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DIRECTIONS OF OFFENSE PREVENTION
IN THE STOCK MARKET OF UKRAINE

Abstract. The article considers the legislative and regulatory documents which outline the
features of detecting offenses in the stock market of Ukraine. The main offenses in the domestic
stock market have been formed, and the subjects, objects and types of sanctions for offenses have
been considered. It is determined that the main body in the field of detection and prevention of
stock market violations is the National Securities and Stock Market Commission (NSSMC), which
considers cases of offenses, regulates the activities of issuers and financial intermediaries, prepares
reports on stock market operations, carries out licensing of professional participants and provides
cooperation with state institutions, state and local authorities in the field of crime prevention. An
analysis of offenses in the stock market of Ukraine during 2017—2019 has been carried out. The
main directions of stock market offenses prevention are outlined, namely: imposition of financial
sanctions, revocation or suspension of licenses of professional participants, issuance of orders and
resolutions, increase of fines in the stock market, prevention of price manipulation. Proposals were
made to improve the activities of the Stock market infrastructure development agency, in particular
to form a single complete and detailed base of issuers, professional participants, offenses, foreign
investors and large securities holders. It is proposed to reduce violations in the stock market through
active cooperation with the International Organization of Securities Commissions (IOSCO). In
general, we can conclude that there is no critical situation in the field of offenses in the stock market
of Ukraine, as evidenced by analytical studies.
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HAITPSAMU 3AINNOBITAHHSA ITPABOITOPYHIEHHSIM
HA ®OHJOBOMY PUHKY YKPAIHU

AHoTanif. Po3risHyTO 3aKOHOJAaBYO-HOPMATHBHI JOKYMEHTH, Y SKHUX OKPECJICHO
0COOJMBOCTI BUSIBJICHHS TPaBOINOPYIIEHh Ha (GOHIO0BOMY puHKY Ykpainu. ChopMoBaHO OCHOBHI
MPABOIMOPYIICHHS Ha BITYM3HSHOMY (POHIOBOMY PHHKY, PO3IIJIIHYTO CyO’€KTH, 00’€KTH 1 BUIU
CaHKI[Iil 3a mpaBoMoOpymIeHHA. BHW3HaueHO, [0 TOJOBHMM OpraHoM y c¢epi BHUSBICHHS Ta
3ano0iraHHs MPaBONOPYIICHHSAM Ha (OHIOBOMY pUHKY € HalioHaabHa KOMICiS 3 IIHHHMX IarepiB
ta (oumoBoro puaky (HKLIIDP), sxa posrnsgae crnpaBu Mpo TNPaBOMOPYIIECHHS, PETYIIOE
JISIIbHICTh €EMITEHTIB Ta (PiHAHCOBUX MOCEPEIHUKIB, CKIIaIa€ 3BITH IIOJI0 Omepalliii Ha GOHI0BOMY
PHMHKY, 3IIHCHIOE JIiEH3yBaHHs NMPOo(deciiHNX yYacHHKIB, 3a0e3neuye CIiBIpalio 3 JepKaBHUMHU
yCTaHOBaMH, OpPTaHAMH JEp>KaBHOI 1 MICIeBOi Biaau y cdepi 3amobiraHHs MPaBOTIOPYIICHHSIM.
3niiiCHEeHO aHaji3 MpaBOMOpPYIIeHs Ha (OHIOBOMY pHHKY Ykpainu mpotsrom 2017—2019 pokis.
OkpeciieHO OCHOBHI HaIlpsIMUA 3armoOiraHHs TPaBOMOPYIIEHHSAM Ha (OHIOBOMY PHHKY, a caMe:
HaKIagaHHd (IHAHCOBUX CAaHKINM, aHynoBaHHA a00 NpPU3YNUHEHHS JineHsii npodeciitHux
YYaCHUKIB, BUHECEHHS PO3IMOPSKEHb 1 MIOCTAHOB, 30UIBIIIEHHST po3MipiB mTpadiB Ha POHIOBOMY
PUHKY, 3amo0iraHHs MaHIMyJsAmisM 13 IiHamMu. HamaHo mnpomo3uilii 1moao BAOCKOHAJICHHS
TUSIBHOCTI  ATEHTCTBA 3 PO3BUTKY 1H(pacTpykTypu (OHIOBOIO pHUHKY, 30Kpema MO0
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dopmyBaHHs €nuHOi TMOBHOI 1 JjgeranbHOi 0a3M  eMiTeHTiB, mpodeciiHMX yYacCHHKIB,
MIPaBONOPYIICHb, 1HO3EMHHUX 1HBECTOPIB Ta BEJIMKHUX BJIACHHKIB I[IHHUX IManepiB. 3amporoOHOBaHO
3IHCHIOBAaTH 3MEHILEHHS MPaBONOPYIIEHb HA (DOHIOBOMY PHUHKY IUISXOM aKTUBHOI CIIBIpall 3
MixHnapoaHoro opranizauiero komiciid 13 miHHuX nanepiB (IOSCO). 3aranom, mMoxHa 3poOUTH
BUCHOBOK TPO BIJCYTHICTb KPUTHYHOI cuTyaulii y c¢epi mpaBonopylieHb Ha (POHIOBOMY PHHKY
VYkpainu, mpo 1o CBig4aTh MPOBEICHI aHATITUYHI JOCI1KEHHSI.

Knwuoei cnoea: mnpaBonopyuieHHs, (OHIOBUH PHUHOK, JILEH3is, €MITeHT, mnpodeciiiHi
Y4aCHUKH pUHKY, HallioHasibHa KOMICisl 3 IHHUX ManepiB Ta GOHAOBOIO PUHKY.

®opmymn: 0; puc.: 4; Tadmn.: 0; 6i6:m.: 16.

Formulation of the problem. The modern stock market, as a complex structure of effective
economic development, is characterized by negative indicators of declining securities listing, the
number of licensees (professional participants), the level of liquidity of stock exchanges, the
volume of additional issues of shares of joint stock companies. At the same time, the number of
offenses in the stock market related to the provision of inaccurate and/or incomplete information,
money laundering, concealment of income, activities without a license and permits is reduced.

However, despite the reduction in the number of offenses, the problem of effective law
enforcement in the stock market remains extremely acute, and requires improved areas of profits
legalization, prevention of capital manipulation, fictitious activities with prices for financial assets.

A significant number of violations in the stock market negatively affects not only the
capitalization of joint stock companies, investment attractiveness of issuers, the state of confidence
in financial intermediaries, but also undermines the image of the state as a financial partner in the
international market. A significant number of problems are related to the imperfection of the current
legislation, the lack of effective tools to influence offenders — sanctions, fines, lawsuits, etc. In this
regard, the topic of research areas (methods, means, programs) of prevention of offenses in the
domestic stock market is extremely relevant.

Analysis of recent research and publications. The issue of areas of offenses prevention in
the stock market of Ukraine, the peculiarities of state regulation of the securities market is the
subject of research of not only domestic scholars, scientists, but also practitioners. In particular, the
main issues in the field of legislation development, improvement of mechanisms and substantiation
of the goals of regulation of activities in the stock market of Ukraine are outlined in the works
of Klymenko K. [1], Khort Yu. [3], Khromayeva T. [4], Bilozir M. [ 9], Plotnikova M. [11],
Sheludko V., Maslova O., Boda Z., Rogach O., and others.

The purpose of the article is to determine the nature of offenses in the stock market of
Ukraine, study the types and state of offenses in the domestic stock market, as well as form the
directions of offenses prevention taking into account the level of legal framework in this area and
government regulation, and the interest of financial agents to reduce financial misconduct.

Presenting main material. The definition of «offense in the stock market» is contained in the
main legislative acts that govern the activities of entities in the securities market and ensure the
functioning of structural elements (stock market, capital market, insurance market, etc.), such as:
Law of Ukraine «On state regulation of securities market in Ukraine» [5], the Law of Ukraine «On
amendments to certain legislative acts of Ukraine on improving the functions of state regulation of
financial services markets» [6], the Law of Ukraine «On securities and stock market» [7], Decision
of NSSMC «On approval of the rules for consideration of cases of law violation on capital markets
and the application of sanctions or other measures of influence» [8], the Law of Ukraine «On joint
stock companies» [10]. In view of legislative and regulatory documents, stock market offenses can
be defined as illegal actions of one person or group of persons related to the issue, sale, purchase of
securities, investment transactions, powers of attorney in the field of monetary relations in the
securities market (and stock market as a structural element).

The main offenses in the stock market of Ukraine include:

— placement of securities in the market without registration of their issue in the manner
prescribed by law;
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— manipulation of the stock market by issuers and licensees, exchanges;

— carrying out professional activities in the stock market without a license to carry out all or
some types of such activities;

— failure to provide the investor with reliable information about the issuer (financial reports,
activities or officials);

— lack of placement, incomplete placement of information on the activities, the financial
condition, services provided, transactions carried out by domestic stock market entities;

— untimely execution or non-execution of decisions, resolutions, orders of the NSSMC on
elimination of violations related to market activity;

— intentional actions that show signs of stock market manipulation;

— disclosure of secret, insider information (this item is especially important for the Central
Depository and joint stock companies);

—non-compliance with the terms of the prospectus issue of securities;

— placement and distribution of securities advertising without its prior submission to the
NSSMC [5; 8; 10].

The main state body that regulates and supervises the activities in the stock market of
Ukraine, develops legislative and regulatory acts, prepares financial statements on the activities and
development of the market is the National Securities and Stock Market Commission (NSSMC)
[12]. One of the key areas of work of the NSSMC is the prevention of offenses, manipulation and
abuse in the stock market of Ukraine, and in case of their occurrence — taking measures to solve
(eliminate) them and prevent them in the future.

In order to prevent and minimize violations in the domestic stock market, the NSSMC
reviews cases of identified violations, revokes or suspends licenses, issues orders and decisions on
violations of the law, imposes fines and sanctions, considers complaints and makes decisions on
them, cooperates with state and local authorities, and state bodies, develops regulations in the field
of crime prevention.

Also, an important area in the field of crime prevention is cooperation with the National Anti-
Corruption Bureau, the National Agency for Prevention of Corruption, the State Fiscal Service, the
Commission for Regulation of Gambling and Lotteries, the State Property Fund, the State Statistics
Service of Ukraine. The main goals of cooperation are:

— transfer of information on the revealed facts (information) of criminal offenses in the
securities market to the National Anti-Corruption Bureau of Ukraine, referred to its competence;

— at the request of the relevant state bodies conducting inspections, audits, controls among
stock market participants;

— obtaining and providing the necessary information at the request of the National Agency for
Prevention of Corruption regarding transactions, market participants, services provided, concluded
agreements, etc.;

— obtaining (if necessary) by the NSSMC the direct access to information of public authorities
and local governments;

— signing agreements on the provision and receipt of statistics on stock market performance
indicators and statistics in general by areas (social, economic, demographic);

— assistance in identifying violations in the field of money laundering, treason, international
fraud.

An important area of offenses prevention in the stock market is the imposition of financial
sanctions on violators identified during inspections. Thus, during 2019, the National Securities and
Stock Market Commission considered 2,694 cases of offenses committed in the stock market
(Fig. 1), which is a positive tendency compared to 2016 by 2,384 cases and 1,491 cases compared
to 2018.
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Fig. 1. Indicators of offenses in the stock market of Ukraine during 2016—2019,
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Note. [13].

As a result, 1,309 financial sanctions were imposed, which accounted for 50% of the total
number of decisions taken. The total amount of financial sanctions in 2016 amounted to UAH
38.5 million, in 2017 — UAH 61.2 million, in 2018 — UAH 19.8 million, and in 2019 only UAH
5.6 million. However, according to economists, the size of financial fines for offenses in the stock
market is insignificant compared to the profits of offenders. The majority of violations are related to
non-disclosure of regular annual information about issuers and manipulation of securities prices and
transactions with them.

The next direction of crime prevention is the revocation or suspension of the license to
perform professional activities, carried out on the basis of the NSSMC Decision «On approval of
the procedure for suspension and revocation of licenses for certain professional activities in the
stock market (securities market)» [14]. Thus, during 2017—2019, as a result of consideration of
cases (Fig. 2), 84 licenses were revoked and 8 were suspended. At the same time, in the structure of
professional activity licenses for carrying out broker and dealer activity, underwriting, activity on
management of securities and mortgage coverings, depository activity, storage of assets of joint
investment, storage of assets of pension funds, clearing activities are subject to revocation or
suspension (the term fluctuates from 1—3 years).
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Fig. 2. Number of revoked and suspended licenses in 2017—2019, pcs.
Note. [13].
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According to the NSSMC in 2019:

— 19 licenses for professional activities of participants were revoked and 1 license was
suspended, for example, in 2017 49 licenses were revoked;

— 51 cases on offenses related to the activities of professional stock market participants were
considered and closed.

Taking into account the fact that at the end of 2019 the number of professional participants
was 709 institutions, the number of revoked licenses and detected violations indicates the problems
of professional participants in compliance with the law, strengthening business reputation and
profitability.

A significant share in the structure of offenses in the stock market belongs to issuers of
securities, namely public joint stock companies. The main problem is incomplete submission,
submission of inaccurate information, untimely submission, or non-submission of information on
activities, financial statements, new shareholders, additional issues, listing.

In this case, warnings are issued (Fig. 3), or orders are executed in the stock market by the
NSSMC.
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Fig. 3. The number of warnings and orders issued by the NSSMC in the stock market

of Ukraine during 2017—2019, pcs.
Note. [13].

In 2019, 1,283 warnings and 1,227 orders were issued to immediately eliminate violations of
the law while operating in the stock market. At the same time, considerable attention is paid to the
field of securities price manipulation, in particular, the analysis of more than 40,000 securities
transactions was carried out, which revealed 31 violators, offenses for investment certificate
issuance (3 pcs.), option certificate transactions (2 pcs.), government bonds issues (37 pcs.).

Also, an important area in the fight against manipulation of securities prices is the
consideration of notifications (in 2019 their number was 112) on manipulation, price instability,
information on price increases and decreases. In response, the NSSMC provides relevant requests to
professional participants, who work them out within their powers and activities.

An important task in the direction of offenses prevention is to detect illegal legalization
(laundering) of incomes, especially those that pass through the securities market. To do this, the
control over the volume of securities issue, nominal and market capitalization of securities and the
time of placement, financial transactions of financial intermediaries, evaluation of investors activity
(domestic and foreign), as well as processing of notifications and complaints (Fig. 4) are carried
out, and unscheduled inspections by the NSSMC, the State Fiscal Service, and relevant government
agencies are conducted.
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As can be seen from the figure, there is a positive tendency of reduction of the number of
cases to be considered by 99, the number of financial sanctions by 91 in 2019 compared to 2017.
Accordingly, during the analyzed period, the amount of imposed financial sanctions decreased by
UAH 282.34 thousand, which indicates the effectiveness of measures in the field of legalization
(laundering) of income. In our opinion, the positive changes are related to:

— quick response to notifications, complaints and reports on possible violations by market
participants;

— supplementation and/or updating of normative-legal acts in the field of prevention of
offenses in the stock market, money laundering, terrorist financing;

— cooperation with the European Union, international organizations in the field of offenses
prevention (use of international experience), implementation of agreements on compliance with
legal norms;

— conducting detailed monitoring and audits of securities transactions, financial activities of
professional market participants and issuers of securities.

The area of public information remains problematic, which includes financial statements of
entities, statistics, information on securities transactions, data on issuers and professional market
participants. In Ukraine, the role of the database on financial reporting and activities of stock
market participants is assigned to Stock Market Infrastructure Development Agency of Ukraine
(SMIDA) [15]. The Agency is the authorized person of the NSSMC to disclose information about
issuers of securities, acts as an information and consulting center for stock market participants. As
of the end of 2019, the number of issuers registered in the database of the Agency was 9,241, at the
beginning of 2021 their share decreased to 4,947. Of this number, less than 30% submitted timely
financial statements for the previous year, new shareholders and stock market operations, which
affects the further development of the stock market, attracting new investors and entering the
international market, in a negative way. Even the NSSMC provides an annual report on the state of
the stock market with a delay of 4—5 months, which makes it impossible to obtain statistics for
market participants in time.

It would be advisable to ensure that this issue is resolved in two ways. The first is to require
stock market participants to provide details of information posted on relevant sites, agencies,
including offenses, sanctions, the main types of transactions and securities transactions, information
on officials, types of cooperation, expanded financial statements. The second is to increase the
amount of penalties for submitting financial (statistical, informational) reports late, delayed, false or
not submitted at all.
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According to the Law of Ukraine «On Amendments to Certain Legislative Acts of Ukraine on
Liability for Offenses in the Securities Market» [16] the amount of penalties varies on average from
one hundred to five hundred non-taxable minimum incomes, the largest financial sanction is three
thousand non-taxable minimum incomes of citizens, that is at the beginning of 2021 it is UAH
6,810,000 (maximum) and UAH 45,400 (minimum). The minimum size applies to the untimely
disclosure of information in the stock market. Therefore, in our opinion, it is advisable to increase
the size of penalties for violations in the stock market, which will force businesses to avoid
significant financial losses and work honestly and openly.

The NSSMC should send information on regulatory violations (measures) to prevent
violations not only to the issuer or professional participant (financial intermediary) who committed
the offense, but also to partner organizations that have joint financial transactions, are partners,
customers or suppliers. The risk of losing reliable partners and financial income will force them to
act within the law.

Regulations and decisions oblige issuers and professional participants to annually undergo
independent audits and rating checks, which are related not only to stock market operations, but
also to the activities and financial condition of entities. Information on the results of the checks
should be freely available on the website of the Stock Market Infrastructure Development Agency
of Ukraine. As the experience of developed countries (USA, Japan, Germany) shows, the level of
transparency of the issuer affects the increase of investor confidence, thereby increasing the amount
of investment in activities, development, innovation, modernization or expansion. On the other
hand, it is an opportunity: to develop the sphere of financial intermediaries — audit companies,
rating agencies, consulting firms; to improve the infrastructure of the stock market of Ukraine, and
ensure its entry into the international market; to provide additional control over stock market
entities; to improve business reputation at the level of the stock market and the state; to expand the
sphere of services, namely to develop directions of attraction of financial resources of households in
investment in securities in the stock market of Ukraine (to withdraw money «from under pillows»
in economy).

The cooperation of the National Securities and Stock Market Commission with the
International Organization of Securities Commissions (IOSCO), which is the leading international
organization for regulating the securities markets of 100 countries, has a positive effect on reducing
the level of offenses in the domestic stock market. It provides valuable advice in the areas of
improving legislation, reducing offenses, strengthening financial and partnership positions at the
international level, advising on the strategic development of the stock market in the future. The key
goal of the cooperation is to sign a «Multilateral Memorandum of Understanding on Cooperation
Arrangements and Exchange of Information» (IOSCO MMoU), which will increase the
transparency of the stock market and its participants, reduce offenses and increase reliability among
the international investment community.

However, today there is a problem of compliance with the requirements for greater
independence of the NSSMC from external regulatory influences (institutional independence),
increasing the level of personal funding from alternative sources to increase their independence and
capacity building, increase the level of IT equipment (mainly software).

Conclusions. As a result of the study of offenses prevention in the domestic stock market, we
can conclude that during 2017—2019 there was a positive tendency decreasing the number of
considered cases of offenses, imposed financial sanctions, revoked licenses issued by the NSSMC
warnings of violations of laws or legislation, sanctions related to money laundering. The main areas
of offenses prevention are organized by the NSSMC inspections, explanatory work, warnings,
financial sanctions, suspended or revoked licenses of professional stock market participants, fines
for money laundering (legalization) of income through stock market transactions. It is also proposed
to increase and detail public information about issuers and professional participants, increase the
size of penalties for violations of the legislation in the domestic stock market, oblige market
participants to undergo annual audits and rating checks, as well as NSSMC to ensure the signing of
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a «Multilateral Memorandum of Understanding on Cooperation Arrangements and Exchange of
Information» (IOSCO MMoU).

Further research in the field of offenses prevention should focus on the analysis of the

experience of developed countries, such as the United States, Great Britain, Japan, Germany and the
tools they use to detect violations of legislation.
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