintained atlatively stable level - about 232.45 million
dollars. The year 2010 brought a big rebound, whiels reflected in the annual growth in
market capitalization by 113% as compared to tlewipus year. Ultimately, it reached the
level of 477.9 USD million. The year 2011 was alaeourable for the USE, although such

a significant growth of capitalization could not fepeated, and the recorded increase was less
than 7%.

126



Diagram 21 USE capitalization in 2005-2011, USD ntibn
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In conclusion, the WSE recorded the highest valaesmarket capitalization that
significantly exceed the BSE and the USE perforreaburing the analysed period, only the
WSE noted an apparent upward trend, which cong&ibgignificantly to the increase in the

capitalization values which currently differ the W8om the BSE and the USE.

22. Turnover

The turnover value on the stock exchange is onlkeomost important absolute indicators
used to compare the stock exchanges. TalpleS8ents the total value of trading on the stock
exchanges in Poland, Ukraine and Serbia in 2003-20dtal turnover presented in Table 19
includes the total turnover of all available instents at individual stock exchanges (listed in
Table 17).
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Table 19 WSE, BSE and USE turnover in 2005-2011, DSmillion

Turnover
T WSE BSE USE
2011 220 76,61 353,48 1,90**
2010 196 721,16 290,33 59,93
2009 142 639,48 626,10 7,39
2008 200 564,9p 1142,35 21,16
2007 214 266,09 3 070,93 16,79
2006 120 004,1P 1 677,08 46,77
2005 69 884,38 669,50 152,19

* Currency conversion based on the average anwahbage rates published by national banks
** Data for the period January-September 2011
Source: BSE, WSE, USE, 2012

The value of trading on the WSE from 2005 to 208¢orded a more than threefold
increase, reaching the level of 214.27 USD billiafter 2007, being a record year both in
terms of the capitalization and the turnover, wittiie next 12 months there was a significant
decrease in interest in trading in the stock markkhough the capitalization value in 2009
was already higher than in the preceding yearjrigadalues continued to fall. This proves
the lack of a simple correlation between these \talaes. Since 2010, however, we observe
the re-growth of the WSE turnover and in 2011 vh&e obtained in 2007 (214 billion
dollars) was exceeded.
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Diagram 22 WSE turnover in 2005-2011, USD million
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The BSE noted a very dynamic development from 2008007, in terms of increase in
the turnover and capitalization. Turnover, whicl2D07 reached the level of 3 USD billion,
was 4.5 times higher than only two years earli@weler, in a subsequent year a significant
drop in interest in securities was observed in i@ednd as a result the turnover, calculated on
a year-on-year basis, fell by 63%. In spite ofgh@wth in the turnover in 2011 by more than

20%, considering its low base, it was only a nomimerease of 63 USD million.

Diagram 23 BSE turnover in 2005-2011, USD million

3500

3000

2500

2000

1500 -

1000

giEEEE N

2005 2006 2007 2008 2009 2010 2011

Source: BSE, 2012

In the case of the USE it is hard to talk aboutrsteym fluctuations, as the turnover

generally significantly drops on an annual basishwhe exception of few significant
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rebounds that do not last longer than one yeamduar recorded in 2011 represents only
1.2% of the turnover reported six years earliee @mplitude of change is much greater here
than in the case of capitalization. This refledte tecline in the stock market liquidity.

Although in some ways the USE managed to keep rterest of issuers, the investors,
however, are not willing to trade in securitiesfremuently as for example in the WSE. USE
instability is reflected in significant declines daincreases in annual turnover, which are

difficult to predict and forecast.

Diagram 24 USE turnover in 2005-2011, USD million
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The highest turnover during the analysed period ngasrded in the WSE. Only in 2005
it was more than 100 times higher than the turnmrethe BSE and more than 450 times
higher than on the USE. Taking into account the faat the WSE, as the only one of the
analysed exchanges, recorded the growing trenthanvélues of trading, it should not be
surprising that WSE turnover in 2011 was more t6@@ times higher than at the BSE and
more than 100 thousand times higher than at the USE

23. Liquidity Ratio

In order to obtain a more complete picture of thalgsed stock markets, their relative
positions and the condition, it is also worth rafeg to the relative indicators, which among
others include the liquidity ratio - i.e. the ratid turnover to capitalization value. This
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indicator shows the rate of capital movements & dtock market* Calculations took into

account total turnover in individual stock markat&l full capitalization.

Table 20 The value of the current liquidity ratio for the WSE, the BSE and the
USE in 2005-2011 (%)

2005 |2006 |2007 (2008 |2009 2010 |2011

Warsaw Stock
Exchange (WSE)

31,71% 38,75% 41,45% 58,33% 39,60% 46,22% 56,17%

Ukrainian Stock
Exchange (USE)

28,12% 24,17% 6,14%| 8,87% 3,29% 12,54% 0,37%*

Belgrade Stock

Exchange (BSE)
*Partial data composing the index cover the pediaduary-September 2011
Source: Own work based on: BSE, USE, WSE, 2012

n.a. | 12,43% 12,43% 11,45% 4,48%| 2,47%| 3,50%

In the years 2005-2011 the WSE was characterizetidohighest liquidity, oscillating in
the range of 30-60%. By 2008, the liquidity of teeock market in Poland recorded
continuous growth. This indicator has increased dle three years up to 26.62 percentage
points, amounting to 58.33% in 2008. However, i02@here was a sharp decline in WSE
liquidity. The difference as compared to the pregigyear was 18.73 percentage points. In
subsequent years the liquidity ratio significaritigreased, reaching the value of 56.17% in
2011. The value of the liquidity ratio in excess 5%, and its growing trend allow the
conclusion that the present condition of the WSEaisfactory, and it may be even improve
with time.

The USE liquidity ratio in 2005 was 28.12% and dumt differ significantly from that
calculated for the WSE. However, in 2007, its valek dramatically to a level of 6.14%.
Subsequent years alternately are characterizech liyceease and a decrease in the liquidity
ratio at the Ukrainian trading floor. As a resulitiois apparent lack of stability, in 2011 this
ratio had a value of only 0.37%. It seems thatrétarn to double-digit USE liquidity is not
possible in the next few years' perspective, afyhoiti cannot be completely excluded given

the historical values of this ratio.

145 Sieradzki R.,Rynek akcji na WSE w Warszawie na tle innych krdjthiw Europejskiej.(After) krotka historia WSE,
.Nasz Rynek Kapitatowy.2006, No. 12 (192), p. 93.
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In 2006, the BSE recorded the liquidity value & tbvel of 12.43%. In the following
years, until 2010, when it was at the level of 24 The ratio was characterized by a declining
trend. Although the year 2011 helped to reverse trend, the increase in liquidity was
negligible. Currently, the lack of liquidity is aajor problem both for the BSE and the USE,
and it probably keeps companies and individual stms from engaging their capital and
does not favour the development of these exchahgmsdity ratios that achieve single-digit
values clearly indicate poor condition of the stocérket and are not a good prognostic for

the future.

Diagram 25 The value of the current liquidity ratio for the WSE, the BSE and
the USE in 2005-2011
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Analysing the stock market in Poland, in Ukrainel &m Serbia in 2005-2011, one has to
consider the outbreak of the financial crisis thdversely affected each of them since 2009.
Its effects are especially visible in the WSE whére liquidity ratio declined by about
20 percentage points as compared with unexceplyomalsitive one in 2008 (58.33%).
Despite this significant decline, the liquidity abtion of the WSE returned to the sustained
upward trend in the subsequent years, as opposbe 10SE and the BSE, mainly due to the
relatively good economic and financial situationrPialand as compared to other countries in

the region.
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24. Capitalization to GDP

Another relative indicator that can serve as aregfee point for further analysis and for
comparison of exchanges is the ratio of capitabmato the GDP of a given country, which
indicates the amount of capital valued through GDBcause there is the generally accepted

opinion that the value of this index equal to o#686 signifies the importance of exchange

for the national economy?®

Table 21 WSE, BSE and USE capitalization as a padf the national GDP in the
years 2005-2011 (in %).

2005 2006 2007 2008 2009 2010 2011
Warsaw Stock

72,53% 90,63% 121,54% 64,95% 83,60% 90,60% 76,40%
Exchange (WSE)
Ukrainian Stock

0,63% 0,18%| 0,19% 0,13% 0,19%  0,35%| 0,31%*
Exchange (USE)
Belgrad Stock

n. a. 46,16% 68,83% 30,51% 34,80% 30,63% 22,44%
Exchange (BSE)

* Data for the period January-September 2011
Source: own work on based:: BSE, USE, WSE, 2012; thBaink, 2012

At the WSE, capitalization to GDP ratio in 2005-20is in the range of 64.95% -
121.54%. It is worth noting that in 2008 the WSEareled the lowest value of this index in
the analysed period of time. However, in the samar,ythe ratio reached its highest value.
This shows that as a result of the first signshef ¢risis, capitalization value dropped much
faster than the turnover at the WSE. Without a tlohlowever, the WSE is of great
importance for the Polish economy. This is paradyl evident on the example of 2007, in
which the WSE capitalization was higher than GDPRha country. Due to this fact, the
country's economic situation should be closelyduhkvith the exchange: they interact with
each other in equal measure. The situation in tkraibe is different, because the role of the
USE appears to be marginal, especially in the contd several stock exchanges
simultaneously operating in the country. The USElitis vulnerable to external stimuli, but
the size of its capitalization in relation to thetgntial of the economy confirms the lack of

reciprocal impact of exchange on the economy.

146 Gruszczyiska-Brabar E., Funkcjonowanie Gietdy Papierow Waftboowych w WarszawieNydawnictwo AE Pozng
Pozna 2007, p. 103.
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In the case of the BSE, it is clear that before ¢hsis this stock exchange played a
significant role, because its capitalization in 200as almost 70% of the country's GDP.
However, in subsequent years this index showedyaifisiant decrease - to the value of
22.44% in 2011. Such trend indicates that - dutiveganalysed period - the BSE gradually
lost its importance, as it does not concentrate ranye such significant capital in order to
have a visible and real impact on the economy abi8e But definitely it is still a very

important link in the economic life of the country.

Diagram 26 WSE, BSE and USE capitalization as a part of the rieonal GDP in
the years 2005-2011 (in %).
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Taking into account the ratio of capitalization@®P, the best result was achieved in
2005-2011 by the WSE. Next in order is the BSE,clwhhas a 2-3 times lower value of this
ratio. The last place is occupied by the USE, whbkeevalue of capitalization measured as
a percentage of GDP has not exceeded 1% over\beasgears.

It should be however stressed that in all analysedhanges there was noted the
downward trend of this indicator during the anaty/period.
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Summary

The comparative analysis was aimed at selectingoéf® thriving stock exchange. To
achieve this objective we used eight categorieg;iwderved to compare exchanges presented
in this publication. Selection of indicators wassideed to show the similarities and
differences between the three markets so as taetisat the analysis is as far as possible
impartial and fairly presents the entire spectrdnihe presented research problem.

As a result of comparison we may easily notice grattically at any analysed level the
first place is occupied by the WSE, which meang thas by far the most developed
organized market, and other exchanges, the BSEhndUSE, can follow its model. It is
worth to briefly summarize the factors that haveeypd here a key role.

First, the WSE is based on transparent regulatigch gave a solid foundation to
create an appropriate organizational structureadride same time allowed for an appropriate
division of functions, so that the stock exchangetl@e organized market operates very
efficiently. Investors are provided with a sense sefcurity, for example thanks to the
Exchange Court.

Similarly important is also an aspect related toaé@ccess to information. Access to the
Warsaw Stock Exchange is possible thanks to the R8T listing system, which provides
market participants with efficient access to therket for trading securities and full
automation of transactions, as well as a sourcenformation about the current market
situation. From November 2012 the listing on the BM8ill be conducted using the most
modern transaction system - the Universal Traditagfdtm (UTP)*’. This listing system is
already operating inter alia at NYSE and Euronext.

Analysing the number of instruments traded on werigtock exchanges, the WSE is
definitely at the first place, as trading on thergéav Stock Exchange includes more than
a dozen instruments (see Table 1). A wide rangeptibns is very important for investors,
and the more options, the more incentives to invesice investors may conveniently
construct for themselves a diversified investmemtfplio. In addition, beside the standard
quotations, there is a possibility to conclude kltades, both in the pre-session and off-
session system.

Fluctuations in individual industries or sectorg &xtremely important in investment
decisions. For this purpose stock exchanges indicesised. They are a kind of a statistical
measure illustrating the direction and magnitudecldinge in given sectors. The Warsaw

147 hitp://www.gpw.pl/utp [accessed on 19.08.2012].
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Stock Exchange lists a total of 25 indices, inatgdt in addition to indices containing the
largest companies - also branch indices (e.g. WKBIBS) and national indices (e.g.
WIGUKkraine), as well as an index of socially resgible companies - RESPECT. This is
another factor determining the high transparencthefWarsaw Stock Exchange. In addition
to trading on the Main Market, one can invest iteraative markets - NewConnect and
Catalyst. This gives both investors and smallermames more opportunities to raise capital,
at the same time contributing not only to increttse attractiveness of the Polish capital
market, but also to increase innovation in the eoon

Figures, which allow to strengthen the leading f@s;j also speak in favour of the WSE.
It is enough to see how the share capital of theEWreased over 20 years. Initially it
amounted to PLN 6 million, and now it stands at NP523,209 million, which is over
87 times more.

Considering the size of the stock market, a clések should be taken at stock market
capitalization. WSE capitalization during the asaly period exceeds several times the results
obtained by the BSE (39 times less) and the USBE (ifides lower than the WSE). At the
same time capitalization of the WSE shows an upwamd, which clearly demonstrates the
continual development of the stock market, at #i@es time leaving other exchanges of the
Central and Eastern Europe far behind. In addiitoindicates the fact that the Polish capital
market is several hundred times higher as comparéte Serbian and the Ukrainian one. In
addition, foreign companies play the growing ratetibe WSE. At the end of May 2012 there
were 40 such companies, and their capitalizatioresponds to 29.91% of the total.

The second absolute indicator beside the capitalizas the trading in all securities on
the stock exchange. During the period 2005-2014 r¢iio shows a rising trend which allows
the conclusion that in the future this value wilbgy from year to year. In comparison to the
BSE and the USE, the turnover on the Warsaw Stackd&nhge in the last analysed year was
more than 600 times greater than at the BSE and than 100 thousand times greater than at
the USE.

In addition to absolute indicators, the relativelioators have been reviewed for the
described exchanges: liquidity and capitalizatorGDP. Also here the WSE is an absolute
leader: its liquidity ratio in the recent years m@nd more rapidly approaches the value of
60%, indicating the rate of capital movements.nrirairect way this indicator tells us about
the maturity of the Polish market.

Capitalization to GDP ratio tells us about the imiance of the stock exchange in the

country (the ratio above 40%). For the WSE it mayshfely argued that it plays an important
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role in the country. Despite a decline in the ratidhe last year by 14.2 percentage points, it
is still at a very high level - 76.4%. The longregrowth indices, number of IPOs and

subsequent issues caused that the rate is three higher than that for the BSE, or even
247 times higher than for the USE. This means weatare quickly reaching the level of the

developed markets, where the value of companie®s often higher than the GDP.

The thesis that the WSE is the most developed stmatket - which leaves far behind
two others, is finally confirmed by full membership the stock market world-class
associations, namely: WFE and FESE.

According to the analysis, the BSE is in the seqaade of the analysed stock exchanges
in terms of the condition and the potential. TheEBS a relatively young market, being under
construction. Although it was founded already i®48it was only in 1989 that its operation,
suspended since the war period, was resumed. TligeaBe Stock Exchange is a joint stock
company, similarly as other discussed exchangss.oiganizational structure and legal
regulations are transparent and comparable tonatienal standards.

The BSE, similarly as the WSE, has the well devetbformation services for users,
inter alia providing information on the currentqas of securities, the percentage change in
price and trading volume through the internet ardphone services. In result, the access to
information is simple and universal.

For the assessment of the BSE business, BELEX18esdre used, including trading in
securities that are in constant circulation. Befexis another indicator of the stock market. It
is a general market index, representing the movenaénstock prices. In addition,
BELEXsentiment exists at the BSE. It representsetgiions of market participants on the
movement of stock prices in the coming month. The&ans transparency and ease of access
for the stock market participants to data on saearisted on the BSE.

In contrast to the stock exchanges in Poland andknaine, the BSE is characterized by
a very large number of companies listed on thekSEb@hange, which in 2011 amounted to
1339, but one cannot ignore the fact that only &them were active companies, that is such
companies whose shares were traded in a given year.

Currently, trading in securities in Serbia is aadrout on the regulated market and at the
Multilateral Trading Platform (MTP). Trading in sedies at the BSE sessions is similar to
the system used at the WSE, which means thatatganized according to two methods:
a single trading and continuous trading methodc&2008, an official BELEFIX securities'
trading system has been operating at the BSE, uhdd¥IX protocol. As a result, trading on

the Belgrade Stock Exchange is faster, safer, neffieient and cheaper. Thanks to the
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introduction of this system, the BSE has becomeserldo the world stock exchanges'
standards. However, the benefits and opportunétresng from implementation of the FIX

protocol and development of the BELEXFIX tradingt®m are not yet fully utilized. As the

main cause one may mention an outbreak of the pfotzancial crisis and the unsatisfactory
number of important securities, as an intrinsi¢dac

The Belgrade Stock Exchange, as compared to thehRaid the Ukrainian stock market,
has a very poor range of listed instruments: ordglihg in shares and Treasury bonds is
carried out at the BSE. As a result, the BSE isafe to attract investors interested in trading
In popular securities, other than stocks or boRidsvever, when it comes to the total turnover
value, the BSE is between Poland and Ukraine, goéin average value at the level of
1,118 USD million in 2005-2011, while an averagtueaof the total turnover on the WSE for
the analysed period is more than 100 times greldtexever, comparing the BSE to the stock
exchange in Ukraine, it is in a much better positichen it comes to the turnover ratio. The
situation is similar when it comes to the capitaiian ratio, where the values reached at the
BSE much differ from the WSE results, and signifitba outweigh the capitalization value
reached during the analysed period at the stoclkehan Ukraine. It is worth noting that
values of these two indicators show the declinnegd in 2005-2011, which means the poor
condition of the stock market, which in additiomtiaues to deteriorate.

Analysing the liquidity ratio and the capitalizatito-GDP ratio of a given country, the
BSE is between the WSE and the USE.

The values of the capitalization-to-GDP ratio s BSE in the years 2006-2008 have
been ca two times lower than the same values aMBE, and in the years 2009-2011 even
three times lower, and have reached an averag®%f @uring the analysed period. The
continuous decline in this rate to the level of422.in 2011 shows that the BSE is losing its
importance in the context of the Serbian econonot, having much real impact on that
economy. However, the BSE is in a much better posthan the USE, where the values of
that index oscillate around zero.

Given the liquidity, Serbia recorded a dramaticuetobn in the rate over the analysed
period: from 12% in 2005 to 3% in 2011. Very lowck market liquidity is one of the main
problems of the BSE, which significantly affects oor condition.

The continuous construction and development ofstbek market and external factors,
such as the current economic crisis that shoolettige world by the end of 2008 and the
poor economic situation of Serbia during the aredyseriod, are reflected in the presence of

a small number of high-quality securities, the dwanit role of shares' trading, very low
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liquidity of the stock market and the continuinglitlee in the number of companies listed on
the Stock Exchange. So when we look at the BSHE #eantire market, we can say that the
market size is disproportionate to the needs. eans that the market should focus on the
segment of the highest quality.

The Ukrainian capital market is very different frahat in Poland and in Serbia. First of
all, it is much fragmented and - as a result kdawoth liquidity and transparency. At present
there are 8 exchanges in Ukraine (the oldest othviis the Ukrainian Stock Exchange,
described in this publication) and 2 exchange ptatf, with PFTS, established in 1996,
which reached a dominant position in the markethdlgh much of the trading is done via
PFTS, the Ukrainian Securities and Exchange Conmomsefused to grant it an official
status of the stock market. The Commission itself wstablished only on 12 June 1995,
thanks to the initiative of the President, and also subordinate to him, because he appoints
and dismisses its members. This creates a farirepspeculation when it comes to the lack
of neutrality of this institution and its crediltyliin the context of protection of investors'
rights and counteracting violations.

Taking into account the year of the USE creatiod tre date of establishment of the
Commission, one may easily see the four-year tiifferdnce. This delay proves an initial
lack of regulations and supervision over the enmgrgiapital market, which in the first phase
was developing without a clearly defined spectrurtegal regulations that would reflect the
rights and obligations both of investors and issueith regard to the stock exchange as
aregulated market of a certain specificity andnds&adized in many respects. The
Commission, as a guardian and regulator, appeanrigdafter the market had been to certain
extent shaped and it did not play a significang lialits development phase. Controversies are
still raised as regards the independence of thendssion and the principles that it follows
when making its decisions and regulations.

What distinguishes the USE against the WSE andB®E is the fact that now it has
3 regional offices located in Crimea, Kharkiv andno-Frankivsk. Previously, it had five
regional offices. This solution only reinforces fh@gmentation of already fragmented market
and does not increase the concentration of capitais attraction. Local branches do not
concentrate local capital, dispersed within sustast country as Ukraine, and - all the more -
do not bring together local investors, so the \lidf their existence can be questioned.
Currently mainly bonds are traded on the main floor2011 they accounted for over 80% of
turnover. This was possible mainly due to the atibn of the primary market of corporate

bonds. In contrast to the Warsaw Stock Exchange,jast like in the case of the BSE, the
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USE suffers from a distinct lack of capital, whiativersely affects market liquidity. The USE
not only has to compete for the investors' and mswmers' favours, but also its decisions
depend on the actions of other exchanges in Ukrailaeket fragmentation is definitely not
conducive to the creation of a consolidated stgatbgt could contribute to more dynamic
development of the capital market in Ukraine. Irdjete situation is very unpredictable
because the Ukrainian Exchange (UX), establisined008, after 3 years of operation is
already responsible for almost 30% of trading ia tountry, and together with the PFTS
platform they are leading in terms of turnover amarket capitalization, thus contributing to
the marginalization of the USE importance. In additirregularity of trading sessions does
not encourage investors despite the fact that t8& i$ all the time trying to increase the
range of instruments available for trading - foample by introducing an opportunity of
trading in options. In contrast to the WSE andBIs&, the block trades are not allowed.

In comparison with the WSE and the BSE, the USEs a¢hae look very favourably. Legal
and technical infrastructure that is essentialpi@mper and dynamic functioning of the stock
exchange requires further improvement in Ukrainlesece of relevant IT solutions reduces
the ability to make transactions and limits suffidy fast flow of information, thus
negatively affecting the efficiency of the stockriket. Legal regulations, and in fact their
fragmentation and lack of coherence, largely impig the high fluctuation amplitude in
terms of market capitalization or turnover, thusréasing the investment risk and
contributing to sudden capital flows in both difrens. In comparison with the WSE and the
BSE, investors' interests are protected by law tesaer extent, which additionally creates
a greater desire for profit, often at the costpacailation.

As compared with the BSE and the WSE, the USE teeadent exchange, whose
importance for the economy of the country is negleg The USE potential as compared to
the results of the Ukrainian economy leaves muchbéodesired. The aforementioned
indicators clearly show the USE weakness agaiestMBE and the BSE. The USE is not able
to either generate sufficient turnover or attradfisient capital to be able to influence visibly
and actively the economic conditions in the coun@gpitalization value is negligible as
compared to the BSE, which operates in a much esmadiuntry, and is quite insignificant in
comparison to the WSE or the GDP of Ukraine. Thaidlity ratio, which stood generally at
a level below 10% in the recent years, indicatearty the difficult situation of the local stock
market and clearly reveals the main reason not famlynhibiting further development of the
USE, but also for the decrease in its importancéawour of other regulated markets in

Ukraine, e.g. the Ukrainian Exchange.
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V. Best Practices

As a result of the comparative analysis of thresclstexchanges presented in this

publication, it may be seen that each of them tsaspecific characteristics, which affect its

functioning. Activities they carry out and theirnsequences show the whole spectrum of

problems that had to be dealt with by the stockharges in countries in transition. Despite

their different characteristics, one can note svammon practices which - being universal

in terms of application - in the longer perspectivay have a positive impact on the condition
and liquidity of the WSE, the BSE and the USE, ¢bgrhelping to strengthen their position

in the region.

Legal Regulations

» Extremely important for the credibility of the exaige as an institution is to establish

clear and transparent rules, which - based onuleeaf law and internal regulations and
statutes - will be strictly enforced. It is impartdao match the organizational structure of
the stock market with challenges and tasks the angd must fulfil, and to ensure that
persons who sit in the authorities are independedtrespected in the milieu and at the
same time are of good repute and have expert kag@lend practice. The exchange
should encourage listed companies to continuallgerahe corporate governance
standards - at the same time being the best examiies regard.

Legal regulations should follow, and preferably @#eead of potential changes and
transformations taking place in the stock marketptider to prevent the possibility of
speculative profits and equally protect the intere$ investors, issuers and the exchange
as an institution. Regulations should as far asiptes match the realities. Their regular
reviews are recommended, but any drastic changaddshe made only after consulting
experts and the milieu.

Intermediaries in capital market transactions fu#ry important organizational and
control functions in trading, which is why it i® smportant that brokers and other
intermediaries are highly specialized and abovenaképendent. Their activities should

be controlled through licenses issued by the refeaathorities.
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The Structure and Organization of the Stock Exchang

Creation of a single centralized exchange, préfgréocated in the capital of the
country, should be considered as the next goodipeadaking as an example the WSE
and the BSE. This favours the capital market parency as well as facilitates the flow
of information and introduction of changes to imgrahe condition of a given stock
exchange, which would not have any negative coresmps for other exchanges. One
centralized exchange platform creates equal oppitida for all participants in the
exchange and does not have to compete for capithirderest with other national stock
exchanges, and - as a result - can focus on immyouts competitiveness in the
international arena. Local representations arguuged relevant as the case of the USE
shows, especially if there are only several tradiegsions a year. One dynamic main
floor may become a stimulus for further developnerdubsequent alternative markets.
The very regularity of trading sessions, accordim@ predetermined schedule, favours
liquidity and proper valuation of assets, since amw information is immediately
reflected in the value of securities traded. Feestors, this means an ability to quickly
liquidate or acquire assets. The recommended frexyuis 5 sessions a week (Monday to
Friday, except for days recognized as days-off given country), just as it is at other
major global stock exchanges.

The wide range of instruments listed on the stox&hange allows to diversify the
investment portfolio. It results in a significaetduction of investment risk, which in turn
attracts new investors to the stock exchange. dattion of additional instruments -
beside shares and bonds - to the stock exchangfe asushort-term contracts or options,
will certainly encourage investors with the divemseeds, whose demand for such
securities has not yet been met by their supply.

The listing system is a very important elementerfiisures full and timely access to
information, and above all equal opportunities wipacting orders. This condition must
necessarily be satisfied if the stock exchanged tearaise new capital, because current

investors are extremely demanding, so the techreabbarrier is simply unacceptable.
Companies Entry to the Stock Exchange

Introduction of a company to the stock exchangetmeet many requirements posed by
the stock exchanges, such as the minimum valuehafes / capital, preparation of

a prospectus or financial documentation with amiopi of the authorized bodies. Not all
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companies are able to meet high requirements forissibn of shares to trading at the
primary market. Taking into account the fact tmaall three analysed countries small and
medium-sized enterprises account for over ¢R6f all registered businesses, it is worth
to consider an opportunity of creation of an akine market, oriented towards smaller
companies (for example as the Polish New Connagropriate promotional campaign
and a large number of SMEs in Serbia and in Ukraiilleattract to the stock exchange
new companies that seek alternative ways to raigead.

It is important to provide foreign companies wigbportunities to enter the stock market
on an equal footing with the domestic companiesi-Niscrimination as well as clear and
transparent rules for companies' introduction vallo attract new issuers. This allows to
increase the number of listed companies and toreehaot only the turnover but also the
stock exchange importance at the internationallledssue of securities by foreign
companies will also allow to attract new investdasth domestic and foreign.

Access to Information

Investors who invest their capital in the stock kearare the most important element in
securities' trading. Their decisions are basedroextensive analysis of the market and
the situation and condition of companies offeringcsities. Therefore the stock
exchange should be a reliable source of informdtorcurrent and future investors. It is
extremely important to ensure easy and fast actessich information, so the best
solution is to keep a website both in the nativegleage and in English (addressed to
foreign investors and issuers). The website shodhlide widely available information
on the operation of the stock exchange, its camditihe development plans for the next
few years, as well as current and annual repantghe activities of the company,
information about upcoming IPOs, investor's calendi. In addition, for example in its
extended version available after login or authaira the website should include more
detailed information on listed companies and séegrissued by them, i.e. among others
the value and the number of trading in securitlesiy prices, as well as historical values.
In order to facilitate access to and dissemindtanmation about the company, the issuers
or the securities, the stock exchange should establose cooperation with the media.

Exchange's presence in television news reportmdtie sites, or information in the press

State  Statistic  Service of Ukraine http://www.atggov.ua/ [accessed on 15.08.12].

Statistical Office of the Republic of Serbia httywebrzs.stat.gov.rs/WebSite/ [accessed on 15.08.12]
Central Statistical Office of Poland http://wwwisg@v.pl/gus [accessed on 15.08.12].
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provide universal and easy access to stock infeomdbr the public of the country,

including current and potential investors.

Promotion

» Another important element when it comes to attractnew investors is a widely
understood civic education aimed at promoting keolge on investing in the capital
markets. This would encourage first of all indivédlunvestors to invest their capital in
the stock market as an alternative to deposit®nds.

» To increase interest in purchasing securities tbeksexchange should carry out widely
understood promotion of companies. Information altlee debut of the company and its
business structure, financial situation should heely available in order to encourage
investors to buy its shares / bonds. Suitable ptmmal campaign and easy access to
information will attract capital to the stock matké¢hus increasing the turnover and

improving the overall conditions of the stock exche.

Cooperation

» In order to improve the situation of the stock exuppes in Ukraine and in Serbia - their
functioning and condition, it is worth to enterarnthe cooperation with more developed
stock exchanges, such as the WSE and the Vienmk Stachange. As a result of such
partnership, the less developed stock exchangedcdidw patterns on regulation,
structure, trade organization or could obtain onoagoing basis advice on problems
which the associated stock market could potentiakyperience in the future. Such
cooperation would allow the less developed stocghamge for a quicker and more
efficient expansion.

» Following the guidelines of such exchange orgaromatas WFE will allow for gradual
and oriented development of exchanges. Thanksdio sooperation, the exchange may
count on assistance in developing business stestegiceive tips on how to improve and
harmonize its management practices, and - as dt resit may later become a full
member of such organizations and co-decide on theépe’® thus increasing its
international significance.

» In addition to the above recommendations, therellshde emphasized the role played

by good corporate governance practices, espediallje capital market. This involves

149 http://www.world-exchanges.org/ [accessed on 24728
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preparation by the stock exchanges of documerdsinglto business practice standards,
and introduction of the requirement to use thedatisns by listed companies. Well
designed good corporate governance practices dedplve problems and respond to the
current challenges faced by the capital market aghale, as well as by individual
companies. High standards of corporate governaraehbma reflected for example in the
quality of the prospectus prepared by the compatmch is a kind of business card for
the company making its debut on the stock exchafdeir application is also reflected

in the way companies communicate with their excleaggvironment.

The stock exchange is a common good, however noergtood in terms of the old
political system, but as an opportunity to imprabe general well-being of citizens and
ensure the socio-economic development of the cpuBtrery citizen, regardless of whether
s/he is only a natural person or is the owner éwaer of a corporate entity, should be aware
that the stock exchange is not an abstract benmtywdat happens there is important for each
of us, directly (e.g. if we are investors) or imdily, e.g. through pension funds that invest a
part of resources entrusted to them. Laying dowah application of the best practices will
enable the stock market sustainable developmeuns blecoming the catalyst for changes

taking place in the transition economies and thgang privatization process.
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