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INVESTMENT PORTFOLIO SET-UP IN TERMS
OF JSC NC "KAZAKHSTAN TEMIR ZHOLY"

Abstract. Present article is aimed to analyze the process of investment portfolio set-up in terms of Joint Stock
Company “National Company Kazakhstan Temir Zholy” (JSC NC KTZh). The following research methods were
used: the unity of historical and logical, scientific analysis and synthesis, statistical method.

The factors impacting the investment policy of JSC NC KTZh were identified and systematized in course of
study. The ongoing investment policy of the company has been assessed and recommendations have been issued on
the investment portfolio set-up and management. Finally, the authors concluded that, there is still a number of
problems to the portfolio compliance to the actual strategic demands despite the theoretically correct strategy of
actions in respect to the company's investment portfolio.

The results and proposals obtained during the study may be used to improve the investment policy of JSC NC
KTZh.

Keywords: investment portfolio, investment strategy, project structure, Kazakhstan Temir Zholy.

Introduction

The country entry into 30 developed countries of the world by 2050 is proclaimed as the strategic goal
of the economic development of the Republic of Kazakhstan. The State industrial-innovative development
program, regional development programs, business road maps, etc. are currently being implemented to
achieve this goal. Also since 2014, the “Nurly Zhol” comprehensive program has been implemented,
aimed to the country's infrastructure modernization. National Company Kazakhstan Temir Zholy Joint-
Stock Company (NC KTZh JSC) shall play particularly important role in this program implementation.
The activity of the largest transport company of Kazakhstan is regulated by the Laws of the Republic of
Kazakhstan “On Railway Transport” and “On Natural Monopolies” [1, 2]. The company operates in all
segments of the railway transport, as well as in the transportation related and associated industries.
Development of a highly efficient national transport corporation, corresponding to the best international
business practices [3] is the strategic goal of JSC “NC “Kazakhstan Temir Zholy”.

The passenger and cargo transportation parameters on the railway transport, such as quality of
service, uninterrupted supply, streamlined logistics, prices for services, etc depend on economic efficiency
of JSC NC KTZh. Revenues from the company operating activities are not able to ensure its sustainable
development subject to small the market capacity. Therefore, at present, the company is actively involved
in investment activities in the field of transport and logistics. The long-term and large volumes of
disparate investments entail certain risks, and that therefore require a special approach to be used to the
portfolio set-up.

In terms of present study, issues related to the long-term investment portfolio set-up of JSC NC KTZh
will be addressed.

Results and discussion.

Today, investment policy of JSC NC KTZh is related to the development of interrelated actions aimed
to maintain the stable economic growth, and increase the volume of passenger and cargo operations,
ensure the long-term operation of the enterprise material and technical base.
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Joint Stock Company has got natural monopoly in view of its activities in the state strategic field.
This status imposes certain tacit obligations and responsibility for the entrusted economy sector, since in
case of enterprise malfunction, the deficiency may not be compensated. Also there is a high wear and
obsolescence of the enterprise basic production assets reaching 69% [4]. This leaves a certain mark on the
nature of investment cash flow, and makes adjustments to the long-term goals of the enterprise as well,
especially those related to investments.

In addition, current carriage rates for goods and passengers do not even cover the costs of these
operations [5]. And availability of risks related to the rail transportation demand decrease due to increased
popularity of alternative transportation means (road - potentially from the Second Eurasian Continental
Bridge).

All these factors determine the strategy of JSC NC KTZH in the investment portfolio set-up in
various degrees.

The analysis of the modern specifics of the external environment preceded the investment projects
portfolio set up. Therefore, in this case, the government intends to liberalize the transport and rail
industries. Accordingly, changes in the institutional structure can be expected in the near future and they
may the activities of NC KTZ JSC as a branch-forming entity. In this regard, it is necessary to revise the
current strategy of the investment portfolio set-up. Optimization of the portfolio assets structure comes to
the first place.

The investment portfolio set-up is based on the following principles:

— Set-up of the vertically integrated portfolio, that shall encourage the costs minimization;

— transparency of the financial operations and failure of the cross-subsidization;

— Reprioritization of NK, keeping the core assets control and selling the non-core ones that have no
strategic value. The main directions are: railway infrastructure, passenger and cargo carrying operations;

— income redistribution after investment portfolio sale to finance the strategically important areas;

— Binding the responsibility for profits and losses to the managers of relevant projects [6].

In addition, subject to expanded scope of responsibility of KTZh from the railway monopolist to the
transport and logistics company engaged as well in the terminal and port infrastructure and specific road
haulage, investments in the projects in these industries and areas get the considerable importance.

Project structure of the JSC NC KTZh investment portfolio is presented in the figure below.

ISC"NC "KTZ"

ISC "Pagsenger ISC
operaﬁons” i Trai gfaiegnl 1“

| | | |
JISC"KTZ JSC"KTZ- I.1.P "Research

Express" infrastructure" S Transport lustitute”

Figure - Project structure of the investment portfolio JSC NC KTZh

The process of KTZH investment portfolio set up is subdivided into several stages.

1) First of all, it is necessary to select individual investment projects for the future investment
portfolio. The following enterprise organizational structure was derived in course of analysis. The projects
selection principles are outlined above. The main idea is to concentrate on the core KTZ activities related
projects and non-core projects abandoned.
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Joint Stock Company “KTZ Express” combines the assets related to logistics and logistics operations
in one way or other; KTZ completely owns its shares. JSC "KTZ-infrastructure" involves the group of
shares related to the services rendered to the main railway. JSC "KTZH-Cargo operations" that are the
assets related to the cargo rail way operations. In turn, the activities of the Transport Research Institute are
aimed to develop more efficient transportation technologies and methods. All of the above projects are
wholly belong to KTZ, while JSC “Passenger operations” and JSC “Transtelecom” implies the partial
stakes ownership. Based on the diagram above, the investment projects related to all three strategic areas
firstly are highly prioritized, and that also ensure interaction between each other. In addition, the entirely
controlled projects are preferred.

The volume of capital investments of JSC NC KTZ in 2017 was made in the amount of KZT 275,135
million, that is 13% less than in previous year. Despite this, the Fitch forecast is designated as “stable” [7].

2) Further, the impact of each project implementation is assessed within the investment portfolio at
the next stage. In the case shown in Figure 1, the projects are ranged in the following order, from the
higher to the lower priority: JSC “KTZ-Cargo operations”, “KTZ Express”, JSC “KTZ Infrastructure”,
LLP and projects with partial stakes.

3) At this stage, the projects are rated, based on the priorities set forth in the stage 2. For example, one
of the highest ratings in this situation is for JSC "KTZ-infrastructure", because it enables to single out the
separate corporate management center to manage the entire group of the companies of JSC NC KTZ.

4) Assessment of the shareholders’ interests as the separate stage in this case is not very relevant,
since the state-owned Fund Sumruk-Kazyna is the sole holder of KTZh shares. Consequently, the interests
of single shareholder cannot contradict themselves and the investment portfolio can be optimized based on
such narrow specialization of the shareholder interests.

5) Assessment of the investment portfolio as a whole. The integration gets the greatest value in such
portfolio - that is, the interconnection degree between the individual investment projects. That is due to the
fact that the company in this case pursues not only the goals to increase the profit, but improve the quality
and ensure the stability of the services rendered as well in view of its state importance. The portfolio
assessment from such point of view enables to identify the most efficient ways to optimize portfolio
management.

In order to achieve better efficiency in the investment portfolio set-up of “Kazakhstan Temir Zholy”,
the action plan was subdivided into two phases. Today, the second phase of action plan is on (since 2014)
aimed to retain the major share of cargo operation market. The company actively implements the
customer-oriented and flexible pricing principles. Separate business strategy is developed for each
investment project in conjunction with other strategies, enabling to update and modernize the fixed assets
of JSC NC KTZ.

The ongoing investment policy of JSC NC KTZ implies the strict planning of the large capital
investments for the period of more than 1 year. In our opinion, subject to weak market, such policy shall
be abandoned. At the same time, everything must be carefully weighed and investment effectiveness is
justified prior to include the new investment project in the portfolio, subject to actual dynamics of the
container transit growth. For more informative data, it is necessary to keep records in the context of
individual areas.

At the same time, JSC NC KTZh shall transform its own investment policy increasing its flexibility to
market conditions. That is necessary to respond as quickly as possible to the external factors deterioration
or occurrence of new opportunities for growth. For example, the stagnation of economic growth in the
country may lead to the turnover fall down, and that will bring the income decrease. That may trigger the
capital investment reduction. The new growth opportunities shall ensure the income level enabling to
increase container transit and support the company's projects.

Conclusion

There are certain drawbacks and threats despite the series of measures designed to improve the
efficiency of enterprise, including investment portfolio and enterprise restructuring.
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First of all, the company gets negative profits for several years straight, including the low efficiency
of capital expenditures, and that indicates both the further necessity to maintain the portfolio investment
and threat of government intervention. Despite the fact the enterprise is already state-owned, financial
support from the state may intensify the negative development trends blocking the natural mechanisms of
market regulation.

In addition, despite the desire to optimize the investment portfolio, it still remains complexly
structured, with the need to include the assets not only of railways, but airports, seaports, logistics, etc. as
well.

Considerable deterioration of the material and technical base obstructs to predict the company's
activities, because these facilities are to be updated and modernized in general, and therefore slowing
down the achievement of strategic goals, or accepting the risk of the use of facilities due to wear and tear.

In general, the current methodology for the investment portfolio set-up is quite effective from the
theoretical point of view, but it poorly meets the company's current needs.
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«KA3AKCTAH TEMIP KOJIBD» ¥YJITTBIK KOMINAHUACHI AKHHMOHEPJIIK KOFAMbI
MBICAJIBIHAA THBECTUIUAJIBIK KOPKbBIHIbI KAJBIIITACTBIPY

AnHoTanusi. MakananblH Makcatbl «KazakcTaH TeMip »oubl» YJTTBIK KOMIAHMSCH AKIIMOHEPIIK KOFambl
(KTK ¥K AK) mbicasibiH]a HHBECTHIIMSUIBIK KOPIKBIHIIBI KAJIBIITACTRIPY MPOIIECIH Tajlay, COHBIMEH Oipre Herisri
BIKMAJ €Tyl (haKTOpJIapIbl aHBIKTAY OHE OChI MPOIECTIH YKOHOMHUKAJBIK HAKTHI )KAUTTapFa COMKECTITIH 3epTTey
Ooubin TabObuTanbl. 3epTTey SAicTepi HEri3iHJe TapuxX IEH JIOTHMKAHBIH OIPTYTACTBHIFBI OMICi, FRUIBIMU Tajay *KOHE
CUHTE3]IeY, CTATUCTUKAJIBIK 9J1iC, KECKIH/II TallIay dJicTepi MmaiiianaHbUIFaH.

3eprrey Oapeichinna KTOK ¥K AK MHBeCTHIMSIIBIK cascaTblHAa BIKNAJT €TETiH (hakTopiap aHBIKTAJBIII,
capaianrad. KOMIaHHUSHBIH KOJIAHBICTAFBl MWHBECTHIHSIIBIK CascaThl OaFalaHFaH JKOHE OHBIH HMHBECTHIHSIIAP
KOPXKBIHBIH KaJBIITACTHIPY MEH OHBI 0ackapy OOWBIHIIA PEKOMEHIAIIIAP YCHIHBUFAaH. JKYMBICTBIH COHBIHIA
aBTOpJap KEeNreH YWFappIMFa COWKEC, KOMIIAHWSHBIH WHBECTHLUSUIBIK KOP)KBIHBIHA KATBICTHI  OpEKETTep
CTPATeTMACHIHBIH TEOPWSUIBIK TYpPFBIAA AYphIC OOJFaHBIHA KapamacTaH, KOPXKBIH KYPaMbBIHBIH [IBIHANBI
CTPATETHSUIBIK CYPaHBbICTAPFa COMKECTITIMEeH OallTlaHbICThI OipKaTap Macenenep 6ap.

3eptrey OapriceiHaa anpiHFaH HoTkenep MeH yeeiHbicTap KTOK ¥K AK mHBECTUIMAIIBIK cascaThIH KETUIIIpY
MaKCaThIH/1a KOJJaHBLUTYbl MYMKIH.

Tyiiin ce3mep: MHBECTUIMSIIBIK KOPIKbIH, MHBECTULMSIIBIK CTpATErus, K00albIK KypbUibiM, KazakcTan Temip
JKOJIBL.
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O®OPMHUPOBAHUE NHBECTULHHMOHHOT' O MIOPT®EJISI HA TIPUMEPE
AO HK «KA3AXCTAH TEMHUP KOJIbI»

Annotanus. L{enplo 1aHHON cTaThy SIBISETCS aHAIN3 Iporecca GOPMHUPOBAHUS WHBECTHIIMOHHOTO NMOPThess
Ha npuMepe AknuoHepHoro obmectBa «Harmonanbhas komnanust «Kazaxcran temup xone» (AO HK KTX). B
KauecTBE METOJIOB HCCIENOBAHUS MCIOIB30BAHBI: METOJ EIMHCTBA HCTOPUYECKOTO U JIOTMYECKOrO, HAYyYHOIO
aHaJIM3a ¥ CHHTE3a, CTATHCTHYECKUI METO.

B xone nccenoBanus ObUIH BEISIBIICHBI M pa300paHb! ()aKTOPHI, BIUSIOMIAE HA MHBECTUIIMOHHYIO MTOTUTUKY AO
HK KTX. JlaHa oueHka NpoBOAMMON MHBECTULMOHHOM IMOJMTHKE KOMIIAHUH, W MPEIJIOKEHbl PEKOMEHAALUU 10
(opMHpOBaHNIO W YNpPaBICHUIO NOpTdEneM HWHBECTHUIMH. B 3akiod4eHNH aBTOpbI NPUIUIM K BBIBOJIY, 4TO,
HECMOTPSI Ha TEOPETHYECKH BEPHYIO CTPATEruio AEHCTBHH, B OTHOLICHWH WHBECTULHMOHHOTO MOPT(ENs KOMIIaHHN,
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