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ABBREVIATIONS

Anti-Money Laundering,Counteraction of Legitimizatiorof Incomes

AML (CLI/FT) and Financing of Terrorism

BIS Bank for International Settlements
CB Central Bank
CBDC Central Bank Digital Currency
CLT Centralized ledger technology
DC Digital Currency
DLT Distributed ledger technology

Central Bank Digital Currency with an indirect approach
ICBDC : . ;

to architecture implementation
IMF International Monetary Fund
KYC Know YourCustomer or Know Your Client
multi-CBDC Digital currency of several central banks
NBK National Bank of the Republic of Kazakhstan
RK Republic of Kazakhstan

WB World Bank
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SUMMARY

A digital tenge will be a new form of digital money issued by the National Bank of the
Republicof Kazakhstan(hereinafter- the NBK). The digital tenge will have the same legal status
as physical cash and its non-cash form and be fully fungible with them. It will exist alongside
cash and bank deposits, rather than replacing them. The implementationof digital tenge aims to
ensure the further development of the National Payment System and reduce the dependence
on cash paymentsfor a number of unique technological characteristics.

Currently, the NBK is conducting a comprehensive study of the potential benefits and
challenges related to CBDC implementation It is exploring the CBDC issuance and design
tasks that should be solved, their emission, and distribution method, questions related to
technology, payment systems3 as well as financial stability, legal foundations and regulation.
For this work the NBK is cooperating with financial market participants, the expert community,
and internationalpartners, thus enhancingmutual awarenessof CBDC prospects.

As part of the study, the NBK plans to implement a pilot project on retail digital currency,
conduct a series of studies to assessthe impact of the digital tenge, and several sessions with
market participants and internationalpartnersto discuss the questions related to digital tenge.

The NBK will decide on whether to introduce the digital tenge in Kazakhstanby defining
the requirementsfor technological infrastructure and regulation of issues related to the national
digital currency, as well as consumer protection aspects based on the results of this work.



DEFINITION, MOTIVES FOR IMPLEMENTING DIGITAL CURRENCY

1.1 Nature and definition of digital tenge

According to basic economic concepts, money performs 3 main functions. They can act
as a medium of exchange, a store of value as well as a unit of account. At the fundamental
level, the money serve as "IOU"(l owe you) note.

The source of this trust has changed with the evolution of market relations, economic
needs, and the developmentof scientific and technological progress. In a modern economy, all
money is fiat, which means it is accepted in exchange for goods and services because
people trust the central bank and its monetary system to keep the value of money stable

over time.

In the Republic of Kazakhstan(hereinafter- RK), fiat money exists in two forms - cash and
non-cash. Cash is issued in the form of banknotes and coins, and non-cash money is issuedin
the form of a record on bank accounts. The NBK is now considering a third form of national
currency i digital tenge.

The digital tenge will be another representation of NBK's obligation, which has all the
properties and functions of money. At the same time, it will combine a number of properties of
cash and non-cash money, as well as reveal new functionalities for business participants and
governmentinstitutions The digital tenge is not intended to replace cash or non-cash money,
it will coexist as an additional form of money.

The NBK will issue the digital tenge. The new form of the national currency will be available
for all economic entities to make payments and settlements The digital tenge will be issued in
the format of a unique digital sequence, which is recorded in individual electronic wallets and
can be transferred between them. The NBK will also consider other options for the technological
implementationof the digital platform.

At the same time, some technological approaches to implementation enable the
exchange of digital tenge without the Internet. Moreover, digital tenge can be used for online
transactions

Thus, the digital tenge will be central bank digital currency (hereinafter referred to as the
CBDC).



1.1 Nature and definition of digital tenge

Monetary and payment properties of digital tenge
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Despite a significant increase of central b a n knter®st towards the CBDCs, there is no
generallyaccepted definitionof this term yet.



1.1 Nature and definition of digital tenge

The BIS determines the CBDC according to 4 parameters. the institution of issue
(central bank or not), form (digital or physical), accessibility (for all or only authorized
participants) and technology (centralized or decentralizedsettlements).

According to the BIS definition the CBDC is a digital publicly available token (digital
entry in the register) or an individual account opened directly in the central bank system
and is its obligation

There are many differences between a token and an account, but the main thing is
the organization of access to the currency itself. Namely. is access related to identity
verification, as is done with bank accounts, or to the validity of the object of trade, like
cash, that is, access based on tokens. In other words, on the basis of the account, it goes:
"This is me, therefore | own", and here the requirements for the digital currency are
presented in the database with a link to the identity. In the case of access to currency
based on a token, it goes: = know, therefore | own® jn this case, the user of the digital
currency confirms his knowledge of the object, for example, with the help of individual
electronic signatures

Account and token

[Account | Token

transfer from address A to address B
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transfer from account A to account B
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execution of a private key A is used to public key A verifies the execution upon
person transfer in case of create a digital signature  authenticity of the digital authenticity of a
identification personal signature digital signature

number identification

Source: BIS Quarterly Review "The technology of retail central bank digital Currency", Mag{d20



1.1 Nature and definition of digital tenge

Definition of digital currency according to the BIS
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The IMF also defines a new form of money in the context of 4 parameters,
according to which the digital currency is considered as unit account based on
centralized or decentralizedtechnology and is issued by the central bank.

Definition of digital currency according to the IMF
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1.1 Nature and definition of digital tenge

It is important to note the significant differences between digital tenge and electronic
money. Digital tenge will become an additional form of money issued by the NBK, while
electronic money exists only within the infrastructure of a specific payment system and can be
issued also by private organizations In other words, electronic money performs its functions
within the framework of one payment system and is an obligation of the owner of this
system.

In addition, cryptocurrencies’ and stablecoins’ have recently gained considerable
attention, digital tenge may be mistakenlyassignedto this class of digital assets. Despite partly
similar technological approaches, fcryptocurrenciesoand fstablecoinsoare not money, since
they cannot ensure the sustainable performance of all functions of money. These assets
cannot be used as a universaland unconditional payment means, and cannot be used as a full
fledged unit of account and a medium of exchange due to the volatile value expressedin official
monetary units. In turn, the national currency (digital tenge) wil be issued by the State, which
ensuresits stable functioningin the interests of all participants of the paymentsystem.











































































